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Millions of dollars and shares, except per share amounts and employees

Peighdied 12/31/81 12/31/00%
Diluted Loss per Share before Extraordinary Item B (038) $ (0.37)
Diluted Loss per Share [N (OX3'3)) $ (0.37)
Dividends per Share of Common Stock 8 0.00) $ o0.10
Revenues B 1.969.8 $1,877.8
Operating Income $ 08 $ 9.1
Net Loss before Extraordinary Item B (208) $  (22.1)
Extraordinary Item @ 0.3 $ -
Net Loss § (@0.0) $  (22.1)
12/81/01 12/31/00
Total Cash and Investments B 5279 $ 445.8
Total Debt $ 2009 $ 4195
Working Capital 8 (177.4) $ 103.4
Stockholders’ Equity B 7701 $ 776.6 \
Stockholders’ Equity per Share B 12.69 $ 1292 i
Capital Expenditures $ 480 $ 493
Depreciation and Amortization ® &2.4 $ 63.9
Weighted Average Number of Common Shares, Diluted B0.7 59.8
Employees 18,300 11,800

*Includes results of operations for The Babeock & Wilcox Compuny thirough February 21




Company Profile NicDermott International is amn
cmergy services company whose custemers include oil
and gas producers, hydrogarbon pProcessors, electrie
utilities and the United States Govermment. The
company operates worldwide through subsidiaries
that carry some of the best-known names in their
industries: J. Ray McDermott in marine construetiom;
BWX Techmnologies in U.S. Governmemnt and Department
of Bnergy markets; Babeock & Wilcox in the power
generation industry; Hudson Products, o leader in

heat-exchange equipment; and McDermott Technology,

the company’s research and development subsidiary.
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Chairman of the Board
and Chief Executive Officer

I am pleased to report that McDermott
International, Inc. made considerable
progress in 2001 toward delivering sustain-
able profitability, a restored balance
sheet and a simplified corporate structure.




Upon becoming CEQ, I articulated a goal of rebuilding

our profitability arcund our strong “franchise” name

businesses—J. Ray McDermott, BWX Techmnologies and

Babeogk & Wileox.

To Our Shareholders:

I am pleased to report that McDermott International, Inc.
made considerable progress in 2001 toward delivering sustain-
able profitability, a restored balance sheet and a simplified
corporate structure.

Upon becoming CEO, I articulated a goal of rebuilding
our profitability around our strong “franchise” name businesses—
J. Ray McDermott, BWX Technologies and Babcock & Wilcox
(B&W). In 2000, BWX Technologies was the only one of these
businesses to generate an operating profit. In 2001, all three
produced an operating profit and positive cash flow. This
achievement came as our consolidated revenues grew from
$1.88 billion in 2000 to $1.97 billion in 2001 and B&W’s
revenues grew from $1.2 billion in 2000 to $1.4 billion in 2001.
The details of our operations’ financial performances can be
found in the operating reviews that follow and in our Form 10-K.
B&W is not included in our consolidated financial statements
during its Chapter 11 reorganization.

Including several non-operating items, alt reflecting steps
taken to strengthen our balance sheet, we reported a net loss
of $0.33 cents a share in 2001, compared with a net loss of $0.37
a share in 2000. The non-operating items in 2001 reduced our
earnings by $0.97 a share and included a $0.8 million after-tax
gain on the early extinguishment of debt; a $25.6 million after-
tax gain on the sale of the Delta companies (our Canadian
engineering and construction business); and an $85.4 million
provision for taxes resulting from McDermott Incorporated’s
decision to exercise its stock purchase and sale agreement,
also known as the Intercompany Agreement or put/call agree-
ment, with McDermott International, Inc. Exclusive of these
non-operating items, our consolidated operations earned net
income of $0.64 a share in 2001, compared to the net loss of
$0.37 a share in 2000.

Last year began with a slowing but still strong economy.
Expectations for high energy prices provided an outlook for
growth in J. Ray McDermott's offshore oil and gas markets. For
the first time in 15 years, high electricity demand portended
growth in Babcock & Wilcox's market for new coal-fired power
generation capacity, But a gradually deepening recession and
the tragic events of September 11 reduced demand for oil and
gas and consequently decreased commodity prices.

