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FORM 10-K
ýAnnual Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the fiscal year ended December 31, 2018
OR
¨Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934 for the transition period from             to
Commission File Number: 1-33146

KBR, Inc.
(Exact name of registrant as specified in its charter)
Delaware 20-4536774
(State of incorporation or organization) (I.R.S. Employer Identification No.)
601 Jefferson Street, Suite 3400, Houston, Texas 77002

(Address of principal executive offices) (Zip Code)

(713) 753-3011
(Registrant's telephone number including area code)

Securities registered pursuant to Section 12(b) of the Act:
Title of each class Name of each exchange on which registered
Common Stock par value $0.001 per share New York Stock Exchange
Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.    Yes  ý    No  ¨

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes  ¨    No  ý

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.     Yes  ý    No  ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files).     Yes  ý    No  ¨

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form
10-K or any amendment to this Form 10-K.      ý

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a smaller reporting
company or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated filer”, “smaller reporting company” and
"emerging growth company" in Rule 12b-2 of the Exchange Act.
Large accelerated filer ý Accelerated filer ¨

Non-accelerated filer ¨ (Do not check if a smaller reporting company) Smaller reporting company ¨

Emerging growth company ¨

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with
any new or revised financial accounting standards provided pursuant to section 13(a) of the Exchange Act    ¨

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).     Yes  ¨    No  ý

The aggregate market value of the voting stock held by non-affiliates on June 30, 2018 was approximately $2.5 billion, determined using the
closing price of shares of the registrant's common stock on the New York Stock Exchange on that date of $17.92.

As of January 31, 2019, there were 141,010,856 shares of KBR, Inc. Common Stock, par value $0.001 per share, outstanding.
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DOCUMENTS INCORPORATED BY REFERENCE
Portions of the registrant's Proxy Statement for its 2019 Annual Meeting of Stockholders are incorporated by reference into Part III of this
report.
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Glossary of Terms

The following frequently used abbreviations or acronyms are used in this Annual Report on Form 10-K as defined
below:
Acronym Definition
Affinity Affinity Flying Training Services Ltd.
Aspire Defence Aspire Defence Limited
AOCL Accumulated other comprehensive loss
APAC Asian Pacific
ASBCA Armed Services Board of Contract Appeals
ASC Accounting Standards Codification
ASU Accounting Standards Update
Brexit European Union
Carillion  Carillion plc
CAS Cost Accounting Standards for U.S. government contracts
COFC U.S. Court of Federal Claims
DCAA Defense Contract Audit Agency
DCMA Defense Contract Management Agency
DoD Department of Defense
DOJ U.S. Department of Justice
EAC Estimate at completion
EBIC Egypt Basic Industries Corporation
EBITDA Earnings before interest, taxes, depreciation and amortization
EPC Engineering, procurement and construction
EPIC EPIC Piping LLC
ESPP Employee Stock Purchase Plan
Exchange Act Securities Exchange Act of 1934, as amended
FAR Federal Acquisition Regulation
FASB Financial Accounting Standards Board
FCA False Claims Act
FCPA Foreign Corrupt Practices Act
FEED Front-end engineering and design
FKTC First Kuwaiti Trading Company
FLNG Floating liquefied natural gas
FPSO Floating production, storage and offshore
FPUs Floating production units
FSRU Floating storage and regasification unit
G&A General and administrative
GAAP Generally Accepted Accounting Principles
GILTI Global intangible low-taxed income
GS Government Services
GTL Gas to liquids
HETs Heavy equipment transporters
HS Hydrocarbons Services
HTSI Honeywell Technology Solutions Inc.
ICC International Chamber of Commerce
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Acronym Definition
IRS Internal Revenue Service
JKC JKC Australia LNG, an Australian joint venture executing the Ichthys LNG Project
LIBOR London interbank offered rate
LNG Liquefied natural gas

MD&A Management's Discussion and Analysis of Financial Condition and Results of Operations (Part II, Item
7 of this Annual Report on Form 10-K

MFRs Memorandums for Record
MMM Mantenimiento Marino de Mexico
MoD Ministry of Defense
NCI Noncontrolling interests
PEMEX Petróleos Mexicanos
PEP Pemex Exploration and Production
PFIs Privately financed initiatives and projects
PIC Paid-in capital
PLOC Performance Letter of Credit facility
PPE Property, Plant and Equipment
PSC Private Security Contractor
RIO Restore Iraqi Oil
SAB Staff Accounting Bulletin
SEC U.S. Securities and Exchange Commission
Securities
Act Securities Act of 1933, as amended

SFO U.K. Serious Fraud Office
SGT Stinger Ghaffarian Technologies
Tax Act Tax Cuts and Jobs Act
Transition
Tax Deemed Repatriation Transition Tax

TSA Transition Service Agreement
U.K. United Kingdom
U.S. United States
U.S. GAAP Accounting principles generally accepted in the United States
UKMFTS U.K. Military Flying Training System
VAT Value-added tax
VIEs Variable interest entities

Forward-Looking and Cautionary Statements

This Annual Report on Form 10-K contains certain statements that are, or may be deemed to be, "forward-looking
statements" within the meaning of Section 27A of the Securities Act and Section 21E of the Exchange Act. The Private
Securities Litigation Reform Act of 1995 provides safe harbor provisions for forward-looking information. Some of
the statements contained in this Annual Report on Form 10-K are forward-looking statements. All statements other
than statements of historical fact are, or may be deemed to be, forward-looking statements. The words "believe,"
"may," "estimate," "continue," "anticipate," "intend," "plan," "expect" and similar expressions are intended to identify
forward-looking statements. Forward-looking statements include information concerning our possible or assumed
future financial performance and results of operations.

We have based these statements on our assumptions and analyses in light of our experience and perception of
historical trends, current conditions, expected future developments and other factors we believe are appropriate in the
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circumstances. Forward-looking statements by their nature involve substantial risks and uncertainties that could
significantly affect expected results, and actual future results could differ materially from those described in such
statements. While it is not possible to identify all factors, factors that could cause actual future results to differ
materially include the risks and uncertainties disclosed under “Item 1A. Risk Factors” contained in Part I of this
Annual Report on Form 10-K.
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Many of these factors are beyond our ability to control or predict. Any of these factors, or a combination of these
factors, could materially and adversely affect our future financial condition or results of operations and the ultimate
accuracy of the forward-looking statements. These forward-looking statements are not guarantees of our future
performance, and our actual results and future developments may differ materially and adversely from those
projected in the forward-looking statements. We caution against putting undue reliance on forward-looking
statements or projecting any future results based on such statements or on present or prior earnings levels. In
addition, each forward-looking statement speaks only as of the date of the particular statement, and, except as
required by law we undertake no obligation to publicly update or revise any forward-looking statement.

6
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PART I

Item 1. Business

General

KBR, Inc. and its subsidiaries (collectively, "KBR" or "the Company") is a global provider of differentiated,
professional services and technologies across the asset and program life-cycle within the government services and
hydrocarbons industries. Our capabilities include research and development, feasibility and solutions development,
specialized technical consulting, systems integration, engineering and design services, process technologies, highly
specialized mission and logistics support solutions, program management, construction services, commissioning and
startup services, asset operations and maintenance services. We provide these and other support services to a diverse
customer base, including domestic and foreign governments, international and national oil and gas companies, oil
refiners, petrochemical producers, fertilizer producers and specialty chemicals manufacturers.

KBR, Inc., incorporated in the state of Delaware in March 2006, is a global company headquartered in Houston,
Texas, USA, with offices around the world. We trace our history and culture to two businesses, The M.W. Kellogg
Company ("Kellogg") and Brown & Root, Inc. ("Brown & Root"). Kellogg was founded in New York in 1901 and
evolved into a technology and service provider for petroleum refining, petrochemicals processing and LNG. Brown &
Root was founded in Texas in 1919, built the world’s first offshore platform in 1947 and grew into an international
engineering and construction company. Brown & Root was acquired by Halliburton in 1962 and Kellogg was acquired
by Halliburton in 1998 through its merger with Dresser Industries. KBR completed its separation from Halliburton in
April 2007. Following a transformational restructuring in late 2014, and consistent with our new strategy, we made
two substantial acquisitions in 2016 and another in early 2018 in the government services sector, which fundamentally
and materially re-balanced our portfolio to a greater mix of long-term, cost reimbursable and synergistic professional
services business base. This new business base, added to KBR’s existing portfolio, leverages our program and
life-cycle management expertise across a much larger addressable market for greater diversification, more predictable
results, expanded customer offerings and attendant growth opportunities.

Our Business

KBR is a leading global provider of full life-cycle professional services, project delivery and technologies supporting
two verticals: Government and Hydrocarbons. We aim to execute our portfolio through long-term contracts that
provide balanced and sustainable growth with an acceptable risk profile and predictable cash flows. Our key areas of
strategic focus are as follows:

•

Government Services: A wide range of professional services across defense, space and government embracing
research and development, test and evaluation, program management and consulting, mission planning, operational
and platform support, logistics and facilities, training and security. These services are mainly for governmental
agencies in the U.S., U.K. and Australia and also cover other selective countries. These programs are frequently
provided on long-term service contracts, with key scientific, technical and program management differentiation. Key
customers include U.S. DoD agencies such as the Missile Defense Agency, U.S. Army, U.S. Navy and U.S. Air Force
as well as NASA, the U.K. Ministry of Defence, London Metropolitan Police, U.K. Army, other U.K. Crown
Services, and the Royal Australian Air Force, Navy and Army.
•Hydrocarbons: In the global hydrocarbons sector we offer services within the following areas of focus:
◦Proprietary Technology: A broad spectrum of front-end services and solutions, including licensing of technologies,
basic engineering and design services ("BED"), proprietary equipment ("PEQ"), plant automation services, remote
monitoring of plant operations, catalysts, and vessel internals together with specialist consulting services to the
hydrocarbons, petrochemicals, chemicals and fertilizer markets. Key technologies in our portfolio are ammonia, nitric
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acid, ammonia nitrate, ethylene, phenol, bis-phenol A, polycarbonate, catalytic cracking, isomerization, alkylation,
solvent de-asphalting and coal degasification.
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◦Specialized Consulting: A broad range of specialized consulting services across upstream, midstream, downstreamand specialty chemicals, which includes:

•Front-end consulting services related to field development planning, technology selection and capital expenditureoptimization;
•Plant integrity management;
•Specialized naval architecture technology (drillships, FPSO, FPUs and structural engineering); and

•Feasibility studies, revamp studies, planning/development and construction studies for oil and gas (upstreamindustry), LNG, refining, petrochemicals, chemicals and fertilizers (downstream industries).

◦

Project Planning and Delivery Solutions: From conceptual design, through front end engineering design and
execution planning, to full EPC/EPCM for the development, construction and commissioning of projects across the
entire hydrocarbons value chain, including offshore and onshore oil and gas industries, LNG/GTL markets, as well as
for refining, petrochemicals, chemicals, specialty chemicals and fertilizers industries. KBR has licensed its market
leading ammonia technology to over 225 plants globally, and has been involved in the design and construction of
approximately one-third of the world’s LNG capacity.

◦

Maintenance and Asset Services: Through our Brown & Root Industrial Services joint venture in North America
and through KBR’s wholly owned Brown & Root entities in the Middle East, Europe and APAC, we are a leading
provider of engineering, construction, and reliability-driven maintenance solutions for the refinery, petrochemical,
chemical, specialty chemicals and fertilizer markets. The focus is on customers seeking to achieve greater asset
utilization and reliability to cut costs and increase production from existing assets, including small projects, sustaining
capital, turnarounds, maintenance, specialty welding services, and high quality scaffolding. These contracts are
generally long-term service contracts.
•Digital Solutions: Over the last few years, KBR has developed digital solutions to address its vertical market sectors:

◦

Government Services: Our focus is on asset Predictive Maintenance, Autonomous Operations, Space Solutions and
Intelligent Estate Management. We are also implementing machine learning and artificial intelligence to enhance our
digital solutions of the GS sector by predicting and diagnosing issues before equipment, device or facility is failed or
completely utilized.
◦Hydrocarbons: Our focus is on Digital Project Delivery, Remote Operations and Digital Maintenance.

▪Digital Project Delivery: We cover KBR's data centric execution approach supporting our project digital twin for
operating phase.

▪Remote Operations Solutions: We provide performance monitoring, optimization of process/operations, and
improvement of efficiency and uptime of the plant.

▪
Digital Maintenance: We offer predictive maintenance as well as digital integration of various systems and mobility
at the maintenance site. We are also enabling our remote operations and predictive maintenance solutions with
artificial intelligence for the predication of the plant upset and equipment anomalies.
Our market sectors are supported by our safety applications for the safety of workers and sites, visualization training
through virtual reality and augmented reality, artificial intelligence enabled cyber security, unmanned aerial vehicles
and robotics.
Competitive Advantages
We operate in global markets with customers who demand added value, know-how, technology and delivery
solutions, and we seek to differentiate ourselves in areas we believe we have a competitive advantage, including:
•Health, Safety, Security & Environment

◦World-class planning, assessment, and execution practices and performance ('Zero Harm') that drive our
industry-leading safety record

•People
◦Distinctive, competitive and customer-focused culture, through our people ('One KBR')

8
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◦Large numbers of employees with U.S. government-issued security clearances

•Customer Relationships
◦Customer objectives are placed at the center of our planning and delivery

◦
Enduring relationships in government services (for example, we have had a contract with NASA since the beginning
of the space program) and with major oil and gas and industrial customers such as BP p.l.c., Chevron Corporation
("Chevron") and Shell Corporation

•Project Delivery

◦A reputation for disciplined and successful delivery of large, complex and difficult projects globally - usingworld-class processes (the 'KBR Way'), including program management

•Technical Excellence
◦Quality, world-class technology, know-how and technical solutions, including digitalization

•Full Life-cycle Asset Support
◦Comprehensive asset services through long-term contracts

•Financial Strength

◦ Through liquidity, capital structure and
capacity

Our Business Segments

Our business is organized into three core and two non-core business segments as follows:

Core business segments

•Government Services
•Technology
•Hydrocarbons Services

Non-core business segments

•Non-strategic Business
•Other

Our business segments are described below.

Government Services. Our GS business segment provides full life-cycle support solutions to defense, space, aviation
and other programs and missions for military and other government agencies in the U.S., U.K. and Australia. As
program management integrator, KBR covers the full spectrum of defense, space, aviation and other government
programs and missions from research and development; through systems engineering, test and evaluation, systems
integration and program management; to mission planning, operations support, maintenance and field logistics. Our
GS acquisitions, as described in Note 4 to our consolidated financial statements, have been combined with our
existing U.S. operations within this business segment and operate under the single "KBRwyle" brand.
Technology. Our Technology business segment combines KBR's proprietary technologies, equipment and catalyst
supply and associated knowledge-based services into a global business for refining, petrochemicals, inorganic and
specialty chemicals as well as gasification, syngas, ammonia, nitric acid and fertilizers. From early planning through
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scope definition, advanced technologies and project lifecycle support, KBR's Technology segment works closely with
customers to provide the optimal approach to maximize their return on investment.
Hydrocarbons Services. Our HS business segment provides comprehensive project planning and program delivery
capability globally. Our key capabilities leverage our operational and technical excellence as a global provider of EPC
for onshore oil and gas; LNG/GTL; oil refining; petrochemicals; chemicals; fertilizers; offshore oil and gas
(shallow-water, deep-water and subsea); floating solutions (FPUs, FPSO, FLNG & FSRU); maintenance services (via
the “Brown & Root Industrial Services” brand); and consulting services provided under our three specialty consulting
brands, Granherne, Energo and GVA.