Notwithstanding the dramatic change of circumstances
during the course of the year, J. Ray McDermott’s gross
revenues grew from $738 million to $849 million and its
operations moved from a loss of $32 million to a profit of
$21 million on a year-to-year comparison. More significantly,
however, J. Ray McDermott entered 2001 with a backlog of
$542 million; by year-end 2001 backlog had more than tripled
to $1.8 billion, providing substantial momentum for revenues
in 2002.

BWX Technologies, our operation with the longest lead-
time backlog and typically the least volatility in revenues and
earnings, also turned in a solid year of growth. Year over year,
revenues rose from $431 million to $472 million and operating
earnings grew from $46 million to $35 million. Our nation’s
commitment to defense and homeland security is reflected
in the budgets of BWX Technologies’ customers, providing
continued opportunity for this business.

Although B&W is deconsolidated from our results, I am
also proud of its turnaround. In 2000, B&W reported revenues
of $1.2 billion and an operating loss of $3 million, while in
2001 B&W reported $1.4 billion in revenues and $42 million in
operating income. The spike in demand for new power plants
that was expected eatly in the year was delayed, but service
to existing plants provides substantial opportunity for B&W.




In addition to a return to profitability at every business

unit, we also had considerable success in generating cash in

2001. We ended the year with a consolidated net investment

that improved by over $190 million during the year, with

an additional improvement of $32 million at B&W.

In addition to a return to operating profitability at every
business unit, we also had considerable success in generating
cash in 2001. We ended the year with a consolidated net invest-
ment that improved by over $190 million during the vear,
with an additional improvement of $32 million at B&W. Cost
reductions in our corporate office and in our operating units’
general and administrative (G&A) expense further contributed
to this impressive turnaround in our cash flow as did our sale
of the Delta companies in October 2001. Subsequent to the
close of 2001, we announced our intention to also divest
Hudson Products Corporation. These efforts generated the cash
that was needed to meet the March 15, 2002, debt maturity
and support our plan to restore strength to our balance sheet.
They are also consistent with the aforementioned operating
strategy of concentrating on our three core franchise name
business units.

Besides addressing basic profitability, cash flow and G&A
issues this time last year, I also articulated several goals geared
to a strengthened balance sheet, a simpler corporate structure
and resolution of B&W’s asbestos-driven Chapter 11 proceeding.
While none of these goals can be put in the column marked
100% achieved, we made considerable progress on each.

Through the several efforts outlined above, our overall
liquidity turned impressively, coming from negative operating
cash flow of $49 million in 2000 to positive operating cash
flow of $175 million in 2001, Because of this improvement,
we were able to end the year with no borrowings against our
credit facilities, repurchase $29 million in aggregate principal
amount of McDermott Incorporated’s 9 3/8% public debt prior
to its March 15, 2002, maturity and redeem the remaining prin-
cipal of $196 million at maturity.

Both the repayment of McDermott Incorporated’s 9 3/8%
public debt due March 2002 and our goal of a simpler corporate
structure were facilitated by McDermott Incorporated’s exercise
of its rights under the Intercompany Agreement subsequent to
the close of the year. This agreement was originally created in
connection with the 1982 corporate inversion, which resulted
in McDermott International, Inc., a Panamanian corporation,
becoming the parent corporation and McDermott Incorporated,
a Delaware corporation and the former parent, becoming a
subsidiary of McDermott International. With its exercise under
the agreement, McDermott Incorporated received 5243 million
in cash, enough to redeem the remaining debt and make pay-
ment on about half of the $85.4 million in tax due on the
proceeds. [ believe clearing up this residue of our history will
enhance McDermott International’s flexibility to recapitalize and
grow shareholders’ equity in a post-B&W Chapter 11 existence.

Probably our greatest disappointment in 2001 was our
inability to successfully negotiate an acceptable resolution to
B&W's asbestos-driven Chapter 11. We have actively and con-
sistently pursued a dual strategy of negotiation and litigation to
resolve B&W's Chapter 11. The cost of litigation is enormous,
but the process has provided us with important victories. The
costs peaked in 2001 as we went to court with a group of
London underwriters who sought to annul their obligations
for insurance coverage of B&W’s asbestos claims and as we
also fought the asbestos plaintiffs’ challenge of certain B&W
asset transfers that occurred as part of a 1998 corporate restruc-
turing. Both of these actions required substantial expenditures
by Babcock & Wilcox and its subsidiaries, the only corporate
entities in Chapter 11, and by McDermott Incorporated.
Additionally, virtually every week of the year brought B&W to
the docket of either the federal Bankruptcy Court or federal
District Court. Expenses relating to these proceedings exceeded




Our mission remains the same—grow our “franchise”

name businesses, improve liguidity and strengthen our

balance sheet, simplify ocur corperate structure amnd

resolve the B&W Chapter 11.