9
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Non-strategic Business. Our Non-strategic Business segment represents the operations or activities that we intend to
exit upon completion of existing contracts. All Non-strategic Business segment projects are substantially complete.
We continue to finalize project close-out and warranty activities and to negotiate the settlement of claims and various
other matters associated with these projects.
Other. Our Other business segment includes corporate expenses and general and administrative expenses not
allocated to the business segments above.
    The markets we serve are highly competitive and for the most part require substantial resources and highly skilled
and experienced technical personnel. A large number of companies are competing in the markets served by our
business, including U.S. based companies such as CACI International, Inc., EMCOR Group, Inc., Fluor Corporation,
Leidos Holdings, Inc., ManTech International Corporation, AECOM, Quanta Services Inc., Science Applications
International Corporation ("SAIC"), Booz Allen Hamilton and international-based companies such as Bechtel, Jacobs
Engineering, McDermott, Chiyoda Corporation ("Chiyoda"), TechnipFMC, Worley-Parsons and Vectrus, Inc. Since
the markets for our services are vast and extend across multiple geographic regions, we cannot make a definitive
estimate of the total number of our competitors.

Acquisitions, Dispositions and Other Transactions

Acquisitions

During the second quarter of 2018, we acquired 100% of the outstanding stock of SGT, a leading provider of
high-value engineering, mission operations, scientific and IT software solutions in the government services market,
for an aggregate purchase price of $355 million, plus $10 million of working capital and other purchase price
adjustments set forth in the purchase agreement. This acquisition is reported within our GS business segment.

Significant Joint Ventures and Alliances

We enter into joint ventures and alliances with other industry participants in order to capitalize on the strengths of
each party and provide greater flexibility in delivering our services based on cost and geographical efficiency, increase
the number of opportunities that can be pursued and reduce exposure and diversify risk. Clients of our HS business
segment frequently require EPC contractors to work in teams given the size and complexity of global projects that
may cost billions of dollars to complete. Our significant joint ventures and alliances are described below. All joint
venture ownership percentages presented are stated as of December 31, 2018.

Aspire Defence is a joint venture currently owned by KBR and two financial investors to upgrade and provide a range
of services to the British Army’s garrisons at Aldershot and around the Salisbury Plain in the U.K. We own a 45%
interest in Aspire Defence that is accounted for within our GS business segment using the equity method of
accounting. Prior to January 15, 2018, we held a 50% interest in the joint ventures that provide the construction and
related support services to Aspire Defence, with the other 50% being owned by Carillion. On January 15, 2018,
Carillion entered into compulsory liquidation and was excluded from future business and benefit from its interest in
the joint ventures. As a result, KBR assumed operational management and control of these entities. KBR began
consolidating the financial results of these entities in its financial statements effective January 15, 2018. On April 18,
2018, we completed the acquisition of Carillion's interests in the subcontracting entities as further discussed in Note 4
to our consolidated financial statements.

In 2016, we established the Affinity joint venture between KBR and Elbit Systems to procure, operate and maintain
aircraft, and aircraft-related assets over an 18-year contract period, in support of the UKMFTS project. KBR owns a
50% interest in Affinity.  In addition, KBR owns a 50% interest in the two joint ventures, Affinity Capital Works and
Affinity Flying Services, which provide procurement, operations and management support services under subcontracts
with Affinity. The investments are accounted for within our GS business segment using the equity method of
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accounting.

We participate in the JKC joint venture with JGC and Chiyoda for the design, procurement, fabrication, construction,
commissioning and testing of the Ichthys Onshore LNG export facility in Darwin, Australia. The project is being
executed through two joint ventures in which we own a 30% interest. The investments are accounted for within our
HS business segment using the equity method of accounting.

Brown & Root Industrial Services is a joint venture with BCP and offers maintenance services, turnarounds and small
capital expenditure projects, primarily in North America. We own a 50% interest in this joint venture and account for
this investment within our HS business segment using the equity method of accounting.

10
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Backlog of Unfulfilled Orders

Backlog is our estimate of the U.S. dollar amount of revenues we expect to realize in the future as a result of
performing work on contracts. For projects within our unconsolidated joint ventures, we have included our percentage
ownership of the joint venture’s estimated revenues in backlog to provide an indication of future work to be performed.
Our backlog was $13.5 billion and $10.6 billion at December 31, 2018 and 2017, respectively, with approximately
22% and 68% related to work being executed by joint ventures accounted for on the equity method of accounting. We
estimate that, as of December 31, 2018, 33% of our backlog will be recognized as revenues within fiscal 2019. For
additional information regarding backlog see our discussion within “Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations” contained in Part II of this Annual Report on Form 10-K.

Contracts

Our contracts broadly consist of cost-reimbursable, fixed-price or “hybrid” contracts containing both cost-reimbursable
and fixed-price scopes of work. Our fixed-price contracts may include cost escalation and other features that allow for
increases in price should certain events occur or conditions change. Change orders on fixed-price contracts are
routinely approved as work scopes change resulting in adjustments to our fixed price.

Cost-reimbursable contracts include contracts where the price is variable based upon our actual costs incurred for
materials, equipment and for reimbursable labor hours. Profit on cost-reimbursable contracts may be in the form of a
fixed fee or a mark-up applied to costs incurred or a combination of the two. The fee may also be an incentive fee
based on performance indicators, milestones or targets. Cost-reimbursable contracts may also provide for a guaranteed
maximum price where the total fee plus the total cost cannot exceed an agreed upon guaranteed maximum price.
Cost-reimbursable contracts are generally less risky than fixed-price contracts because the owner/customer retains
many of the project risks.

Our GS business segment primarily performs work under cost-reimbursable contracts with the U.S. DoD, U.K. MoD
and other governmental agencies that are generally subject to applicable statutes and regulations. If the government
concludes costs charged to a contract are not reimbursable under the terms of the contract or applicable procurement
regulations, these costs are disallowed or, if already reimbursed, we may be required to refund the reimbursed
amounts to the customer. Such conditions may also include interest and other financial penalties. If performance
issues arise under any of our government contracts, the government retains the right to pursue remedies, which could
include termination under any affected contract. Generally, our customers have the contractual right to terminate or
reduce the amount of work under our contracts at any time. See “Item 1A. Risk Factors” for more information contained
in Part I of this Annual Report on Form 10-K.

Fixed-price and lump-sum contracts, including unit-rate contracts (essentially a fixed-price contract with the only
variable being units of work to be performed), are for a fixed sum to cover all costs and any profit element for a
defined scope of work. Fixed-price contracts entail significant risk to us because they require us to predetermine the
work to be performed, the project execution schedule and all the costs associated with the work. Although fixed-price
contracts involve greater risk than cost-reimbursable contracts, they also are potentially more profitable since the
owner/customer pays a premium to transfer project risks to us.

Also within our GS business segment, we participate in PFIs contracts, such as the Aspire Defense and UKMFTS
projects. PFIs are long-term contracts that outsource the responsibility for the construction, procurement, financing,
operation and maintenance of government-owned assets to the private sector. The PFI projects in which KBR
participates are primarily located in the U.K. and Ireland with contractual terms ranging from 15 to 35 years and
involve the provision of services to various types of assets ranging from acquisition and maintenance of major military
equipment and housing to transportation infrastructure. Under most of these PFI arrangements, the primary
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deliverables of the contracting entity are the initial provision of assets to the customer and the subsequent provision of
operations and maintenance services related to the assets once they are ready for intended use through the remaining
life of the arrangement. The amount of reimbursement from the customer to the contracting entity is negotiated on
each contract and varies depending on the specific terms for each PFI.
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Significant Customers

We provide services to a diverse customer base, including:

•domestic and foreign governments;
•international oil companies and national oil companies;
•independent refiners;
•petrochemical and fertilizer producers;
•developers; and
•manufacturers.

Within the past three years, we generated significant revenues from key U.S. government customers including U.S.
DoD and NASA, and from the U.K government within our GS business segment. No other customers represented
10% or more of consolidated revenues in any of the periods presented. The information in the following table has
summarized data related to our revenues from the U.S. government and U.K. government.

Revenues and percent of consolidated revenues attributable to major
customers by year:

Years ended December 31,
Dollars in millions, except percentage amounts 2018 2017 2016

U.S. government $2,610 53% $1,914 46% $1,090 26%
U.K. government $622 13% $66 2 % $62 2 %

Information relating to our customer concentration is described in “Item 1A. Risk Factors” contained in Part II of this
Annual Report on Form 10-K. Also, see further explanations in "Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations" contained in Part II of this Annual Report on Form 10-K.

Raw Materials and Suppliers

Equipment and materials essential to our business are obtained from a variety of sources throughout the world. The
principal equipment and materials we use in our business are subject to availability and price fluctuations due to
customer demand, producer capacity and market conditions. We monitor the availability and price of equipment and
materials on a regular basis. Our procurement function seeks to leverage our size and buying power to ensure that we
have access to key equipment and materials at the best possible prices and delivery schedules. While we do not
currently foresee any significant lack of availability of equipment and materials in the near term, the availability of
these items may vary significantly from year to year and any prolonged unavailability or significant price increases for
equipment and materials necessary to our projects and services could have a material adverse effect on our business.
See “Item 1A. Risk Factors” contained in Part I of this Annual Report on Form 10-K for more information.

Intellectual Property

We have developed, acquired or otherwise have the right to license leading technologies, including technologies held
under license from third parties, used for the production of a variety of petrochemicals and chemicals and in the areas
of olefins, refining, fertilizers, coal gasification, semi-submersibles and specialty chemicals. We also license a variety
of technologies for the transformation of raw materials into commodity chemicals such as phenol used in the
production of consumer end products. In addition, we are a licensor of ammonia process technologies used in the
conversion of natural gas to ammonia. We also offer technologies for crystallization and evaporation, as well as
concentration and purification of strong inorganic acids. We believe our technology portfolio and experience in the
commercial application of these technologies and related know-how differentiates us, enhances our margins and
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encourages customers to utilize our broad range of EPC and construction services.

Our rights to make use of technologies licensed to us are governed by written agreements of varying durations,
including some with fixed terms that are subject to renewal based on mutual agreement. Generally, each agreement
may be further extended and we have historically been able to renew existing agreements before they expire. We
expect these and other similar agreements to be extended so long as it is mutually advantageous to both parties at the
time of renewal. For technologies we own, we protect our rights, know-how and trade secrets through patents and
confidentiality agreements.
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Seasonality

Our operations are not generally affected by seasonality. However, weather and natural phenomena can temporarily
affect the performance of our services.

Employees

As of December 31, 2018, we had approximately 25,000 employees world-wide, of which approximately 7% were
subject to collective bargaining agreements. In addition, our joint ventures employ approximately 11,000 employees.
Based upon the geographic diversification of our employees, we believe any risk of loss from employee strikes or
other collective actions would not be material to the conduct of our operations taken as a whole.

Worker Health and Safety

We are subject to numerous worker health and safety laws and regulations. In the U.S., these laws and regulations
include the Federal Occupational Safety and Health Act and comparable state legislation, the Mine Safety and Health
Administration laws, and safety requirements of the Departments of State, Defense, Energy and Transportation of the
U.S. government. We are also subject to similar requirements in other countries in which we have extensive
operations, including the U.K. where we are subject to the various regulations enacted by the Health and Safety Act of
1974.

These laws and regulations are frequently changing and it is impossible to predict the effect of such laws and
regulations on us in the future. Our global Zero Harm initiative reinforces health, safety, security and environment as
key components of the KBR culture and lifestyle.  This initiative incorporates three dynamic components: "Zero
Harm", "24/7" and "Courage to Care," which empower individuals to take responsibility for their health and safety, as
well as that of their colleagues. However, we cannot guarantee that our efforts will always be successful and from
time to time we may experience accidents or unsafe work conditions may arise. Our project sites often put our
employees and others in close proximity with mechanized equipment, moving vehicles, chemical and manufacturing
processes, and highly regulated materials. Additionally, our employees and others at certain project sites may be
exposed to severe weather events or high security risks. We actively seek to maintain a safe, healthy and
environmentally friendly work place for all of our employees and those who work with us. However, we may incur
substantial costs to maintain the safety and security of our personnel in these locations.

Environmental Regulation

Our business involves the planning, design, program management, construction and construction management, and
operations and maintenance at various project sites, including oil field and related energy infrastructure construction
services in and around sensitive environmental areas, such as rivers, lakes and wetlands. Our operations may require
us to manage, handle, remove, treat, transport and dispose of toxic or hazardous substances, which are subject to
stringent and complex laws relating to the protection of the environment and prevention of pollution.

Significant fines, penalties and other sanctions may be imposed for non-compliance with environmental and worker
health and safety laws and regulations, and some laws provide for joint and several strict liabilities for remediation of
releases of hazardous substances, rendering a person liable for environmental damage, without regard to negligence or
fault on the part of such person. These laws and regulations may expose us to liability arising out of the conduct of
operations or conditions caused by others, or for our acts that were in compliance with all applicable laws at the time
these acts were performed. For example, there are a number of governmental laws that strictly regulate the handling,
removal, treatment, transportation and disposal of toxic and hazardous substances, such as the Comprehensive
Environmental Response Compensation and Liability Act of 1980, and comparable national and state laws that

Edgar Filing: KBR, INC. - Form 10-K

33



impose strict, joint and several liabilities for the entire cost of cleanup, without regard to whether a company knew of
or caused the release of hazardous substances. In addition, some environmental regulations can impose liability for the
entire clean-up upon owners, operators, transporters and other persons arranging for the treatment or disposal of such
hazardous substances costs related to contaminated facilities or project sites. Other environmental laws applicable to
our operations and the operations of our customers affecting us include, but are not limited to, the Resource
Conservation and Recovery Act, the National Environmental Policy Act, the Clean Air Act, the Clean Water Act, the
Occupational Safety and the Toxic Substances Control as well as other comparable foreign and state laws. Liabilities
related to environmental contamination or human exposure to hazardous substances, comparable foreign and state
laws or a failure to comply with applicable regulations could result in substantial costs to us, including cleanup costs,
fines and civil or criminal sanctions, third-party claims for property damage or personal injury, or cessation of
remediation activities.
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Additional information relating to environmental regulations is described in "Item 1A. Risk Factors” contained in Part I
of this Annual Report on Form 10-K and in Note 18 to our consolidated financial statements, and the information
discussed therein is incorporated by reference into this Part I, Item 1.

Compliance

Conducting our business with ethics and integrity is a key priority for KBR. We are subject to numerous
compliance-related laws and regulations, including the U.S. FCPA, the U.K. Bribery Act, other applicable anti-bribery
legislation and laws and regulations regarding trade and exports. The services we provide to the U.S. federal
government are subject to the FAR, the Truth in Negotiations Act, CAS, the Services Contract Act and DoD security
regulations, and many other laws and regulations. These laws and regulations affect how we transact business with our
clients and, in some instances, impose additional costs on our business operations. We are also governed by our own
Code of Business Conduct and other compliance-related corporate policies and procedures that mandate compliance
with these laws. Our Code of Business Conduct is a guide for every employee in applying legal and ethical practices
to our everyday work. The Code of Business Conduct describes not only our standards of integrity but also some of
the specific principles and areas of the law that are most likely to affect our business. We regularly train our
employees regarding our Code of Business Conduct and other specific areas including anti-bribery compliance and
international trade compliance.

Website Access

Our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and amendments
to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act are made
available free of charge on our website at www.kbr.com as soon as reasonably practicable after we have electronically
filed the material with, or furnished it to, the U.S. SEC. The SEC maintains a website that contains our reports, proxy
and information statements and our other SEC filings. The address of that website is www.sec.gov. We have posted
on our external website our Code of Business Conduct, which applies to all of our employees and Directors and serves
as a code of ethics for our principal executive officer, principal financial officer, principal accounting officer and other
persons performing similar functions and intend to satisfy the disclosure requirement under Item 5.05 of Form 8-K
relating to amendments to or waivers from any provision of the Code of Business Conduct applicable to such persons
by posting such information on our website at www.kbr.com.

Item 1A. Risk Factors

Risks Related to Operations of our Business

Our results of operations depend on the award of new contracts and the timing of the performance of these
contracts.

A portion of our revenues is directly or indirectly derived from new contract awards. Reductions in the number and
amounts of new awards, delays in the timing of the awards or potential cancellations of such prospects as a result of
economic conditions, material and equipment pricing and availability or other factors could adversely impact our
long-term projected results. It is particularly difficult to predict whether or when we will receive large-scale
international and domestic projects as these contracts frequently involve a lengthy and complex bidding and selection
process, which is affected by a number of factors, such as market conditions as well as governmental and
environmental approvals. Since a portion of our revenues is generated from such projects, our results of operations
and cash flows can fluctuate significantly from quarter to quarter depending on the timing of our contract awards and
the commencement or progress of work under awarded contracts. In addition, many of these contracts are subject to
financing contingencies and, as a result, we are subject to the risk that the customer will not be able to secure the
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necessary financing for a project to proceed.

The uncertainty of our contract award timing can also present difficulties in matching workforce size with contract
needs. In some cases, we maintain and bear the cost of a ready workforce that is larger than necessary under existing
contracts in anticipation of future workforce needs for expected contract awards. If an expected contract award is
delayed or not received, we may incur additional costs resulting from reductions in staff or redundancy of facilities
that could have a material adverse effect on our business, financial condition and results of operations.
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The U.S. government awards its contracts through a rigorous competitive process and our efforts to obtain future
contracts from the U.S. government may be unsuccessful.

The U.S. government conducts a rigorous competitive process for awarding most contracts. In the services arena, the
U.S. government uses multiple contracting approaches. Historically, omnibus contract vehicles have been used for
work that is done on a contingency or as-needed basis. In more predictable “sustainment” environments, contracts may
include both fixed-price and cost-reimbursable elements. The U.S. government has also favored multiple award task
order contracts in which several contractors are selected as eligible bidders for future work. Such processes require
successful contractors to continually anticipate customer requirements and develop rapid-response bid and proposal
teams as well as have supplier relationships and delivery systems in place to react to emerging needs. In addition,
federal government procurements sometimes emphasize price over
qualitative factors, such as technical capability and past performance. As a result of these competitive pricing
pressures, our profit margins on future federal contracts may be reduced and may require us to make sustained efforts
to reduce costs in order to realize revenues and profits under government contracts.

We face rigorous competition and pricing pressures for any additional contract awards from the U.S. government.
Many of our existing contracts must be recompeted when their original period of performance ends. Recompetitions
represent opportunities for competitors to take market share away from us. They also represent opportunities for our
customers to obtain more favorable terms. We may be required to qualify or continue to qualify under the various
multiple award task order contract criteria. Therefore, it may be more difficult for us to win future awards from the
U.S. government and we may have other contractors sharing in any U.S. government awards that we win.

If we are unable to attract and retain a sufficient number of affordable trained engineers, craft labor, and other
skilled workers, our ability to pursue projects may be adversely affected and our costs may increase.

Our rate of growth and the success of our business depend upon our ability to attract, develop and retain a sufficient
number of affordable trained engineers, craft labor and other skilled workers either through direct hire or acquisition
of other firms employing such professionals. The market for these professionals is competitive. If we are unable to
attract and retain a sufficient number of skilled personnel, our ability to pursue projects may be adversely affected, the
costs of executing our existing and future projects may increase and our financial performance may decline.

Dependence on third-party subcontractors and equipment manufacturers could adversely affect our profits.

We rely on third-party subcontractors and equipment manufacturers to complete many of our projects. To the extent
that we cannot engage subcontractors or acquire equipment or materials in the amounts and at the costs originally
estimated, our ability to complete a project in a timely fashion or at a profit may be impaired. If the amount we are
required to pay for these goods and services exceeds the amount we have estimated in bidding for fixed-price
contracts, we could experience losses in the performance of these contracts. In addition, if a subcontractor or a
manufacturer is unable to deliver its services, equipment or materials according to the negotiated terms for any reason
including, but not limited to, the deterioration of its financial condition, we may be required to purchase the services,
equipment or materials from another source at a higher price. This may reduce the profit we expect to realize or result
in a loss on a project for which the services, equipment or materials were needed.

Some of our U.S. government work requires KBR and certain of its employees to qualify for and retain a
government-issued security clearance.

We currently hold U.S. government-issued facility security clearances and a large number of our employees have
qualified for and hold U.S. government-issued personal security clearances that are necessary in order to qualify for
and ultimately perform certain of our U.S. government contracts. Obtaining and maintaining security clearances for
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employees involves lengthy processes, and it is difficult to identify, recruit and retain employees who already hold
security clearances. If our employees are unable to obtain or retain security clearances or if our employees who hold
security clearances terminate employment with us and we are unable to find replacements with equivalent security
clearances, we may be unable to perform our obligations to customers whose work requires cleared employees, or
such customers could terminate their contracts or decide not to renew them upon their expiration. Our facility security
clearances could be marked as "invalid" for several reasons including unapproved foreign ownership, control or
influence, mishandling of classified materials, or failure to properly report required activities. An inability to obtain or
retain our facility security clearances or engage employees with the required security clearances for a particular
contract could disqualify us from bidding for and winning new contracts with security requirements as well as
termination of any existing contracts requiring such clearances.
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Our use of the cost-to-cost method of revenue recognition could result in a reduction or reversal of previously
recorded revenues and profits.

A significant portion of our revenues and profits are measured and recognized over time using the cost-to-cost method
of revenue recognition. Our use of this accounting method results in recognition of revenues and profits over the life
of a contract, based generally on the proportion of costs incurred to date to total costs expected to be incurred for the
entire project. The effects of revisions to estimated revenues and estimated costs are recorded when the amounts are
known or can be reasonably estimated. In addition, we have recorded significant unapproved change orders and claims
against clients as well as estimated recoveries of claims against suppliers and subcontractors that have been included
in the estimated profit at completion for certain projects. Revisions to these estimates could occur in any period and
their effects could be material. The uncertainties inherent in estimating the progress towards completion or the
recoverability of claims of long-term engineering, program management, construction management or construction
contracts make it possible for actual revenues and costs to vary materially from our estimates, including reductions or
reversals of previously recorded revenues and profits.

We conduct a portion of our operations through joint ventures and partnerships exposing us to risks and
uncertainties, many of which are outside of our control.

We conduct a portion of our operations through large project-specific joint ventures where control may be shared with
unaffiliated third parties. As with any joint venture arrangement, differences in views among the joint venture
participants may result in delayed decisions or in failures to agree on major issues. We also cannot control the actions
of our joint venture partners, including any failure to comply with applicable laws or regulations, nonperformance,
default or bankruptcy of our joint venture partners. Also, we at times share liabilities on a joint and several basis with
our joint venture partners under these arrangements. If our partners do not meet their contractual obligations, the joint
venture may be unable to adequately perform and deliver its contracted services, requiring us to make additional
investments or perform additional services to ensure the adequate performance and delivery of services to the
customer. We could be liable for both our obligations and those of our partners, which may result in reduced profits
or, in some cases, significant losses on the project. Additionally, these factors could have a material adverse effect on
the business operations of the joint venture and, in turn, our business operations and reputation.

Operating through joint ventures in which we have a minority interest could result in us having limited control over
many decisions made with respect to projects and internal controls relating to projects. These joint ventures may not
be subject to the same requirements regarding internal controls as we are. As a result, internal control issues may
arise, which could have a material adverse effect on our financial condition and results of operations.

The nature of our contracts, particularly those that are fixed-price, subjects us to risks associated with cost
over-runs, operating cost inflation and potential claims for liquidated damages.

We conduct our business under various types of contracts where costs must be estimated in advance of our
performance. A portion of the value of our current backlog is attributable to fixed-price contracts where we bear a
significant portion of the risk of cost over-runs. These types of contracts are priced, in part, on cost and scheduling
estimates that are based on assumptions including prices and availability of experienced labor, equipment and
materials as well as productivity, performance and future economic conditions. If these estimates prove inaccurate, if
there are errors or ambiguities as to contract specifications or if circumstances change due to, among other things,
unanticipated technical problems, poor project execution, difficulties in obtaining permits or approvals, changes in
local laws or labor conditions, weather delays, changes in the costs of equipment and materials or our suppliers’ or
subcontractors’ inability to perform, then cost overruns may occur. We may not be able to obtain compensation for
additional work performed or expenses incurred. Additionally, we may be required to pay liquidated damages upon
our failure to meet schedule or performance requirements of our contracts. Our failure to accurately estimate the
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resources and time required for fixed-price contracts or our failure to complete our contractual obligations within a
specified time frame or cost estimate could result in reduced profits or, in certain cases, a loss for that contract. If the
contract is significant, or we encounter issues that impact multiple contracts, cost overruns could have a material
adverse effect on our business, financial condition and results of operations.
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The nature of our hydrocarbons services business exposes us to potential liability claims and contract disputes that
may exceed or be excluded from existing insurance coverage.

We engage in hydrocarbons services activities for large facilities where design, construction or systems failures can
result in substantial injury or damage to employees or other third parties or delays in completion or commencement of
commercial operations, exposing us to legal proceedings, investigations and disputes. The nature of our business
results in clients, subcontractors and vendors occasionally presenting claims against us for recovery of costs they
incurred in excess of what they expected to incur or for which they believe they are not contractually liable. When it is
determined that we have liability, we may not be covered by insurance or, if covered, the dollar amount of these
liabilities may exceed our policy limits. Our professional liability coverage is on a “claims-made” basis covering only
claims actually made during the policy period currently in effect. In addition, even where insurance is maintained for
such exposures, the policies have deductibles, which result in our assumption of exposure for a layer of coverage with
respect to any such claims. Any liability not covered by our insurance, in excess of our insurance limits or if covered
by insurance but subject to a high deductible could result in a significant loss for us, which may reduce our profits and
cash available for operations.

We occasionally bring claims against project owners for additional costs exceeding the contract price or for amounts
not included in the original contract price. These types of claims occur due to matters such as owner-caused delays or
changes from the initial project scope that may result in additional direct and indirect costs. Often these claims can be
the subject of lengthy arbitration or litigation proceedings, and it is difficult to accurately predict when these claims
will be fully resolved. When these types of events occur and unresolved claims are pending, we may invest significant
working capital in projects to cover cost overruns pending the resolution of the relevant claims. A failure to promptly
recover on these types of claims could have a material adverse impact on our liquidity and financial results.

For example, we are working in a joint venture with JGC and Chiyoda, on a joint and several basis, for the design,
procurement, fabrication, construction, commissioning and testing of the Ichthys Onshore LNG export facility in
Darwin, Australia. As further discussed in Notes 8 and 13 to our consolidated financial statements, the project has
experienced significant cost increases associated with a variety of issues related to changes to the scope of work,
delays and lower than planned subcontractor productivity. These issues have resulted in unapproved change orders
and claims against the client as well as estimated recoveries of claims against suppliers and subcontractors that have
been included in the project estimates-at-completion. Additionally, we have funded and expect to continue funding
JKC for our proportionate share of the ongoing project execution activities through the end of the project. JKC's
current estimates for the unapproved change orders and claims against the client and estimated recoveries of claims
against suppliers and subcontractors may prove inaccurate and potentially result in refunds to the client for amounts
previously paid to the joint venture or the inability of the joint venture to recover additional costs from its suppliers
and subcontractors. We have letters of credit outstanding in support of performance and warranty guarantees that may
be called by the client under certain events such as JKC's nonperformance of its contractual obligations with the client.
To the extent these letters of credit are called by the client, we would be required to use available cash to repay our
lenders and could also be required to cash collateralize the remaining balance of outstanding letters of credit. The joint
venture may also incur higher costs to complete the project than currently anticipated. Any of these events could result
in material changes to the estimated revenue, costs and profits at completion on the project and adversely affect our
financial condition, results of operations and cash flows.

Our U.S. government contract work is regularly reviewed and audited by our customer, U.S. government auditors
and others, and these reviews can lead to withholding or delay of payments to us, non-receipt of award fees, legal
actions, fines, penalties and liabilities and other remedies against us.

U.S. government contracts are subject to specific regulations such as the FAR, the Truth in Negotiations Act, CAS,
the Service Contract Act and DoD security regulations. Failure to comply with any of these regulations, requirements
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or statutes may result in contract price adjustments, financial penalties or contract termination. Our U.S. government
contracts are subject to audits, cost reviews and investigations by U.S. government contracting oversight agencies
such as the DCAA. The DCAA reviews the adequacy of, and our compliance with, our internal control systems and
policies, including our labor, billing, accounting, purchasing, property, estimating, compensation and management
information systems. The DCAA has the authority to conduct audits and reviews to determine if KBR is complying
with the requirements under the FAR and CAS, pertaining to the allocation, period assignment and allowability of
costs assigned to U.S. government contracts. The DCAA presents its report findings to the DCMA. Should the DCMA
determine that we have not complied with the terms of our contract and applicable statutes and regulations, payments
to us may be disallowed, which could result in adjustments to previously reported revenues and refunding of
previously collected cash proceeds. Additionally, we may be subject to qui tam litigation brought by private
individuals on behalf of the U.S. government under the Federal False Claims Act, which could include claims for
treble damages. These suits may remain under seal (and hence, be unknown to us) for some time while the
government decides whether to intervene on behalf of the qui tam plaintiff.
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Given the demands of working for the U.S. government, we may have disagreements or experience performance
issues. When performance issues arise under any of our U.S. government contracts, the U.S. government retains the
right to pursue remedies, which could include termination under any affected contract. If any contract were so
terminated, our ability to secure future contracts could be adversely affected. Other remedies that could be sought by
our government customers for any improper activities or performance issues include sanctions such as forfeiture of
profits, suspension of payments, fines and suspensions or debarment from doing business with the government.
Further, the negative publicity that could arise from disagreements with our customers or sanctions as a result thereof
could have an adverse effect on our reputation in the industry, reduce our ability to compete for new contracts and
may also have a material adverse effect on our business, financial condition, results of operations and cash flows.

International and political events may adversely affect our operations.

A portion of our revenues is derived from foreign operations, which exposes us to risks inherent in doing business in
each of the countries where we transact business. The occurrence of any of the risks described below could have a
material adverse effect on our business operations and financial performance. With respect to any particular country,
these risks may include, but not be limited to:

•expropriation and nationalization of our assets in that country;
•political and economic instability;
•civil unrest, acts of terrorism, war or other armed conflict;
•currency fluctuations, devaluations and conversion restrictions;
•confiscatory taxation or other adverse tax policies; or

•
governmental activities or judicial actions that limit or disrupt markets, restrict payments, limit the movement of
funds, result in the deprivation of contract rights or result in the inability for us to obtain or retain licenses required for
operation.

•Increased polarization of political parties, in the U.S. and abroad, may lead to more volatility in government spendingor other developments such as trade wars or changes in military priorities.

Due to the unsettled political conditions in countries where we provide governmental logistical support, our financial
performance is subject to the adverse consequences of war, the effects of terrorism, civil unrest, strikes, currency
controls and governmental actions. Our operations are conducted in areas that have significant political risk. In
addition, military action or unrest in such locations could restrict the supply of oil and gas, disrupt our operations in
such locations and elsewhere and increase our costs related to security worldwide.

The Referendum of the United Kingdom's Membership of the European Union could adversely affect our revenues
and results of operations.