$35 million at B&W and a collective $15 million outside of
B&W. Our operating results were impacted accordingly,

although the actual cost, which includes a sizable drain of
management's time and attention, is even more substantial.

However, our efforts at the courthouse have lent substance
to our long-held belief that B&W's asbestos claims can be
resolved with the assets available to B&W, including applicable
insurance proceeds. The insurance matter, heard in federal
District Court, reconfirmed the integrity of our insurance coverage
block, while the federal Bankruptcy Court’s ruling that B&W
was solvent as of July 1, 1998, provides substantial support to
the validity of the asset transfers. These two court victories are
especially important, and I believe, provide guideposts toward
the ultimate settlement of all the issues of B&W's Chapter 11.
Both the District Court and Bankruptey Court have continued
to maintain aggressive schedules clearly designed to expedite
resolution of the issues.

The list of U.S. companies driven to Chapter 11 by
asbestos claims grew dramatically in 2001 and has continued
to grow in 2002. As this crisis grows in scope, the Rand
Corporation, the Manville Trust and numerous other authoritative
groups continue to point to an unsettling reality: easily more
than 70% of all asbestos claims are filed on behalf of people
who are unimpaired—in other words people with no manifes-
tation of an asbestos related condition. While B&W stands
ready to provide just compensation to those who are truly
ill from exposure to asbestos in its products, clearly this
unprecedented assault on U.S. industry cries out for a legislative
solution. However, with or without legislation, we are committed
to resolving B&W's asbestos exposure on a basis consistent
with the best interest of our shareholders. We will expend
every reasonable effort to reach that resolution in 2002, but

we have no assurance that we can do so.

We entered 2002 with a strong backlog in all our operating
units, and we expect each to show revenue and earnings
improvements over the levels reported in 2001. Our mission
remains the same—grow our “franchise” name businesses,
improve liquidity and strengthen our balance sheet, simplify
our corporate structure and resolve the B&W Chapter 11.

As we strive toward our goals, I appreciate the confirmed
support of all our stakeholders—employees, lenders, share-

holders—and communities where we live and work.

Sincerely,

Bruce W. Wilkinson
Chairman of the Board and
Chief Executive Officer
March 2002




J. Ray McDermott

The yea-r end backlog was its highest since
1991 and provides significant momentum to
J. Ray McDermott for 2002 and beyond.




Marine Construction Services
Year Ended

Millions of dollars

Marine Construction Backlog
Year Ended Millions of dollars

12/31/01 12/31/00

Revenues
Segment Income (Loss)
Backlog

Segment Assets
Capital Expenditures
Depreciation and
Amortization

J. Ray McDermott

As high commodity prices in 2000 and early 2001 stimulated the
spending plans of its customers, J. Ray McDermott saw its most
active year for new bookings in recent history. From its low in
June 2000, the marine construction backlog grew more than five
times by the end of 2001, from $312 million to $1.8 billion. The
ending backlog is the highest since 1991 and provides significant
momentum to J. Ray McDermott for 2002 and bevond.

The improvements reflect both the worldwide strength of
marine construction markets and J. Ray McDermott’s worldwide
presence. To provide capacity for the record level of fabrication
work that began in 2001, fabrication yards were reopened and
reconfigured to improve capacity.

These facilities play an important role not only-in their
local markets, but also in J. Ray McDermott's global engineer-
procure-construct capability. Two important spar projects—
Murphy Medusa and Dominion Devils Tower—marked the
emergence of a strategy to utilize worldwide assets for deepwater
development in the Gulf of Mexico. The hulls for these floating
production facilities will be fabricated in the Middle East and Far
East, while the topside components will be fabricated in our U.S.
Gulf Coast facilities.

As it began this new phase in its involvement in spar
platforms, J. Ray McDermott also worked in its traditional role
on two important projects for Kerr McGee and began its largest
ever fabrication program with work for BP. Kerr McGee's
Nansen and Boomvang topsides were completed during 2001,
with the Nansen installation completed in 2001 and the
Boomvang installation to be completed in 2002. Work on topsides
for BP’s deepwater program in the Gulf of Mexico, which
includes at least two spar platforms and two other floating facili-
ties, was under way in the second half of 2001 at the Morgan
City, Louisiana, fabrication facility. The Morgan City facility is
exclusively dedicated to BP over the next several years.