The 2016 referendum by the British voters to exit the European Union adversely impacted global markets, including
currencies, and resulted in the weakening of the British pound against other currencies. A weaker British pound
compared to the U.S. dollar during a reporting period causes local currency results of our U.K. operations and
contracts, denominated in the British pound sterling, to be translated into fewer U.S. dollars. This mainly impacts the
U.K. portion of our GS business segment where both revenues and costs tend to be denominated in British pounds.
Volatility in exchange rates may continue as the U.K. negotiates its exit from the European Union. The deadline for
the U.K.'s withdrawal from the European Union is in March 2019. There remains significant uncertainty about the
effects of Brexit. Any impact from Brexit on our international operations will depend, in part, on the outcome of tariff,
trade, regulatory and other negotiations and could adversely affect our business, financial condition, revenues and
results of operations.

Our effective tax rate and tax positions may vary.
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        We are subject to income taxes in the U.S. and numerous foreign jurisdictions, many of which are developing
countries. Significant judgment is required in determining our worldwide provision for income taxes and a change in
tax laws, treaties or regulations, or their interpretation, in any country in which we operate could result in higher taxes
on our earnings, which could have a material impact on our earnings and cash flows from operations. In the ordinary
course of our business, there are many transactions and calculations where the ultimate tax determination is uncertain.
We are audited by various U.S. and foreign tax authorities in the ordinary course of business, and our tax estimates
and tax positions could be materially affected by many factors including the final outcome of tax audits and related
litigation, the introduction of new tax accounting standards, legislation, regulations and related interpretations, our
global mix of earnings, the realizability of deferred tax assets and changes in uncertain tax positions. A significant
increase in tax rates could have a material adverse effect on our profitability and liquidity.
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We work in international locations where there are high security risks, which could result in harm to our
employees and contractors or substantial costs.

Some of our services are performed in high-risk locations, including but not limited to, Iraq, Afghanistan, certain parts
of Africa and the Middle East, where the country or surrounding area is suffering from political, social or economic
issues, war or civil unrest. In those locations where we have employees or operations, we have and may continue to
incur substantial costs to maintain the safety of our personnel. Despite these precautions, we have suffered the loss of
employees and contractors in the past that resulted in claims and litigation. In the future, the safety of our personnel in
these and other locations may continue to be at risk, exposing us to the potential loss of additional employees and
contractors that could lead to future claims and litigation.

We ship a significant amount of cargo using seagoing vessels exposing us to certain maritime risks.

We execute different projects in remote locations around the world and procure equipment and materials on a global
basis. Depending on the type of contract, location, nature of the work and the sourcing of equipment and materials, we
may charter seagoing vessels under time and bareboat charter arrangements and assume certain risks typical of those
agreements. Such risks may include damage to the ship, liability for cargo and liability that charterers and vessel
operators have to third parties “at law.” In addition, we ship a significant amount of cargo and are subject to hazards of
the shipping and transportation industry.

Demand for our services provided under government contracts are directly affected by spending by our customers.

We derive a portion of our revenues from contracts with agencies and departments of the U.S., U.K. and Australia
governments, which is directly affected by changes in government spending and availability of adequate funding.
Additionally, government regulations generally include the right for government agencies to modify, delay, curtail,
renegotiate or terminate contracts at their convenience any time prior to their completion. As a significant government
contractor, our financial performance is affected by the allocation and prioritization of government spending. Factors
that could affect current and future government spending include:

•policy or spending changes implemented by the current administration, defense department or other governmentagencies;
•failure to pass budget appropriations, continuing funding resolutions or other budgetary decisions;
•changes, delays or cancellations of government programs or requirements;
•adoption of new laws or regulations that affect companies providing services to the governments;
•curtailment of the governments’ outsourcing of services to private contractors; or
•level of political instability due to war, conflict or natural disasters.

We face uncertainty with respect to our government contracts due to the fiscal, economic and budgetary challenges
facing our customers. Potential contract delays, modifications or terminations may arise from resolution of these
issues and could cause our revenues, profits and cash flows to be lower than our current projections. The loss of work
we perform for governments or decreases in governmental spending and outsourcing could have a material adverse
effect on our business, results of operations and cash flows.

Demand for our hydrocarbon services and technologies depends on demand and capital spending by customers in
their target markets, many of which are cyclical in nature.

Demand for many of our services in our commodity-based markets depends on capital spending by oil and natural gas
companies, including national and international oil companies, and by industrial companies, which is directly affected
by trends in oil, natural gas and commodities prices. Market prices for oil, natural gas and commodities have
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significantly declined in recent years reducing the revenues and earnings of our customers. These market conditions
make it difficult for our customers to accurately forecast and plan future business trends and activities that in turn
could have a significant impact on the activity levels of our businesses. Demand for LNG and other facilities for
which we provide services could decrease in the event of a sustained reduction in the price and demand for crude oil
or natural gas. Perceptions of longer-term lower oil and natural gas prices by oil and gas companies or longer-term
higher material and contractor prices impacting facility costs can similarly reduce or defer major expenditures given
the long-term nature of many large-scale projects. Prices of oil, natural gas and commodities are subject to large
fluctuations in response to relatively minor changes in supply and demand, market uncertainty and a variety of other
factors that are beyond our control. Factors affecting the prices of oil, natural gas and other commodities include, but
are not limited to:

•worldwide or regional political, social or civil unrest, military action and economic conditions;
•the level of demand for oil, natural gas, and industrial services;
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•governmental regulations or policies, including the policies of governments regarding the use of energy and theexploration for and production and development of their oil and natural gas reserves;
•a reduction in energy demand as a result of energy taxation or a change in consumer spending patterns;
•global economic growth or decline;
•the global level of oil and natural gas production;
•global weather conditions and natural disasters;
•oil refining capacity;
•shifts in end-customer preferences toward fuel efficiency and the use of natural gas;
•potential acceleration of the development and expanded use of alternative fuels;

•environmental regulation, including limitations on fossil fuel consumption based on concerns about its relationship toclimate change; and
•reduction in demand for the commodity-based markets in which we operate.

Our backlog of unfilled orders is subject to unexpected adjustments and cancellations and, therefore, may not be a
reliable indicator of our future revenues or earnings.

As of December 31, 2018, our backlog was approximately $13.5 billion. We cannot guarantee that the revenues
projected in our backlog will be realized or that the projects will be profitable. Many of our contracts are subject to
cancellation, termination or suspension at the discretion of the customer. From time to time, changes in project scope
may occur with respect to contracts reflected in our backlog and could reduce the dollar amount of our backlog and
the timing of the revenues and profits that we actually earn. Projects may remain in our backlog for an extended
period of time because of the nature of the project and the timing of the particular services or equipment required by
the project. Delays, suspensions, cancellations, payment defaults, scope changes and poor project execution could
materially reduce or eliminate profits that we actually realize from projects in backlog. We cannot predict the impact
that future economic conditions may have on our backlog, which could include a diminished ability to replace backlog
once projects are completed or could result in the termination, modification or suspension of projects currently in our
backlog. Such developments could have a material adverse effect on our financial condition, results of operations and
cash flows.

Intense competition could reduce our market share and profits.

We serve markets that are global and highly competitive and in which a large number of multinational companies
compete. These highly competitive markets require substantial resources and capital investment in equipment,
technology and skilled personnel. Our projects are frequently awarded through a competitive bidding process, which
is standard in the industries we compete in. We are constantly competing for project awards based on pricing,
schedule and the breadth and technical sophistication of our services. Any increase in competition or reduction in our
competitive capabilities could have a material adverse effect on the margins we generate from our projects as well as
our ability to maintain or increase market share.

A portion of our revenues is generated by large, recurring business from certain significant customers. A loss,
cancellation or delay in projects by our significant customers in the future could negatively affect our revenues.

A considerable percentage of our revenues, particularly in our GS business segment, is generated from transactions
with certain significant customers. Revenues from the U.S. government represented 53% of our total consolidated
revenues for the year ended December 31, 2018. The loss of one or more of our significant customers, or the
cancellation or delay in their projects, could adversely affect our revenues and results of operations.

If we are unable to enforce our intellectual property rights, or if our intellectual property rights become obsolete,
our competitive position could be adversely impacted.
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We utilize a variety of intellectual property rights in providing services to our customers. We view our portfolio of
process and design technologies as one of our competitive strengths and we use it as part of our efforts to differentiate
our service offerings. We may not be able to successfully preserve these intellectual property rights in the future, and
these rights could be invalidated, circumvented, challenged or infringed upon. In addition, the laws of some foreign
countries in which our services may be sold do not protect intellectual property rights to the same extent as the laws of
the U.S. Since we license technologies from third parties, there is a risk that our relationships with licensors may
terminate, expire or be interrupted or harmed. If we are unable to protect and maintain our intellectual property rights,
or if there are any successful intellectual property challenges or infringement proceedings against us, our ability to
differentiate our service offerings could diminish. In addition, if our intellectual property rights or work processes
become obsolete, we may not be able to differentiate our service offerings and some of our competitors may be able to
offer more attractive services to our customers. As a result, our business and financial performance could be
materially and adversely affected.
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Our business strategy includes the consideration of business acquisitions, which may present certain risks and
uncertainties.

We may seek business acquisitions as a means of broadening our offerings and capturing additional market
opportunities by our business segments and we may be exposed to certain additional risks resulting from these
activities. These risks include, but are not limited to the following:

•valuation methodologies may not accurately capture the value proposition;

•
future completed acquisitions may not be effectively integrated within our operations, resulting in a potentially
significant detriment to the associated product/service line financial results and posing additional risks to our
operations as a whole;
•we may have difficulty managing our growth or we may not achieve the expected growth from acquisition activities;

•key personnel within an acquired organization may resign from their related positions resulting in a significant loss toour strategic and operational efficiency associated with the acquired company;

•the effectiveness of our daily operations may be reduced by the redirection of employees and other resources toacquisition activities;

•
we may assume liabilities of an acquired business (e.g. litigation, tax liabilities, contingent liabilities, environmental
issues), including liabilities that were unknown at the time of the acquisition, that pose future risks to our working
capital needs, cash flows and the profitability of related operations;

•we may assume unprofitable projects that pose future risks to our working capital needs, cash flows and theprofitability of related operations;

•business acquisitions may include substantial transactional costs to complete the acquisition that exceed the estimatedfinancial and operational benefits; or

•future acquisitions may require us to obtain additional equity or debt financing, which may not be available onattractive terms, if at all.

We rely on information technology ("IT") systems to conduct our business, and disruption, failure or security
breaches of these systems could adversely affect our business and results of operations.

We utilize, develop, install and maintain a number of information technology systems both for us and for others.
These activities may involve substantial risks to our ongoing business processes including, but not limited to, accurate
and timely customer invoicing, employee payroll processing, vendor payment processing and financial reporting. If
these implementation activities are not executed successfully or if we encounter significant delays in our
implementation efforts, we could experience interruptions to our business processes. Under certain contracts with the
U.S. government subject to the FAR and CAS, the adequacy of our business processes and related systems could be
called into question. Such events could have a material adverse impact on our business, financial condition, results of
operations and cash flows.

  Various privacy and security laws require us to protect sensitive and confidential information from disclosure. In
addition, we are bound by our client and other contracts, as well as our own business practices, to protect confidential
and proprietary information from disclosure, whether it be ours or a third party's information entrusted to us. We rely
upon industry accepted security measures and technology to secure such confidential and proprietary information
maintained on our IT systems.  However, our portfolio of hardware and software products, solutions and services and
information contained within our enterprise IT systems may be vulnerable to damage or disruption caused by
circumstances beyond our control such as catastrophic events, cyber-attacks, other malicious activities from
unauthorized third parties, power outages, natural disasters, computer system or network failures, or computer
viruses.  The failure of our IT systems to perform as anticipated for any reason could disrupt our business and result in
decreased performance, significant remediation costs, transaction errors, loss of data, processing inefficiencies,
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downtime, litigation and the loss of suppliers or customers. Any significant disruptions or failures could damage our
reputation or have a material adverse effect on our business operations, financial performance and financial condition.
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An impairment of all or part of our goodwill or our intangible assets could have a material adverse impact on our
net earnings and net worth.

As of December 31, 2018, we had $1.3 billion of goodwill and $516 million of intangible assets recorded on our
consolidated balance sheets. Goodwill represents the excess of cost over the fair market value of net assets acquired in
business combinations. We perform an annual analysis of our goodwill on October 1 to determine if it has become
impaired. We perform an interim analysis to determine if our goodwill has become impaired if events occur or
circumstances change that would more likely than not reduce our enterprise fair value below its book value. These
events or circumstances could include a significant change in the business climate, including a significant sustained
decline in a reporting unit’s market value, legal factors, operating performance indicators, competition, sale or
disposition of a significant portion of our business, potential government actions toward our facilities and other
factors. If the fair value of our reporting units is less than their carrying value, we could be required to record an
impairment charge. An impairment of all or a part of our goodwill or intangible assets could have a material adverse
effect on our net earnings and net worth. For a further discussion of goodwill impairment testing, see Item 7 -
Management's Discussion and Analysis of Financial Condition and Results of Operations below and Note 11 to our
consolidated financial statements in Part II, Item 8 of this Annual Report on Form 10-K. The information discussed
therein is incorporated by reference into this Part I, Item 1A.

Risks Related to Governmental Regulations and Law

We could be adversely impacted if we fail to comply with international export and domestic laws, which are the
subject of rigorous enforcement by the U.S. government.

To the extent that we export products, technical data and services outside of the U.S., we are subject to laws and
regulations governing trade and exports, including, but not limited to, the International Traffic in Arms Regulations,
the Export Administration Regulations and trade sanctions against embargoed countries, which are administered by
the Office of Foreign Asset Control within the Department of the Treasury. A failure to comply with these laws and
regulations could result in civil or criminal sanctions, including the imposition of fines upon us as well as the denial of
export privileges and debarment from participation in U.S. government contracts. U.S. government contract violations
could result in the imposition of civil and criminal penalties or sanctions, contract termination, forfeiture of profit or
suspension of payment, any of which could result in losing our status as an eligible U.S. government contractor and
cause us to suffer serious harm to our reputation. Any suspension or termination of our U.S. government contractor
status could have a material adverse effect on our business, financial condition or results of operations.

We are subject to anti-bribery laws in the U.S. and other jurisdictions, violations of which could include suspension
or debarment of our ability to contract with the U.S. state or local governments, U.S. government agencies or the
U.K. MoD, third-party claims, loss of customers, adverse financial impact, damage to reputation and adverse
consequences on financing for current or future projects.

The FCPA, the U.K. Bribery Act and similar anti-bribery laws ("Anti-bribery Laws") in other jurisdictions generally
prohibit companies and their intermediaries from making improper payments to government officials for the purpose
of obtaining or retaining business. Our policies mandate compliance with these Anti-bribery Laws. We operate in
many parts of the world that have experienced governmental corruption to some degree and, in certain circumstances,
strict compliance with Anti-bribery Laws may conflict with local customs and practices. We train our staff concerning
Anti-bribery Laws and we also inform our partners, subcontractors, agents and other third parties who work for us or
on our behalf that they must comply with the requirements of these Anti-bribery Laws. We also have procedures and
controls in place to monitor internal and external compliance. We cannot provide complete assurance that our internal
controls and procedures will always protect us from the reckless or criminal acts committed by our employees or third
parties working on our behalf. If we are found to be liable for violations of these laws (either due to our own acts or
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our inadvertence, or due to the acts or inadvertence of others), we could suffer from criminal or civil penalties or other
sanctions, which could have a material adverse effect on our business.
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Our work sites are inherently dangerous and we are subject to various environmental, worker health and safety
laws and regulations. If we fail to maintain safe work sites or to comply with these laws and regulations, we may
incur significant costs and penalties that could have a material adverse effect on our business, financial condition,
results of operations and cash flows.

Our work sites often expose our employees and others to chemical and manufacturing processes, large pieces of
mechanized equipment, and moving vehicles. Additionally, our employees and others at certain project sites may be
exposed to severe weather events or high security risks. Failure to implement effective safety procedures may result in
injury, disability or loss of life to these parties. In addition, the projects may be delayed and we may be exposed to
litigation or investigations.