848.5 $ 757.5
21.3 $ (31.7)
1,800.5 $ 541.8

1010.3 $ 896.8
25.7 $ 31.3

46.6 $ 458

In the Far East, work commenced in support of Conoco’s
Belenak development in Indonesia. Also under way during 2001
was Phillips’ Bayu Undan project, which includes two jackets
being fabricated at Batam for installation with associated
pipelines in the East Timor Sea.

In the Middle East, fabrication and installation projects
were under way for Qatar's Rasgas Upstream LNG facilities and
EIf Nigeria’s 11,000 tonne Amenam process platform. Projects
recently completed include those for Shell Nigeria, Qatar
Petroleum and Saudi Aramco.

The improvement in activity during the year, including the
completion of several large projects, helped J. Ray McDermott
increase revenues by about 12%. As activity increased, segment
operating results made an improvement of over $50 million in
2001. In addition, J. Ray McDermott’s net investment position
improved by over $145 million.

While traditional markets provided substantial activity in
2001, J. Ray McDermott also marked success in emerging markets.
Most notable was the award of contracts valued at $320 million
for the fabrication of topsides and the installation of offshore
pipelines in the Azerbaijan sector of the Caspian Sea.

J. Ray McDermott initiated an Atlantic plan, with the award of
a project off Argentina in the South Atlantic Ocean and the
establishment of 2 new presence in West Africa.

Results in 2002 will be driven by work awarded to
J. Ray McDermott in the previous year. As the year begins, low
commodity prices affect the outlook for marine work, and
new work in the Gulf of Mexico and Far East is likely to be
delayed until there is an indication of recovery. However, more
opportunities are emerging in the Atlantic, off Africa and Brazil.
In the Middle East, new projects, stimulated primarily by natural
gas demand, have lifted the market to its highest levels in

several years while activity in the Caspian Region looks set to

continue through 2006.




Babcock & Wilcox
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Babcock & Wilcox had a year of dramatically
improved performance, strong bookings

and continued growth in nearly all areas
of operation.




Power Generation Systems*
Year Ended

Millions of dollars

B&W Revenue
Year Ended Millions of dollars

12/31/01 12/31/00

Revenues
Segment Income (Loss)
Backlog

Segment Assets
Capital Expenditures

Depreciation and Amortization $ 17.9 3 17.0

* Includes results of entities currently in Chapter 11 reorganization as well as

$ 1,479.7 $1,196.3

$ 89.0 $ (35.6)
$ 1,429.7 $1,079.3

$ 2,107.3 $ 2,053.4
$ 10.8 8 14.3

99 00 01

O Service Revenue OEM Revenue

other entities managed by Babcock & Wilcox. Results include legal and other
expenses related to B&W's asbestos claims of approximately $35.2 million in

2001 and $21.6 million in 2000.

Babeock & Wileox

Even as the world's electricity demands continued to grow,

the power industry remained volatile as The Babcock & Wilcox
Company's (B&W) customers weighed future needs against
current financial constraints. In the United States. increased
power requirements and a spike in natural gas prices early in
the year led to intense interest in new coal-fired power plants;
however, the subsequent downturn in the economy and softening
of natural gas prices had a quick and dramatic negative impact
as the year progressed. Though the U.S. service market
remained strong, many new power projects on the horizon were
canceled or delayed indefinitely as utilities struggled to react o
the rapidly changing economic outlook.

Adjusting to these market conditions, B&W had a vear of
dramatically improved performance, strong bookings and contin-
ued growth in nearly all areas of operation as it strengthened
its focus on aftermarket services to its traditional North American
market. The year also saw a renewed emphasis on excellence
in project execution and process improvement, with the launch
of an employee-driven quality enhancement program and several
comprehensive project-automation projects.

B&W ended 2001 with revenues of more than $1.4 billion
and a backlog of over $1.3 billion. It posted nearly a 20% rev-
enue increase for the second vear in a row, driven primarily by
strong bookings in service and construction units,

Major achievements during the year included winning a
$130 million environmental contract to supply selective catalytic
reduction (SCR) systems for a major Canadian utility, as well as
the successful completions of a 550MW boiler replacement,
finished in less than 22 months, and two large SCRs for a major
utility in the northeastern United States. Whether providing envi-
ronmental equipment, original equipment or replacement parts
and services, B&W continued to build on its reputation for
excellence throughout the year, providing value-added solutions

to meet its custormners’ energy needs.