Our operations are subject to a variety of environmental, worker health and safety laws and regulations governing the
generation, management and use of regulated materials, the discharge of materials into the environment, the
remediation of environmental contamination associated with the release of hazardous substances and human health
and safety. Violations of these laws and regulations can cause significant delays and additional costs to a project.
When we perform our services, our personnel and equipment may be exposed to radioactive and hazardous materials
and conditions. We may be subject to claims alleging personal injury, property damage or natural resource damages
by employees, customers and third parties as a result of alleged exposure to or contamination by hazardous
substances. In addition, we may be subject to fines, penalties or other liabilities arising under environmental and
employee safety laws. A claim, if not covered by insurance at all or only partially, could have a material adverse
impact on our financial condition, results of operations and cash flows. In addition, more stringent regulation of our
customers operations with respect to the protection of the environment could also adversely affect their operations and
reduce demand for our services.

Various U.S. federal, state, local, and foreign environmental laws and regulations may impose liability for property
damage and costs of investigation and cleanup of hazardous or toxic substances on property currently or previously
owned by us or arising out of our waste management or environmental remediation activities. These laws may impose
responsibility and liability without regard to knowledge or causation of the presence of contaminants. The liability
under these laws is joint and several. The ongoing costs of complying with existing environmental laws and
regulations could be substantial and have a material adverse impact on our financial condition, results of operations
and cash flows. Changes in the environmental laws and regulations, remediation obligations, enforcement actions,
stricter interpretations of existing requirements, future discovery of contamination or claims for damages to persons,
property, natural resources or the environment could result in material costs and liabilities that we currently do not
anticipate.

We may be affected by market or regulatory responses to climate change.

        Continued attention to issues concerning climate change may result in the imposition of additional environmental
regulations that seek to restrict, or otherwise impose limitations or costs upon, the emission of greenhouse gases.
International agreements and national, regional and state legislation and regulatory measures or other restrictions on
emissions of greenhouse gases could affect our clients, including those who are involved in the exploration,
production or refining of fossil fuels, emit greenhouse gases through the combustion of fossil fuels, or emit
greenhouse gases through the mining, manufacture, utilization or production of materials or goods. Such legislation or
restrictions could increase the costs of projects for us and our clients or, in some cases, prevent a project from going
forward, thereby potentially reducing the need for our services that could in turn have a material adverse effect on our
operations and financial condition. We cannot predict when or whether any of these various legislative and regulatory
proposals may become law or what their effect will be on us and our customers.

Risks Related to Financial Conditions and Markets
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Current or future economic conditions in the credit markets may negatively affect the ability to operate our or our
customers’ businesses, finance working capital, implement our acquisition strategy and access our cash and
short-term investments.

We finance our business using cash provided by operations, but also depend on the availability of credit, including
letters of credit and surety bonds. Our ability to obtain capital or financing on satisfactory terms will depend in part
upon prevailing market conditions as well as our operating results. If adequate credit or funding is not available, or is
not available on terms satisfactory to us, there could be a material adverse effect on our business and financial
performance.

Disruptions of the capital markets could also adversely affect our clients’ ability to finance projects and could result in
contract cancellations or suspensions, project delays and payment delays or defaults by our clients. In addition, clients
may be unable to fund new projects, may choose to make fewer capital expenditures or otherwise slow their spending
on our services or to seek contract terms more favorable to them. Our government clients may face budget deficits that
prohibit them from funding proposed and existing projects or that cause them to exercise their right to terminate our
contracts with little or no prior notice.
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Furthermore, any financial difficulties suffered by our subcontractors or suppliers could increase our cost or adversely
impact project schedules. These disruptions could materially impact our backlog and financial performance.

In addition, we are subject to the risk that the counterparties to our Revolver and PLOC may be unable to meet their
contractual obligations to us if they suffer catastrophic demands on their liquidity. We also routinely enter into
contracts with counterparties, including vendors, suppliers and subcontractors that may be negatively affected by
events in the capital markets. If those counterparties are unable to perform their obligations to us or our clients, we
may be required to provide additional services or make alternate arrangements on less favorable terms with other
parties to ensure adequate performance and delivery of service to our clients. These circumstances could also lead to
disputes and litigation with our partners or clients, which could have a material adverse effect on our reputation,
business, financial condition and results of operations.

Furthermore, our cash balances and short-term investments are maintained in accounts held at major banks and
financial institutions located primarily in North America, the U.K. and Australia. Deposits are in amounts that exceed
available insurance. Although none of the financial institutions in which we hold our cash and investments have gone
into bankruptcy, been forced into receivership or have been seized by their governments, there is a risk that this may
occur in the future. If this were to occur, we would be at risk of not being able to access our cash and investments,
which may result in a temporary decrease in liquidity that could impede our ability to fund operations.

We may change our dividend policy in the future.

We have maintained a regular cash dividend program since 2007. We anticipate continuing to pay quarterly dividends
during 2019. However, any future payment of dividends, including the timing and amount of any such dividends, is at
the discretion of our Board of Directors and may depend upon our earnings, liquidity, financial condition, alternate
capital deployment opportunities, or any other factors that our Board of Directors considers relevant. A change in our
regular cash dividend program could have an adverse effect on the market price of our common stock.

We may be unable to obtain new contract awards if we are unable to provide our customers with letters of credit,
surety bonds or other credit enhancements.

Customers may require us to provide credit enhancements, including letters of credit, bank guarantees or surety bonds.
We are often required to provide performance guarantees to customers to indemnify the customer should we fail to
perform our obligations under the contract. Failure to provide the required credit enhancements on terms required by a
customer may result in an inability to bid, win or comply with the contract. Historically, we have had adequate letters
of credit capacity but such capacity beyond our Senior Credit Facility is generally at the provider’s sole discretion. Due
to events that affect the banking and insurance markets generally, letters of credit or surety bonds may be difficult to
obtain or may only be available at significant cost. Moreover, many projects are often very large and complex, which
often necessitates the use of a joint venture, often with a market competitor, to bid on and perform the contract.
However, entering into joint ventures or partnerships exposes us to the credit and performance risk of third parties,
many of whom may not be financially strong. If our joint ventures or partners fail to perform, we could suffer negative
results. In addition, future projects may require us to obtain letters of credit that extend beyond the term of our Senior
Credit Facility. Any inability to bid for or win new contracts due to the failure of obtaining adequate letters of credit,
surety bonding or other customary credit enhancements could have a material adverse effect on our business prospects
and future revenues.

Our Senior Credit Facility imposes restrictions that limit our operating flexibility and may result in additional
expenses, and these facilities may not be available if financial covenants are violated or if an event of default
occurs.
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Our Senior Credit Facility includes a $500 million revolving credit facility and a $500 million performance letter of
credit facility, both maturing in April 2023. It contains a number of covenants restricting, among other things, our
ability to incur liens and indebtedness, sell assets, repurchase our equity shares and make certain types of investments.
We are also subject to certain financial covenants, including maintenance of a maximum consolidated leverage ratio
and a consolidated interest coverage ratio as defined in the Senior Credit Facility agreement.

A breach of any covenant or our inability to comply with the required financial ratios could result in a default under
our Senior Credit Facility, and we can provide no assurance that we will be able to obtain the necessary waivers or
amendments from our lenders to remedy a default. In the event of any default not cured or waived, the lenders are not
obligated to provide funding or issue letters of credit and could elect to require us to apply available cash to
collateralize any outstanding letters of credit and declare any outstanding borrowings, together with accrued interest
and other fees, to be immediately due and payable, thus requiring us to apply available cash to repay any borrowings
then outstanding. If we are unable to cash collateralize our letters of credit or repay borrowings with respect to our
Senior Credit Facility when due, our lenders could proceed against the guarantees of our
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major domestic subsidiaries. If any future indebtedness under our Senior Credit Facility is accelerated, we can provide
no assurance that our assets would be sufficient to repay such indebtedness in full.

Our debt levels have increased as a result of recent acquisitions.

Our increased debt levels and related debt service obligations could have negative consequences, including:

•
requiring us to dedicate cash flow from operations to the repayment of debt, interest and other related amounts, which
reduces the funds we have available for other purposes, such as working capital, capital expenditures, acquisitions,
payment of dividends and share repurchase programs;

•making it more difficult or expensive for us to obtain any necessary future financing for working capital, capitalexpenditures, debt service requirements, debt refinancing, acquisitions or other purposes;
•reducing our flexibility in planning for or reacting to changes in our industry and market conditions;
•causing us to be more vulnerable in the event of a downturn in our business;
•exposing us to increased interest rate risk given that a portion of our debt obligations are at variable interest rates; and
•increasing our risk of a covenant violation under our Senior Credit Facility.

Provisions in our charter documents, Delaware law and our Senior Credit Facility may inhibit a takeover or impact
operational control that could adversely affect the value of our common stock.

Our certificate of incorporation and bylaws, as well as Delaware corporate law, contain provisions that could delay or
prevent a change of control or changes in our management that a stockholder might consider favorable. These
provisions include, among others, prohibiting stockholder action by written consent, advance notice for making
nominations at meetings of stockholders, providing for the state of Delaware as the exclusive forum for lawsuits
concerning certain corporate matters and the issuance of preferred stock with rights that may be senior to those of our
common stock without stockholder approval. These provisions would apply even if a takeover offer may be
considered beneficial by some of our stockholders. If a change of control or change in management is delayed or
prevented, the market price of our common stock could decline. Additionally, our Senior Credit Facility contains a
default provision that is triggered upon a change in control of at least 25%, which would impede a takeover and/or
make a takeover more costly.

We are subject to foreign exchange and currency risks that could adversely affect our operations and our ability to
reinvest earnings from operations. Our ability to mitigate our foreign exchange risk through hedging transactions
may be limited.

We generally attempt to denominate our contracts in U.S. Dollars or in the currencies of our costs. However, we do
enter into contracts that subject us to currency risk exposure, primarily when our contract revenues are denominated in
a currency different from the contract costs. A portion of our consolidated revenues and consolidated operating
expenses are in foreign currencies. As a result, we are subject to foreign currency risks, including risks resulting from
changes in currency exchange rates and limitations on our ability to reinvest earnings from operations in one country
to fund the financing requirements of our operations in other countries.

The governments of certain countries have or may in the future impose restrictive exchange controls on local
currencies and it may not be possible for us to engage in effective hedging transactions to mitigate the risks associated
with fluctuations of a particular currency. We are often required to pay all or a portion of our costs associated with a
project in the local currency. As a result, we generally attempt to negotiate contract terms with our customer, who is
often affiliated with the local government, or has a significant local presence, to provide that we are only paid in the
local currency for amounts that match our local expenses. If we are unable to match our local currency costs with
revenues in the local currency, we would be exposed to the risk of adverse changes in currency exchange rates.
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If we need to sell or issue additional shares of common stock to refinance existing debt or to finance future
acquisitions, our existing shareholder ownership could be diluted. In addition, the convertible note hedge and
warrant transactions that we entered into in connection with the pricing of the Convertible Notes may affect the
value of our common stock.

Part of our business strategy is to expand into new markets and enhance our position in existing markets, both
domestically and internationally, which may include the acquisition and merging of complementary businesses. To
successfully fund and complete such potential acquisitions, or to refinance our existing debt, we may issue additional
equity securities that may result in dilution of our existing shareholder ownership's earnings per share.

In addition, in connection with the pricing of the Convertible Notes, we entered into convertible note hedge
transactions with certain option counterparties. We also entered into warrant transactions with the option
counterparties. The convertible note hedge transactions are expected generally to reduce potential dilution to our
common stock upon any conversation of the Convertible Notes and/or offset any cash payments we are required to
make in excess of the principal amount of converted Convertible Notes, as the case may be. However, the warrant
transactions could separately have a dilutive effect to the extent that the market value per share of our common stock
exceeds the strike price of the warrants at the time of exercise.

We make equity investments in privately financed projects in which we could sustain significant losses.

We participate in privately financed projects that enable governments and other customers to finance large-scale
projects, such as the acquisition and maintenance of major military equipment, capital projects and service purchases.
These projects typically include the facilitation of nonrecourse financing, the design and construction of facilities and
the provision of operation and maintenance services for an agreed-upon period after the facilities have been
completed. We may incur contractually reimbursable costs and typically make investments prior to an entity achieving
operational status or receiving project financing. If a project is unable to obtain financing, we could incur losses on
our investments and any related contractual receivables. After completion of these projects, the return on our
investments can be dependent on the operational success of the project and market factors that may not be under our
control. As a result, we could sustain a loss on our equity investment in these projects.

We may be required to contribute additional cash to meet our significant underfunded benefit obligations
associated with pension benefit plans we manage.

We have frozen defined benefit pension plans for employees primarily in the United States, United Kingdom, and
Germany. At December 31, 2018, our defined benefit pension plans had an aggregate funding deficit (the excess of
projected benefit obligations over the fair value of plan assets) of approximately $250 million, the majority of which is
related to our defined benefit pension plan in the U.K. In the future, our pension deficits may increase or decrease
depending on changes in the levels of interest rates, pension plan performance and other factors that may require us to
make additional cash contributions to our pension plans and recognize further increases in our net pension cost to
satisfy our funding requirements. If we are required or elect to make up all or a portion of the deficit for underfunded
benefit plans, our financial position could be materially and adversely affected.

Our U.K. defined benefit pension plan has an aggregate funding deficit. Our U.K. pension plan has been frozen to new
participants for a number of years, but can still have an aggregate funding deficit due to assumptions and factors noted
below. For our frozen defined benefit pension plan in the U.K., the annual minimum funding requirements are based
on a binding agreement with the plan trustees that is negotiated on a triennial basis. This agreement also includes other
assurances and commitments regarding the business and assets that support the U.K. pension plan. It is possible that,
following future valuations of our U.K. pension plan assets and liabilities or following future discussions with the
trustees, the annual funding obligation will change. The future valuations under the U.K. pension plan can be affected
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by a number of assumptions and factors, including legislative changes, assumptions regarding interest rates, inflation,
mortality, compensation increases and retirement rates, the investment strategy and performance of the plan assets,
and (in certain circumstance) actions by the U.K. pensions regulator. Adverse changes in the equity markets, interest
rates, changes in actuarial assumptions and legislative or other regulatory actions could increase the risk that the
funding requirements increase following the next triennial negotiation. A significant increase in our funding
requirements for the U.K. pension plan could result in a material adverse effect on our cash flows and financial
position.

Item 1B. Unresolved Staff Comments

None.
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Item 2.Properties
We own or lease the following major properties in domestic and foreign locations:
Location Owned/Leased Description Business Segment

North America:

Arlington, Virginia Leased Office facilities Government Services

Beavercreek, Ohio Leased Office facilities Government Services

Birmingham, Alabama Leased Office facilities Hydrocarbons Services

Colorado Springs, Colorado Leased Office facilities Government Services

Columbia, Maryland Leased Office facilities Government Services

Greenbelt, Maryland Leased Office facilities Government Services

Huntsville, Alabama Leased Office facilities Government Services

Houston, Texas Leased Office facilities All

Monterrey, Nuevo Leon, Mexico Leased Office facilities Hydrocarbons Services

Newark, Delaware Leased Office facilities Hydrocarbons Services

Europe, Middle East and Africa:

Leatherhead, United Kingdom Owned Office facilities All

Wiltshire, United Kingdom Owned Office facilities Government Services

Al Khobar, Saudi Arabia Leased Office facilities Hydrocarbons Services

Asia-Pacific:

South Brisbane, Australia Leased Office facilities Hydrocarbons Services

Sydney, Australia Leased Office facilities Hydrocarbons Services

Perth, Australia Leased Office facilities Technology and Hydrocarbons Services

Haryana, India Leased Office facilities Technology

Chennai, India Leased Office facilities All

We also own or lease numerous small facilities that include sales offices and project offices throughout the world and
lease office space in other buildings owned by unrelated parties. Our owned property is pledged to secure certain
pension obligations in the U.K. and we believe all properties that we currently occupy are suitable for their intended
use.
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Item 3.Legal Proceedings

Information relating to various commitments and contingencies is described in “Item 1A. Risk Factors” contained in
Part I of this Annual Report on Form 10-K and in Notes 17 and 18 to our consolidated financial statements in Part II,
Item 8 of this Annual Report on Form 10-K and the information discussed therein is incorporated by reference into
this Part I, Item 3.

Item 4.Mine Safety Disclosures

Not applicable.
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PART II

Item 5.Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities

Our common stock is traded on the New York Stock Exchange under the symbol “KBR.” The following table sets forth,
on a per share basis for the periods indicated, the high and low sales prices for our common stock as reported by the
New York Stock Exchange and dividends declared. In the fourth quarter of 2018, we declared a dividend of $0.08 per
share on October 10, 2018.

Common Stock Price Range Dividends
Declared
Per ShareHigh Low

Fiscal Year 2018
     First quarter ended March 31, 2018 $ 21.70 $ 14.40 $ 0.08
     Second quarter ended June 30, 2018 $ 18.92 $ 15.53 $ 0.08
     Third quarter ended September 30, 2018 $ 21.52 $ 17.46 $ 0.08
     Fourth quarter ended December 31, 2018 $ 22.22 $ 13.90 $ 0.08
Fiscal Year 2017
     First quarter ended March 31, 2017 $ 17.79 $ 13.41 $ 0.08
     Second quarter ended June 30, 2017 $ 16.14 $ 13.36 $ 0.08
     Third quarter ended September 30, 2017 $ 18.25 $ 14.61 $ 0.08
     Fourth quarter ended December 31, 2017 $ 21.25 $ 17.07 $ 0.08
At January 31, 2019, there were 87 shareholders of record. In calculating the number of shareholders, we consider
clearing agencies and security position listings as one shareholder for each agency or listing.
Share Repurchases
On February 25, 2014, our Board of Directors authorized a $350 million share repurchase program. The authorization
does not obligate the Company to acquire any particular number of shares of common stock and may be commenced,
suspended or discontinued without prior notice. The share repurchases are intended to be funded through the
Company’s current and future cash and the authorization does not have an expiration date.

The following is a summary of share repurchases of our common stock settled during the three months ended
December 31, 2018, and the amount available to be repurchased under the authorized share repurchase program:

Purchase Period
Total Number
of Shares
Purchased (1)

Average
Price Paid
per Share

Total Number 
of
Shares 
Purchased
as Part of 
Publicly
Announced
Plan

Dollar Value of
Maximum
Number of Shares
that May Yet Be
Purchased Under
the Plan

October 1 - 31, 2018 917 $ 19.00 — $160,236,157
November 1 - 30, 2018 1,993 $ 20.65 — $160,236,157
December 1 - 31, 2018 56 $ 15.52 — $160,236,157

(1)

The shares reported herein consist solely of shares acquired from employees in connection with the settlement of
income tax and related benefit withholding obligations arising from issuance of share-based equity awards under
the KBR Stock and Incentive Plan. A total of 2,966 shares were acquired from employees during the three months
ended December 31, 2018, at an average price of $20.04 per share.
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Performance Graph

The following performance graph and related information shall not be deemed “soliciting material” or to be “filed”
with the SEC, nor shall the information be incorporated by reference into any future filing under the Securities Act or
the Exchange Act, except to the extent that the Company specifically incorporates it by reference into such filing

The chart below compares the cumulative total shareholder return on shares of our common stock for the five-year
period ended December 31, 2018, with the cumulative total return on the Dow Jones Heavy Construction Industry
Index and the Russell 1000 Index for the same period. The comparison assumes the investment of $100 on
December 31, 2013 and reinvestment of all dividends. The shareholder return is not necessarily indicative of future
performance.

12/31/2013 12/31/2014 12/31/2015 12/31/2016 12/31/2017 12/31/2018

KBR $100.00 $53.94 $54.86 $55.26 $66.97 $52.21
Dow Jones Heavy Construction $100.00 $74.09 $65.12 $79.74 $83.33 $61.14
Russell 1000 $100.00 $111.06 $109.85 $120.51 $143.81 $134.35
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Item 6.Selected Financial Data
The following table presents selected financial data for the last five years and should be read in conjunction with “Item
7. Management’s Discussion and Analysis of Financial Condition and Results of Operations” contained in Part II of this
Annual Report on Form 10-K and the consolidated financial statements and the related notes to the consolidated
financial statements included in Part II, Item 8 in this Annual Report on Form 10-K.

Years Ended December 31,

Dollars in millions, except per share amounts 2018 2017 2016 2015 2014

Statements of Operations Data:
Revenues (a) $4,913 $4,171 $4,268 $5,096 $6,366
Gross profit (loss) 456 342 112 325 (65 )
Equity in earnings of unconsolidated affiliates 81 72 91 149 163
Impairment of goodwill, asset impairments and restructuring
charges (b) — (6 ) (39 ) (70 ) (660 )

Operating income (loss) (c) 470 266 28 310 (794 )
Net income (loss) (d), (g) 310 442 (51 ) 226 (1,198 )
Net income attributable to noncontrolling interests (29 ) (8 ) (10 ) (23 ) (64 )
Net income (loss) attributable to KBR (g) 281 434 (61 ) 203 (1,262 )
Basic net income (loss) attributable to KBR per share $1.99 $3.06 $(0.43 ) $1.40 $(8.66 )
Diluted net income (loss) attributable to KBR per share $1.99 $3.06 $(0.43 ) $1.40 $(8.66 )
Cash dividends declared per share $0.32 $0.32 $0.32 $0.32 $0.32

Balance Sheet Data (as of the end of period):
Total assets (e) $5,072 $3,674 $4,144 $3,412 $4,078
Long-term nonrecourse project-finance debt 17 28 34 51 63
Long-term debt 1,226 470 650 — —
Total shareholders’ equity $1,738 $1,221 $745 $1,052 $935

Other Financial Data (as of the end of period):
Backlog of unfulfilled orders (f) $13,497 $10,570 $10,938 $12,333 $10,859

(a)Includes revenues related to the acquisition of Aspire and SGT of $875 million for the year ended 2018.

(b)

Included in 2017, 2016 and 2015 are asset impairment and restructuring charges of $6 million, $39 million and $70
million, respectively. The 2014 balance includes a goodwill impairment charge of $446 million related to three of
our previous reporting units, long-lived assets impairment charge of $171 million and restructuring charges of $43
million.

(c)
Includes gain on consolidation of Aspire entities of $108 million for the year ended 2018 and includes losses and
gains on disposal of assets of $(2) million, $5 million, $7 million, $61 million, and $7 million for the years ended
2018, 2017, 2016, 2015, and 2014, respectively.

(d)
Included in 2014 is $421 million of tax expense primarily related to valuation allowance on U.S. federal, foreign
and state net operating loss carryforwards, foreign tax credit carryforwards, other deferred tax assets and foreign
tax expense.

(e)The impact of adopting ASU 2015-17 resulted in a decrease in total assets of $121 million for the year ended 2014.

(f)
Prior to the second quarter of 2015, the amount included in backlog for long-term contracts associated with the
U.K. government's PFIs was limited to five years. In the second quarter of 2015, we modified our backlog policy to
record the estimated value of all work forecasted to be performed under these arrangements.

(g)Net income and Net income attributable to KBR in the fourth quarter of 2017 were favorably impacted by a release
of a valuation allowance of $223 million and an $18 million favorable impact related to the Tax Act. See Note 16
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to our consolidated financial statements.

(h)Effective January 1, 2018, we adopted ASC Topic 606. For all periods ending prior to January 1, 2018, revenueswere recognized under the guidance of ASC Topic 605. See Note 1 to our consolidated financial statements.
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Item 7.Management’s Discussion and Analysis of Financial Condition and Results of Operations

Introduction

The purpose of MD&A is to provide our stockholders and other interested parties with information necessary to gain
an understanding of our financial condition and disclose changes in our financial condition since the most recent fiscal
year-end and results of operations during the current fiscal period as compared to the corresponding period of the
preceding fiscal year. The MD&A should be read in conjunction with Part I of this Annual Report on Form 10-K as
well as the consolidated financial statements and related notes included in Part II Item 8 in this Annual Report on
Form 10-K.
Overview

Our business is organized into three core and two non-core business segments supporting the government services and
hydrocarbons markets as follows:

Core business segments

•Government Services
•Technology
•Hydrocarbons Services

Non-core business segments

•Non-strategic Business
•Other

See additional information on our business segments in Notes 1 and 2 to our consolidated financial statements.

Business Environment and Trends

Our business portfolio includes full life-cycle professional services, project solutions and technologies delivered
across two primary verticals, government and hydrocarbons, aligned with the following:

•Early Project Advisory
•Project Definition
•Project Delivery
•Operations & Maintenance

Our core business capabilities and offerings include research and development, feasibility and solutions development,
specialized technical consulting, systems integration, engineering and design service, highly specialized mission and
logistics support solutions, process technologies and solutions, program management, construction, commissioning
and startup services, and asset operations and maintenance services. We strive to deliver high quality solutions and
services to support our clients' success today and to help them strengthen their strategic position for the future.

The global outlook for government services is favorable, with increased defense and space spending budgets driven in
part by political instability, military conflicts, aging platforms and infrastructure, and the need for technology
upgrades. We expect continued opportunities to provide enabling solutions and technologies to high impact, mission
critical work. These opportunities continue to drive best value selections and customer confidence in the enterprise
that we have built through our strategic acquisitions and organic growth. In September 2018, the U.S. Congress passed
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and the President signed an appropriations bill funding the U.S. DoD and other departments and agencies for the U.S.
Government fiscal 2019, increasing funding levels for the U.S. DoD from the prior year. For the first time in many
years, the U.S. DoD is operating under an approved budget for an entire year, which enhances our customers’ ability to
make good business decisions and provides more clarity for upcoming procurements. In February 2019, Congress
passed and the President signed fiscal 2019 appropriations for the remaining agencies including a 4% top line budget
increase for NASA to $21.5 billion in 2019. This budget enables the continuation of NASA's programs and priorities,
adds emphasis on accelerating the lunar human exploration timeline, and includes support of commercial lunar
explorations. Internationally, the majority of our government services work is performed through private financed
initiatives with the U.K. Ministry of Defence under long-term firm contracts. These contracts are expected to provide
stable, predictable earnings and cash flow over the program life, with our largest PFI extending through 2041.
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We expect that a majority of the U.S. government business that we seek in the foreseeable future will be awarded
through a competitive bidding process that may be impacted by delays, protests and other challenging dynamics.
Additionally, our business may be affected by changes in the overall level of government spending and the alignment
of our service and product offerings and capabilities with current and future budget priorities.

In the hydrocarbons sector, demand for our technologies, solutions and services is highly correlated to the level of
capital and operating expenditures of our customers and prevailing market conditions. Significant volatility in
commodity prices in recent years has resulted in many of our hydrocarbons customers taking steps to defer, suspend
or terminate capital expenditures, resulting in delayed or reduced volumes of business across the sector. Recently, the
combination of a growing global economy, technological development, and abundant sources of competitively priced
feedstock are driving an increase in capital investment opportunities being evaluated and funded by our hydrocarbons
customers. For example, we continue to see opportunities for midstream LNG expansion and greenfield projects to
satisfy future LNG demand driven in large part by China's and Germany's environmental policies promoting a
transition from coal to natural gas. Additionally, downstream projects such as petrochemicals, chemicals and
fertilizers benefit from low feedstock prices and increasing global development and consumer demand. From
conceptual development studies to project delivery and asset management services, we seek to collaborate with our
customers to meet the demands of the growing global economy.

Overall, we believe we have a balanced portfolio of global professional services, program delivery and technologies
across the government services and hydrocarbons markets. We believe our increased mix of recurring government
services and hydrocarbons services offers stability and predictability that enables us to be selective and disciplined to
pursue EPC projects across hydrocarbons markets.

Overview of Financial Results

Our operating income for the year ended December 31, 2018 was significantly improved from the year ended
December 31, 2017, due to a combination of industry-leading organic growth across our government services and
technology businesses as well as the completion of our strategic acquisitions in late 2017 and early 2018. For the year
ended December 31, 2018, we achieved annual organic growth of 17% in our Government Services business and 11%
for Technology. In Government Services, organic growth was underpinned by on-contract growth, take-away wins
and new work awarded under attractive contracting vehicles that we own. Strong organic growth in Technology was
attributable to increasing demand for our innovative solutions across the chemical, petrochemical and refining markets
as well as increased bundling of technology licenses with ancillary services, proprietary equipment and catalyst. In
addition, 2018 results were significantly impacted by our acquisitions, as described in Note 4 of our consolidated
financial statements, which included SGT acquired in April 2018, Aspire subcontracting entities consolidated in
mid-January 2018 and Sigma Bravo acquired in 4th quarter 2017. In our Hydrocarbons Services business, we
experienced an overall increase in operating income. We continue to transform our contract mix, reducing our overall
exposure to HS lump sum EPC risk, growing our global industrial services business by double digits, and increasing
visibility and stability of our HS earnings streams. Similarly, we successfully added profitable backlog in 2018 to
replace the work-off of certain legacy loss-making projects.

Consistent with our strategy to expand our government services footprint, KBRwyle achieved noticeable revenue
synergy wins during the year, including a $500 million contract to provide personal services in human performance
and behavioral health to the U.S. Special Operations Command to support its Preservation of the Force and Family
mission, a contract award from LIG Nex1 to support the upgrade of the Korean military's Identify Friend or Foe
capabilities, and a seat on the U.S. Army Information Technology Enterprise Solutions-3 Services Contract. Synergy
wins reflect combining capabilities across legacy KBR business, including our commercial business, with capabilities
from recent acquisitions to secure new work not otherwise available to KBR. Each of these synergy wins represents
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our ability to leverage our strong customer relationships with our portfolio of high impact, mission critical
capabilities.
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Revenues
2018 vs. 2017 2017 vs. 2016

Dollars in millions 2018 2017 $ % 2016 $ %

Revenues $4,913 $4,171 $742 18% $4,268 $(97) (2)%

The increase in consolidated revenues in 2018 was primarily driven by strong organic growth within our GS logistics
and engineering services business areas, the consolidation of the Aspire Defence subcontracting entities and our
acquisition of SGT (as discussed in Note 4 to our consolidated financial statements), and increased revenues due to
our Technology segment. The increase was partially offset by decreased revenue in our HS segment caused by
reduced activity and the completion or near completion of several projects in the U.S. and Canada, the non-recurrence
of $35 million in revenue from the PEMEX settlement that occurred in 2017, and decreased revenues in our
Non-strategic Business Segment as we exit that business.

The decrease in consolidated revenues in 2017 was primarily driven by the completion or substantial completion of
several projects within our HS and Non-strategic Business segments. These decreases were offset by an increase in
revenues within our GS segment driven by an increase in revenues of $740 million associated with our ownership of
Wyle and HTSI for all of 2017 and continued organic growth under existing U.S. government contracts.

Gross Profit
2018 vs. 2017 2017 vs. 2016

Dollars in millions 2018 2017 $ % 2016 $ %

Gross profit $456 $342 $114 33% $112 $230 205%

The increase in gross profit was primarily caused by strong organic growth in our GS logistics and engineering
services business areas, the consolidation of the Aspire Defence subcontracting entities as discussed in Note 4 to our
consolidated financial statements, our acquisition of SGT, and increased gross profit from our Technology segment.
These increases were partially offset by decreased gross profit in our HS segment due to reduced activity and the
non-recurrence of $35 million in profit from the PEMEX settlement.