Other 2001 highlights included:

e bookings of more than $1.8 billion, primarily in the U.S. service
and construction markets;
delivery of the steam drum to the only new capacity pulverized
coal-fired power plant currently being built in the United
States—an 80MW plant in Wyoming;
ongoing long-term bookings for SCR systems in the U.S.,
recognizing B&W's experience-based solutions for customers’
cost and schedule requirements;
further penetration into the market for NOx reduction in
tangential-fired boilers;
completion of full-scale testing of advanced mercury removal
technology at 55MW and 1300MW sites in Michigan and Ohio;
continued dominance in the North American nuclear steam
generator market and successful expansion into the growing

reactor closure head and spent fuel cask markets;

ongoing strategic growth of the Diamond Power International

unit with the acquisition of Diamond Electronics industrial
camera business;
sustained emphasis on world sourcing of raw materials resulting

in significant cost savings across the organization.

Going forward, even as B&W strives to enhance value
and anticipate market demands, achieving profitable, predictable
results will remain its top priority. Whether aggressively
driving improvement in productivity and excellence in project
execution, enhancing relationships with customers or identifying
opportunities for strategic growth. a renewed sense of urgency,
objectivity and accountability is apparent throughout B&W. Now,
more than ever before, B&W and its employees are dedicated to
safeguarding their hard-earned reputation as the world's premier
boilermaker. They are committed to making smart decisions,
delivering solid improvements to the bottom line and powering
the world through teamwork and innovation.




BWX Technologies

BWXT’s success has been built on its reputa-
tion for excellence as a manufacturer of

nuclear components and energy products for
its primary customer, the U.S. Government.




Government Operations BWX Operating Performance

BWX Technologies
McDermott International's Government Operations segment
consists of BWX Technologies (BWXT) and its joint ventures,
These operations reported revenues of $472.4 million in 2001.

BWXT continues to be a diversified manufacturer of
nuclear components and advanced energy products for its
primary customer, the U.S. Government. BWXT’s unique
capabilities and management experience with nuclear facilities
operations and special nuclear materials is being utilized at
U.S. Department of Energy (DOE) sites in ten states.

In addition to its leadership in the environmental restora-
tion of former defense nuclear facilities, BWXT’s presence in
support of nuclear facilities operations for the National Nuclear
Security Administration (NNSA) grew to three times its original
size. BWXT teams at the sites perform vital work for our national
security, such as final nuclear weapons assembly, manufacturing
critical weapons components and safeguarding a substantial
portion of our nation’s defense nuclear material stockpile.

BWXT's role in the U.S. DOE market now includes the
management of prime contracts with budgets of over
$300 million at each of two sites. In early 2001, BWXT
assumed management and operating (M&O) responsibility for
the Pantex plant near Amarillo, Texas. BWXT is also the lead
contractor at the Y-12 facility in Oak Ridge, Tennessee. The

combined annual budget for these sites is nearly $1 billion,

Year Ended  Year Ended Millions of dollars
Millions of dollars 12/31/01 12/31/00
Revenues $ a72.4 $ 431.3 $ 60 -
Segment Income 54.8 $ 43.9 $ 40 -
Backlog $ 1,008.4 $ 1,078.8
$ 20 -
Segment Assets $ 245.8 $ 229.8
Capital Expenditures $ 18.7 $ 15.3 $ O-
Depreciation and Amortization $ 9.3 $ 9.3

which BWXT manages on behalf of the U.S. Government.
Also in 2001, BWXT Services, Inc. (BWXS) was awarded
a five-year contract by the University of California for nuclear
facilities operations advisory and assistance support services

at Los Alamos National Laboratories.

With the renewed emphasis on national security since
the tragic events of September 11, 2001, BWXT is evaluating
potentially expanded markets initiated by President Bush’s
nuclear arms reduction agreements and nuclear
non-proliferation directives.

BWXT’s operations in Virginia, Ohio and Indiana focus
on products for America’s defense needs. Facility upgrades to
enhance manufacturing capabilities have been conducted at all
of these sites, improving reliability and product quality. In
response to increased forecasts in defense spending, state-of-
the-art equipment and personnel are being added. BWXT
continued the production of medical targets and research/test
reactor components and the downblending of highly
enriched uranium. Productivity records were set in the

downblending operations.