The increase in consolidated gross profit in 2017 was primarily due to additional gross profit of $48 million related to
the Wyle and HTSI acquisitions in our GS segment that occurred in 2016, the favorable settlement of PEMEX
litigation which resulted in $35 million of gross profit in our HS segment, the non-recurrence of unfavorable changes
in estimates on HS projects and the non-recurrence of loss provisions related to a project in our Non-strategic
Business segment. These increases were partially offset by the completion or near completion of projects discussed
above and the non-recurrence of a $64 million favorable settlement on closeout of an LNG project in Africa during
2016.

Equity in Earnings of Unconsolidated Affiliates
2018 vs.
2017 2017 vs. 2016

Dollars in millions 2018 2017 $ % 2016 $ %

Equity in earnings of unconsolidated affiliates $81 $72 $9 13% $91 $(19) (21)%

The increase in equity in earnings of unconsolidated affiliates in 2018 was primarily due to an increase in earnings
from our Brown & Root Industrial Services and EPIC joint ventures and a project specific joint venture in Europe.
These increases were partially offset by the consolidation of the Aspire Defence subcontracting entities which moved
results to gross profit, decreased earnings on our Affinity joint venture, reduced activity from a joint venture in
Mexico, and a decrease in earnings on the Ichthys LNG project due to an EAC increase associated with an extension
of the estimated completion date to June 2019. See Note 8 to our consolidated financial statements for more
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information on the Ichthys LNG project.

The decrease in equity in earnings of unconsolidated affiliates in 2017 was primarily due to lower progress, resulting
from increased reimbursable cost estimates on the Ichthys JV and lower service order activity on our offshore
maintenance joint venture in Mexico within our HS business segment. These decreases were partially offset by
increases due to an insurance settlement in a U.K. joint venture and ramp up of the contract within our Affinity joint
venture associated with the UKMFTS project within our GS segment.
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General and Administrative Expenses
2018 vs.
2017

2017 vs.
2016

Dollars in millions 2018 2017 $ % 2016 $ %

General and administrative expenses $(166) $(147) $19 13% $(133) $14 11%

The increase in G&A expenses in 2018 was primarily due to $11 million of G&A expenses related to SGT which was
acquired in early 2018 and increased expense associated with the organic growth in our GS business segment. G&A
expenses in 2018 included $97 million related to corporate activities and $69 million related to business segments.

The increase in general and administrative expenses in 2017 was primarily due to an increase in costs of $9 million
related to owning Wyle and HTSI for a full year in 2017 as opposed to only a portion of 2016 and increases in various
other corporate expenses, partially offset by $10 million of acquisition related costs for Wyle and HTSI that did not
recur in 2017, and acquisition costs that were incurred in Technology during 2016 that did not recur in 2017. General
and administrative expenses in 2017 included $94 million related to corporate activities and $53 million related to the
business segments.

Acquisition and Integration Related Costs
2018 vs.
2017 2017 vs. 2016

Dollars in millions 2018 2017 $ % 2016 $ %

Acquisition and integration related costs $(7) $ —$7 n/m $(10) $(10) (100)%

The increase in acquisition and integration related costs was primarily due to $5 million of incremental costs related to
the acquisition of SGT and approximately $2 million related to the consolidation of the Aspire Defence subcontracting
entities.

Impairment and Restructuring Charges
2018 vs.
2017 2017 vs. 2016

Dollars in millions 20182017 $ % 2016 $ %

Asset impairment and restructuring charges $—$(6) $(6) n/m $(39) $(33) (85)%

Asset impairment and restructuring charges in 2017 primarily reflects a lease termination fee incurred for an office
lease in Houston, Texas within our HS business segment.

Asset impairment and restructuring charges in 2016 included $21 million in charges associated with impairments of
leasehold improvements and lease terminations within our HS and Other business segments. Additionally, we
recognized $18 million of additional severance costs associated with workforce reduction efforts during the year
primarily within our HS business segment.

See Notes 12 to our consolidated financial statements for further discussion on asset impairment and restructuring
charges.

(Loss) Gain on Disposition of Assets
2018 vs. 2017 2017 vs. 2016

Dollars in millions 2018 2017 $ % 2016 $ %

(Loss) gain on disposition of assets $(2) $ 5 $(7) (140)% $ 7 $(2) (29)%
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The loss on disposition of assets in 2018 primarily reflects the loss on sale of one of our unconsolidated affiliates
within the HS Business segment.

The gain on disposition of assets in 2017 primarily reflects the settlement related to a terminated lease in Canada
within our HS Business segment.

The gain on disposition of assets in 2016 primarily reflects working capital adjustments in the first quarter of 2016
associated with the sale of our Infrastructure Americas business within our Non-strategic Business segment.

Gain on Consolidation of Aspire entities
2018 vs. 2017 2017 vs.

2016
Dollars in millions 2018 2017 $ % 2016 $ %

Gain on consolidation of Aspire entities $108 $ —$108 n/m $ —$—n/m

The $108 million gain on consolidation of Aspire entities was recognized upon the consolidation of the Aspire
Defence subcontracting entities. See Note 4 to our consolidated financial statements for additional information.

Interest Expense
2018 vs. 2017 2017 vs.

2016
Dollars in millions 2018 2017 $ % 2016 $ %

Interest expense $(66) $(21) $45 214% $(13) $8 62%

The increase in interest expense in 2018 compared to 2017 was primarily due to increased borrowings as a result of
the SGT and Aspire acquisitions discussed in Note 4 and increased capital investments in the JKC joint venture
discussed in Note 13 to our consolidated financial statements. Additionally, the weighted-average interest rate on our
borrowings increased as a result of the refinancing of our Senior Credit Facility as discussed in Note 15 to our
consolidated financial statements.

The increase in interest expense in 2017 compared to 2016 was primarily due to additional interest expense of $9
million related to the increased weighted-average outstanding borrowings under our Credit Agreement in 2017
attributed to the acquisitions made in 2016.

Other Non-operating (Loss) Income
2018 vs. 2017 2017 vs. 2016

Dollars in millions 2018 2017 $ % 2016 $ %

Other non-operating (loss) income $(6) $ 4 $(10) (250)% $18 $(14) (78)%

Other non-operating (loss) income includes interest income, foreign exchange gains and losses and other
non-operating income or expense items. The decrease in other non-operating (loss) income from 2017 to 2018 was
primarily due to an increase in foreign exchange losses partially offset by an increase in other non-operating income
related to interest income associated with the cash balances held by the Aspire Defence subcontracting entities. See
Note 4 to our consolidated financial statements for discussion of the Aspire Defence project.

The decrease in other non-operating income in 2017 compared to 2016 was primarily due to $10 million of foreign
exchange losses in 2017 compared to $14 million of foreign exchange gains in 2016. This decrease was partially
offset by a $14 million gain related to a settlement in 2017 with our former parent which reduced our amount owed to
them.
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Provision for Income Taxes
2018 vs. 2017 2017 vs. 2016

Dollars in millions 2018 2017 $ % 2016 $ %

Income before provision for income taxes $398 $249 $149 60 % $33 $216 655  %
(Provision) benefit for income taxes $(88 ) $193 $281 146% $(84) $(277) (330)%

The 2018 period provision for income taxes is higher than the 2017 period primarily due to the valuation allowance
release of $223 million on our U.S. deferred tax assets in 2017 as discussed further below as well as higher income
before provision for income taxes in 2018.  Additionally, we recognized a gain of approximately $108 million in 2018
as a result of obtaining control of the Aspire Defence project subcontracting joint ventures. See Note 16 to our
consolidated financial statements for further discussion on income taxes.

Benefit for income taxes in 2017 reflects a valuation allowance release of $223 million on our U.S. deferred tax assets
as a result of our reassessment of the valuation allowance required upon achieving cumulative pretax income during
the quarter ending December 31, 2017. Additionally, in 2017 we recognized a net discrete tax benefit of $18 million
for the corporate rate reduction on our U.S. indefinite-lived intangible deferred tax liability due to the enactment of
comprehensive tax legislation in the U.S. commonly referred to as the Tax Act. Provision for income taxes in 2017
and 2016 consists of $31 million and $87 million, respectively, on our foreign earnings. The provision for income
taxes in 2016 consisted primarily of $87 million on our foreign earnings and was impacted by $343 million of project
losses in the U.S. for which we recognized no tax benefit, which did not reoccur in 2017.

A reconciliation of our effective tax rates for 2018, 2017 and 2016 to the U.S. statutory federal rate and further
information on the effects of the Tax Act is presented in Note 16 to our consolidated financial statements.

Net Income Attributable to Noncontrolling Interests
2018 vs.
2017 2017 vs. 2016

Dollars in millions 2018 2017 $ % 2016 $ %

Net income attributable to noncontrolling interests (29) (8 ) 21 263% $(10) $(2) (20)%

The increase in net income attributable to noncontrolling interests in 2018 compared to 2017 was primarily caused by
the recognition of variable consideration associated with the successful completion and performance testing of a major
HS project in Australia, executed by a consolidated joint venture.

The decrease in net income attributable to noncontrolling interests in 2017 compared to 2016 was due to reduced joint
venture earnings resulting from lower activity on our major LNG project in Australia in our HS business segment.
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Results of Operations by Business Segment

We analyze the financial results for each of our five business segments. The business segments presented are
consistent with our reportable segments discussed in Note 2 to our consolidated financial statements.

Years Ended December 31,

2018 vs. 2017 2017 vs. 2016
Dollars in millions 2018 2017 $ % 2016 $ %

Revenues
Government Services $3,457 $2,193 $1,264 58  % $1,359 $834 61  %
Technology 297 269 28 10  % 309 (40 ) (13 )%
Hydrocarbons Services 1,157 1,671 (514 ) (31 )% 2,390 (719 ) (30 )%
Subtotal $4,911 —$4,133 $778 19  % $4,058 $75 2  %
Non-strategic Business 2 —38 (36 ) (95 )% 210 (172 ) (82 )%
Total $4,913 $4,171 $742 18  % $4,268 $(97 ) (2 )%

Gross profit (loss)
Government Services $280 $155 $125 81  % $137 $18 13  %
Technology 85 76 9 12  % 80 (4 ) (5 )%
Hydrocarbons Services 99 111 (12 ) (11 )% — 111 n/m
Subtotal $464 $342 $122 36  % $217 $125 58  %
Non-strategic Business (8 ) — (8 ) n/m (105 ) 105 (100)%
Total $456 $342 $114 33  % $112 $230 205  %

Equity in earnings of unconsolidated affiliates
Government Services $32 $43 $(11 ) (26 )% $39 $4 10  %
Technology — — — n/m — — n/m
Hydrocarbons Services 49 29 20 69  % 52 (23 ) (44 )%
Subtotal $81 $72 $9 13  % $91 $(19 ) (21 )%
Non-strategic Business — — — n/m — — n/m
Total $81 $72 $9 13  % $91 $(19 ) (21 )%

Total general and administrative expense $(166 ) $(147 ) $19 13  % $(133 ) $14 11  %

Acquisition and integration related costs (7 ) — 7 n/m $(10 ) $(10 ) (100)%

Asset impairment and restructuring charges $— $(6 ) $(6 ) n/m $(39 ) $(33 ) (85 )%

(Loss) Gain on disposition of assets $(2 ) $5 $(7 ) (140)% $7 $(2 ) (29 )%

Gain on consolidation of Aspire entities $108 $— $108 n/m $— $— n/m

Total operating income (loss) $470 $266 $204 77  % $28 $238 850  %

n/m - not meaningful
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Government Services

GS revenues increased by $1.3 billion, or 58%, to $3.5 billion in 2018, compared to $2.2 billion in 2017. This increase
was primarily due to strong organic growth in our logistics and engineering services business, an additional $533
million of revenues from the consolidation of the Aspire Defence subcontracting entities, and an additional $342
million of revenues from the acquisition of SGT. See Note 4 to our consolidated financial statements for more
information on the consolidation of the Aspire Defence subcontracting entities and the acquisition of SGT.

GS gross profit increased by $125 million, or 81%, to $280 million in 2018, compared to $155 million in 2017. This
increase was primarily due to $61 million of gross profit from the consolidation of the Aspire Defence subcontracting
entities, $31 million of gross profit from the acquisition of SGT, increases from organic revenue growth in our
logistics and engineering services business areas, and one-time favorable settlements on legacy CONCAP and
LogCAP III matters which contributed $11 million to gross profit.

GS equity in earnings in unconsolidated affiliates decreased by $11 million, or 26%, to $32 million in 2018, compared
to $43 million in 2017. This decrease was primarily due to the consolidation of the Aspire Defence subcontracting
entities.

GS revenues increased by $834 million, or 61%, to $2.2 billion in 2017 compared to $1.4 billion in 2016. This
increase was driven primarily by Wyle and HTSI being included for the full-year in 2017 as opposed to a portion of
2016, resulting in increased revenues of $740 million, an increase of $118 million of revenue associated with
continued organic growth under existing U.S. government contracts, and the non-recurring revenues from Iraqi tax
reimbursement that was recognized in 2016. These increases were offset by reduced revenues due to the favorable
settlement with the U.S. government regarding reimbursement of $33 million in previously expensed legal fees,
interest related to the sodium dichromate case and the approval of a change order on a road construction project in the
Middle East in 2016 that did not recur in 2017.

GS gross profit increased by $18 million, or 13%, to a profit of $155 million in 2017 compared to $137 million in
2016. This increase was primarily due to an increase of $48 million in gross profits from the Wyle and HTSI
acquisitions and continued organic growth under existing U.S. government contracts, but was offset by the favorable
settlement with the U.S. government and the approval of the change order in the prior year as discussed above.

GS equity in earnings in unconsolidated affiliates increased by $4 million, or 10%, to $43 million in 2017 compared to
$39 million in 2016. This increase was primarily due to an insurance settlement in a U.K. joint venture, ramp up of the
contract within our Affinity joint venture associated with the UKMFTS project and a favorable prior period
adjustment on the UKMFTS joint venture (see Note 2 to our consolidated financial statements in Part II, Item 8 of this
Annual Report on Form 10-K for further discussion), offset by a loss on our Aspire Defence joint venture due to an
impairment of a shareholder loan receivable from our joint venture partner, Carillion plc, as a result of their
insolvency (see Note 13 to our consolidated financial statements in Part II, Item 8 of this Annual Report on Form
10-K for further discussion regarding Carillion's insolvency).

Technology

Technology revenues increased by $28 million, or 10%, to $297 million in 2018 compared to $269 million in 2017,
primarily due to an increase in volume within the petrochemicals, syngas, and refining product lines.

Technology gross profit increased by $9 million, or 12%, to $85 million in 2018 compared to $76 million in 2017,
primarily due to mix and volume of projects.
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Technology revenues decreased by $40 million, or 13%, to $269 million in 2017 compared to $309 million in 2016,
primarily due to a $69 million decrease in proprietary equipment sales due to timing of project activity, partially offset
by an increase in catalyst revenues.

Technology gross profit decreased by $4 million, or 5%, to $76 million in 2017 compared to $80 million in 2016,
primarily due to the impact of reduced proprietary equipment sales.
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Hydrocarbons Services

HS revenues decreased by $514 million, or 31%, to $1.2 billion in 2018, compared to $1.7 billion in 2017. This
decrease was primarily due to reduced activity and the completion or near completion of several projects in the U.S.
and Canada, and the non-recurrence of $35 million in revenue from the PEMEX settlement that occurred in 2017.
These decreases were partially offset by new wins and growth on existing projects and the recognition of variable
consideration associated with the successful completion and performance testing of a major Hydrocarbons Services
project.

HS gross profit decreased by $12 million, or 11% to $99 million in 2018, compared to $111 million in 2017. This
decrease was primarily due to the non-recurrence of $35 million in revenue from the PEMEX settlement that occurred
in 2017 and projects completing or nearing completion and the under recovery of resources. These decreases were
partially offset by the recognition of variable consideration associated with the successful completion and
performance testing of a major HS project and a one-time favorable settlement on an ammonia/urea plant in the U.S.