Industrial Operations*

Millions of dollars

Year Ended

Year Ended

12/31/01 12/31/00

Revenues
Segment Income (Loss)
Backlog

Segment Assets
Capital Expenditures

$

%
$

Depreciation and Amortization $

601.7 504.0

12.6 11.3

39.3 396.4
46.4
3.4
3.2

%
$
$

132.6
2.0
3.9

* Includes results from McDermott's engineering and construction

business through October 29, 2001

Industrial Operations

For most of 2001, our Industrial Operations consisted of the
Delia companies, McDermott's engineering and construction
business based in Canada; Hudson Products, a manufacturer
of heat-exchange equipment; and McDermott Technology Inc.

(MTI), the technology development arm of our company,

which supports all our units and provides contract research
and development.

In October 2001, we sold the engineering and construction
business as part of McDermott’s focus on its core marine
construction, power generation and government businesses.

With the sale of the Delta companies, Industrial
Operations were refocused on Hudson Products and McDermott
Technology. Hudson is a leader in the design, manufacture and
servicing of heat transfer equipment for the petroleum, chemical,
gas processing and electric utility industries. Hudson’s state-of-
the-art faciliries include metal-working machinery, computerized
fiberglass molding equipment, wind tunnel thermal labs, and
full-scale fan test stands. Hudson also provides computational
fluid dynamics modeling for new or existing plants to predict

or solve hot-air recirculation problems.

Hudson's products are manufactured and sold under
internationally recognized trademarks such as Fin-Fan®
Air-Cooled Heat Exchangers, Hy-Fin* Extruded Finned Tubing,
and Tuf-Lite® and Tuf-Lite II® FRP Axial Flow Fans for air coolers
and cooling towers. Other Hudson trademarks include the
Stac-Flo® and Steamflo® air-cooled steam condensers and
Heatflo® air-preheaters and Thermflo® process and tank heaters.

Subsequent to the end of 2001, we announced our
intention to sell Hudson as part of our focus on our core
business operating strategy and generation of cash to strengthen
our balance sheet.

MTI posted significant progress in the development of
solid oxide fuel cell power systems technology during 2001.

A joint proposal with Cummins Power Generation to develop

a 10KW solid oxide fuel cell power generator for recreational
vehicles and similar applications was accepted by the
Department of Energy, and the team was placed under contract
late in 2001. In addition to fuel cells, product development work
at MTI included successtul completion of the detailed design
of two integrated fuel-processing systems to generate hydrogen
(for fuel cells) from distillate fuels.
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Statements we make in this Annual Report on Form 10-K which express a belief, expectation or intention, as well as those that are
not historical fact, are forward-looking staiements within the meaning of the Private Securities Litigation Reform Act of 1995. These
forward-looking sfatements are subject fo various risks, uncertainties and assumptions, including those to which we refer under the
headings “Risk Factors” and “Cautionary Statement Concerning Forward-Looking Statements” in ltems 1 and 2 of Part | of this
report.

PART I
ltems 1. and 2. BUSINESS AND PROPERTIES
A. GENERAL

McDermott International, Inc. (“MII”) was incorporated under the laws of the Republic of Panama in 1959 and is the parent company of
the McDarmott group of companies, which includes:

e J. Ray McDermott, S.A. (" JRM"), a Panamanian subsidiary of M|, and its consolidated subsidiaries;

e  McDermott Incorporated (*MI"), a Delaware subsidiary of Mil, and its consolidated subsidiaries;

e  Babcock & Wilcox Investment Company {* BWICO"), a Delaware subsidiary of Mi, and its consolidated subsidiaries;

e  BWXTechnologies, Inc. (*BWXT"), a Delaware subsidiary of BWICO, and its consolidated subsidiaries; and

e  The Babcock & Wilcox Company (* B&W), an unconsolidated Delaware subsidiary of BWICO.

In this Annual Report on Form 10-K, unless the context otherwise indicates, “we,” “us” and “our” mean Mil and its consolidated
subsidiaries.