HS equity in earnings in unconsolidated affiliates increased by $20 million, or 69%, to $49 million in 2018, compared
to $29 million in 2017. This increase was primarily due to an increase in earnings provided by a JV in Europe,
increased earnings from the Brown & Root Industrial Services and EPIC joint ventures. These increases were partially
offset by decreased activity on a joint venture in Mexico and a decrease in earnings on the Ichthys LNG project due to
an EAC increase and schedule prolongation. See Note 8 to our consolidated financial statements for more information
on the Ichthys LNG project.

HS revenues decreased by $719 million, or 30%, to $1.7 billion in 2017 compared to $2.4 billion in 2016. This
decrease was primarily due to a decrease in revenues of $798 million from reduced activity and the completion or near
completion of several projects in Australia, U.S. and Europe, lower activity and progress on an LNG project in
Australia, as well as a favorable change in estimate as a result of reaching a settlement on close out of an LNG project
in Africa in 2016 that did not recur in 2017. These decreases were partially offset by continued growth on a
construction project in Canada and $35 million in revenues related to the favorable PEMEX settlement.

HS gross profit increased by $111 million to $111 million in 2017 compared to $0 million in 2016. This increase was
primarily due to the favorable settlement with PEMEX for $35 million as well as the non-recurrence of unfavorable
changes in estimates of $114 million and $112 million on an EPC ammonia project and a downstream EPC project in
the U.S. that occurred in 2016. The increase in gross profit was partially offset by the completion or near completion
of projects discussed above and the non-recurrence of the $64 million settlement on closeout of an LNG project in
Africa during 2016.

HS equity in earnings in unconsolidated affiliates decreased by $23 million, or 44%, to $29 million in 2017 compared
to $52 million in 2016. The decrease was primarily due to increased reimbursable cost estimates on the Ichthys LNG
project, resulting in lower progress, and lower service order activity on our offshore maintenance joint venture in
Mexico. These decreases were partially offset by increased earnings on our industrial services joint ventures in the
Americas and an oil and gas venture in Europe moving from the engineering phase to full-scale production phase in
2017. See Notes 8 and 13 to our consolidated financial statements in Part II, Item 8 of this Annual Report on Form
10-K for more information on the Ichthys JV.

Non-strategic Business

Non-strategic Business segment revenues decreased by $36 million, or 95%, to $2 million in 2018 compared to $38
million in 2017. This decrease was due to completion or near completion of two power projects as we exit that
business.
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Non-strategic Business segment incurred a gross loss of $8 million in 2018 compared, to a gross loss of $0 million in
2017. This change was primarily due to the settlement of a legacy legal matter during the year ended 2018.

Non-strategic Business segment revenues decreased by $172 million, or 82%, to $38 million in 2017 compared to
$210 million in 2016. This decrease was due to completion or near completion of two power projects as we exit that
business.

Non-strategic Business segment gross profit increased by $105 million to a gross profit of $0 million in 2017
compared to a gross loss of $105 million in 2016. This increase was primarily due to completion of the projects
discussed above as well as the recording of loss provisions associated with poor subcontractor productivity, resulting
in schedule delays and changes in the project execution strategy on a power project in 2016 that did not recur in 2017.
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Changes in Project-related Estimates

With a portfolio of more than one thousand contracts, we generally realize both lower and higher than expected
margins on projects in any given period due to judgments and estimates inherent in revenue recognition for our
contracts. We recognize revisions of revenues and costs in the period in which the revisions are known. This may
result in the recognition of costs before the recognition of related revenue recovery, if any. See Note 1 to our
consolidated financial statements for additional information related to changes in project-related estimates.
Information discussed therein is incorporated by reference into this Part II, Item 7.

During 2016, 2017 and 2018, we have recorded contract price adjustments and subcontractor claim recoveries in the
estimates of revenues and costs at completion on the Ichthys LNG project which we believe we are legally entitled to
but our client or our subcontractors have disputed. See Note 8 for additional information related to the unapproved
change orders and claims related to the Ichthys project. Information discussed therein is incorporated by reference into
this Part II, Item 7.

Acquisitions, Dispositions and Other Transactions

Information relating to various acquisitions, dispositions and other transactions is described in Notes 4, 11 and 13 to
our consolidated financial statements in Part II, Item 8 of this Annual Report on Form 10-K and the information
discussed therein is incorporated by reference into this Part II, Item 7.

Backlog of Unfilled Orders

Backlog generally represents the dollar amount of revenues we expect to realize in the future as a result of performing
work on contracts and our pro-rata share of work to be performed by unconsolidated joint ventures. We generally
include total expected revenues in backlog when a contract is awarded under a legally binding agreement. In many
instances, arrangements included in backlog are complex, nonrepetitive and may fluctuate over the contract period due
to the release of contracted work in phases by the customer. Additionally, nearly all contracts allow customers to
terminate the agreement at any time for convenience. Where contract duration is indefinite and clients can terminate
for convenience without compensating us for periods beyond the date of termination, backlog is limited to the
estimated amount of expected revenues within the following twelve months. Certain contracts provide maximum
dollar limits, with actual authorization to perform work under the contract agreed upon on a periodic basis with the
customer. In these arrangements, only the amounts authorized are included in backlog. For projects where we act
solely in a project management capacity, we only include the expected value of our services in backlog.

We define backlog, as it relates to U.S. government contracts, as our estimate of the remaining future revenue from
existing signed contracts over the remaining base contract performance period (including customer approved option
periods) for which work scope and price have been agreed with the customer. We define funded backlog as the portion
of backlog for which funding currently is appropriated, less the amount of revenue we have previously recognized.
We define unfunded backlog as the total backlog less the funded backlog. Our GS backlog does not include any
estimate of future potential delivery orders that might be awarded under our government-wide acquisition contracts,
agency-specific indefinite delivery/indefinite quantity contracts, or other multiple-award contract vehicles nor does it
include option periods that have not been exercised by the customer.

Within our GS business segment, we calculate estimated backlog for long-term contracts associated with the U.K.
government's PFIs based on the aggregate amount that our client would contractually be obligated to pay us over the
life of the project. We update our estimates of the future work to be executed under these contracts on a quarterly basis
and adjust backlog if necessary.
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Refer to "Item 1A. Risk Factors" contained in Part 1 of this Annual Report on Form 10-K for a discussion of other
factors that may cause backlog to ultimately convert into revenues at different amounts.

We have included in the table below our proportionate share of unconsolidated joint ventures' estimated backlog.
Since these projects are accounted for under the equity method, only our share of future earnings from these projects
will be recorded in our results of operations. Our proportionate share of backlog for projects related to unconsolidated
joint ventures totaled $3.0 billion at December 31, 2018 and $7.2 billion at December 31, 2017. We consolidate joint
ventures which are majority-owned and controlled or are VIEs in which we are the primary beneficiary. Our backlog
included in the table below for projects related to consolidated joint ventures with noncontrolling interests includes
100% of the backlog associated with those joint ventures and totaled $5.3 billion at December 31, 2018 and $125
million at December 31, 2017. Our proportionate share of backlog related to the Aspire Defence subcontracting
entities was included in backlog for projects related to unconsolidated joint ventures at December 31, 2017. As a
result of obtaining control of these entities in January 2018, 100% of the backlog related to the Aspire Defence
subcontracting entities is included as backlog related to consolidated joint ventures.

43

Edgar Filing: KBR, INC. - Form 10-K

88



The following table summarizes our backlog by business segment for the years ended December 31, 2018 and
December 31, 2017, respectively:
Dollars in millions

December
31, 2018

December
31, 2017

Government Services $11,005 $8,355
Technology 594 387
Hydrocarbons Services 1,896 1,822
Subtotal 13,495 10,564
Non-strategic Business 2 6
Total backlog $13,497 $10,570

Backlog in our Government Services business segment at December 31, 2018 was $11.0 billion, an increase of $2.7
billion when compared to backlog of $8.4 billion at December 31, 2017. The increase was primarily due to including
100% of backlog associated with the consolidation of the Aspire Defence subcontracting entities as of December 31,
2018, as compared to our 50% proportionate share of backlog for these entities as of December 31, 2017, additional
backlog resulting from the acquisition of SGT, and new awards, partially offset by workoff.

The difference between backlog of $13.5 billion and the remaining performance obligation as defined by ASC 606 of
$9.8 billion is primarily due to our proportionate share of backlog related to unconsolidated joint ventures which is not
included in our remaining performance obligation. See Note 3 to our consolidated financial statements for discussion
of the remaining performance obligations.

We estimate that as of December 31, 2018, 33% of our backlog will be executed within one year. Of this amount, 83%
will be recognized in revenues on our consolidated statement of operations and 17% will be recorded by our
unconsolidated joint ventures. As of December 31, 2018, $79 million of our backlog relates to active contracts that are
in a loss position.

As of December 31, 2018, 10% of our backlog was attributable to fixed-price contracts, 56% was attributable to PFIs
and 34% of our backlog was attributable to cost-reimbursable contracts. For contracts that contain both fixed-price
and cost-reimbursable components, we classify the individual components as either fixed-price or cost-reimbursable
according to the composition of the contract; however, for smaller contracts, we characterize the entire contract based
on the predominant component. As of December 31, 2018, $9.5 billion of our GS backlog was currently funded by our
customers.

As of December 31, 2018, we had approximately $3.7 billion of priced but unexercised option periods for U.S.
government contracts that are not included in the backlog amounts presented above.

Liquidity and Capital Resources

Hydrocarbons services projects generally require us to provide credit support for our performance obligations to our
customers in the form of letters of credit, surety bonds or guarantees. Our ability to obtain new project awards in the
future may be dependent on our ability to maintain or increase our letter of credit and surety bonding capacity, which
may be further dependent on the timely release of existing letters of credit and surety bonds. As the need for credit
support arises, letters of credit will be issued under our $500 million PLOC or our $500 million Revolver under our
new Senior Credit Facility. Letters of credit may also be arranged with our banks on a bilateral, syndicated or other
basis. We believe we have adequate letter of credit capacity under our Senior Credit Facility and bilateral lines, as
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well as adequate surety bond capacity under our existing lines to support our operations and current backlog for the
next 12 months.
Cash generated from operations and the Senior Credit Facility are our primary sources of liquidity. Our operating cash
flow can vary significantly from year to year and is affected by the mix, terms, timing and percentage of completion
of our hydrocarbons services projects.  Certain projects may receive cash in the early phases of our larger
hydrocarbons services fixed-price projects, technology projects, and those of our consolidated joint ventures in
advance of incurring related costs.  On reimbursable contracts, we may utilize cash on hand or availability under our
Senior Credit Facility to satisfy any periodic operating cash requirements for working capital, as we frequently incur
costs and subsequently invoice our customers. We believe that existing cash balances,
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internally generated cash flows and availability under our Senior Credit Facility are sufficient to support our
day-to-day domestic and foreign business operations for at least the next 12 months.
Cash and equivalents totaled $739 million at December 31, 2018 and $439 million at December 31, 2017 and
consisted of the following:

December 31,
Dollars in millions 2018 2017

Domestic U.S. cash $211 $184
International cash 210 194
Joint venture and Aspire project cash 318 61
Total $739 $439

Our cash balances are held in numerous accounts throughout the world to fund our global activities. Domestic cash
relates to cash balances held by U.S. entities and is largely used to support project activities of those businesses as
well as general corporate needs such as the payment of dividends to shareholders, repayment of debt and potential
repurchases of our outstanding common stock.

Our international cash balances may be available for general corporate purposes but are subject to local restrictions,
such as capital adequacy requirements and local obligations, including maintaining sufficient cash balances to support
our underfunded U.K. pension plan and other obligations incurred in the normal course of business by those foreign
entities. Repatriations of our undistributed foreign earnings are now generally free of U.S. tax but may incur
withholding and/or state taxes. We still must assess our future U.S. and non-U.S. cash needs such as 1) our anticipated
foreign working capital requirements, including funding of our U.K. pension plan, 2) the expected growth
opportunities across all geographical markets and 3) our plans to invest in strategic growth opportunities that may
include acquisitions around the world. As of December 31, 2018, we have not changed our indefinite reinvestment
decision on our undistributed earnings of our foreign subsidiaries.

Joint venture cash and Aspire Defence project cash balances reflect the amounts held by joint venture entities that we
consolidate for financial reporting purposes. These amounts are limited to those entities' activities and are not readily
available for general corporate purposes; however, portions of such amounts may become available to us in the future
should there be a distribution of dividends to the joint venture partners. We expect that the majority of the joint
venture cash balances will be utilized for the corresponding joint venture projects.

As of December 31, 2018, substantially all of our excess cash was held in commercial bank time deposits or interest
bearing short-term investment accounts with the primary objectives of preserving capital and maintaining liquidity.
Cash Flows
Cash flows activities summary

Years ended December 31,

Dollars in millions 2018 2017 2016

Cash flows provided by operating activities $165 $193 $61
Cash flows used in investing activities (491 ) (12 ) (981 )
Cash flows provided by (used in) financing activities 654 (290 ) 584
Effect of exchange rate changes on cash (28 ) 12 (11 )
Increase (decrease) in cash and equivalents $300 $(97 ) $(347)

Operating Activities. Cash flows from operating activities result primarily from earnings and are affected by changes
in operating assets and liabilities which consist primarily of working capital balances for projects. Working capital
levels vary from year to year and are primarily affected by the Company's volume of work. These levels are also
impacted by the mix, stage of completion and commercial terms of hydrocarbon services projects. Working capital
requirements also vary by project depending on the type of client and location throughout the world. Most contracts
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require payments as the projects progress. Additionally, certain projects receive advance payments from clients. A
normal trend for these projects is to have higher cash balances during the initial phases of execution which then
decline to equal project earnings at the end of the construction phase. As a result, our cash position is reduced as
customer advances are worked off, unless they are replaced by advances on other projects.
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The primary components of our working capital accounts are accounts receivable, contract assets, accounts payable
and contract liabilities These components are impacted by the size and changes in the mix of our cost reimbursable
versus fixed price projects, and as a result, fluctuations in these components are not uncommon in our business.

Cash provided by operations totaled $165 million in 2018 as compared to net income of $310 million. The difference
primarily results from the non-cash gain on consolidation of Aspire Defence subcontracting entities of $108 million
and net unfavorable changes of $126 million in working capital balances for projects as discussed below. In addition,
we received distribution of earnings from our unconsolidated affiliates of $75 million and contributed $41 million to
our pension funds in 2018.

•

Accounts receivable is impacted by timing and collections on billings to our customers. The $203 million unfavorable
cash flow impact related to accounts receivable was primarily related to increases in accounts receivable in our GS
U.S. operations and increases in accounts receivable in the consolidated Aspire Defence subcontracting entities, since
the date we obtained control. These increases are largely attributable to growth in our business and the transition
associated with our recent acquisitions and system implementations. We generally expect these increases to reverse
over time.

•

Contract assets are driven by project execution activities and generally relate to projects where revenue recognized
exceeds the amount billed to the customer and our right to payment is not unconditional. The $25 million favorable
cash flow impact related to contract assets was primarily related to increases in contract assets related to various
projects in our Technology and GS business segments, partially offset by decreases in contract assets in our HS
business segment.

•

Accounts payable is impacted by the timing of receipts of invoices from our vendors and subcontractors and payments
on these invoices. The $112 million favorable cash flow impact related to accounts payable was primarily related to
an increase in accounts payable related to the consolidated Aspire Defence subcontracting entities subsequent to the
date we obtained control and growth in our business on various other U.S. government projects. This increase was
partially offset by decreases in accounts payable related to our HS and Technology business segments.
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