On February 22, 2000, B&W and certain of its subsidiaries filed a voluntary petition in the U.S. Bankruptcy Court for the Eastern
District of Louisiana in New Orleans (the “Bankruptey Courl”) to reorganize under Chapter 11 of the U.S. Bankruptcy Code. B&W and
thess subsidiaries took this action as a means {o determine and comprehensively resolve their ashestos ligbility. As of February 22,
2000, B&W's operations have been subject to the jurisdiction of the Bankruptcy Court and, as a result, our access fo cash flows of
B&W and its subsidiaries is restricted. The B&W Chapter 11 proceedings require a significant amount of management’s attention,
and they represent an uncertainty in the financial marketplace. See Section K for further information concerning the effecis of the
Chapter 11 filing.

Due to the bankruptcy filing, effective February 22, 2000, we no longer consolidate B&W's financial results in our consolidated
financial statements, and we present our investment in B&W on the cost method. When B&W emerges from the jurisdiction of the
Bankruptcy Court, the subsequent accounting will be determined based upon the applicable circumstances and facts at such time,
including the terms of any plan of rearganization. Sez ltem 7 - Management's Discussion and Analysis of Financial Condition and
Results of Operations - The Babcock & Wilcox Company and Note 20 to the consolidated financial statements for further information
on B&W.

On August 3, 1989, our Board of Directors approved the change of our fiscal year from a year ending on March 31 to the new fiscal
year end of December 31,

We operate in four business segments:

o  Marine Construction Services includes the results of operations of JRM and its subsidiaries, which supply worldwide services
to customers in the offshore oil and gas exploration and production and hydrocarbon processing industries and to other
marine construction companies. This segment’s principal activities include the design, engineering, fabrication and
installation of offshore drilling and production platforms and other specialized structures, modular facilities, marine pipelines
and subsea production systems and procurement activities. This segment also provides comprehensive project management

services, feasibility studies, procurement activities, and removal, salvage and refurbishment services for offshore fixed




platforms. This segment operates throughout the world in most major offshore oil and gas producing regions, including the
Guif of Mexico, the North Sea, West Africa, South America, the Middie East, India and the Far East.

e  Government Operations includes the results of operations of BWXT. This segment is the sole supplier of nuclear fuel
assemblies and major nuclear reactor components for certain U.S. Government programs and provides services to the U.S.
Government, including uranium processing, environmental site restoration services and management and operating services
for various U.S. Government-owned facilities, primarily within the nuclear weapons complex of the U.S. Depariment of Energy
(“DOE"), .

o Industrial Operations includes the results of operations of Hudson Products Corporation (“HPC”) and McDermott Technology,
Inc. (“MTI"). MTI performs research activities for our other segments and markets, negotiates and administers research and
development contracts. HPC supplies air-cooled heat exchangers and other manufactured products for industrial process
systems. This segment also includes, through its date of sale, the results of operations of McDermott Engineers &
Constructors (Canada) Ltd. (“MECL"), a subsidiary through which we provided project management, conceptual and process
design, front-end engineering and design, detailed engineering, procurement, construction management and contract
maintenance services to customers in a wide range of industries. We sold MECL to a unit of Jacobs Engineering Group Inc. on
October 29, 2001. We expect to sell our interest in HPC in 2002, although no specific agreement exists at this time.

s Power Generation Systems includas the results of operations of our Power Generation Group, which is conducted primarily
through B&W and its subsidiaries. This segment provides a variety of services, equipment and systems to generate steam
and electric power at energy facilities worldwide. Due to B&W's Chapter 11 filing, effective February 22, 2000, we no longer
consolidate B&W's and its subsidiaries’ results of aperations in our consolidated financial statements. Through February 21,
2000, B&W's and its subsidiaries' results are reported as Power Generation Systems — B&W in the segment information that
follows. See Note 20 to the consolidated financial statements for the consolidated results of B&W and its subsidiaries.

The following tables summarize our revenues and operating income for the years ended December 31, 2001, 2000 and 1988, See Note 17
to our consolidated financial statements for additional information with respect to our business segments and operations in different

geographic areas.
Year Ended
December 31,
2001 2000 1999
(Unaudited)
(In Millions)
REVENUES
Marine Construction Services $ 8485 $ 7575 § 7373
Government Operations 4724 431.3 398.5
Industrial Operations 601.7 504.0 4885
Power Generation Systems — B&W - 155.8 1,020.7
Power Generation Systems 478 338 0.3
Eliminations {0.6) (4.6) (4.9)
$ 1,909, Bl 040,




Year Ended

December 31,
2001 2000 1999
(Unaudited)
(In Millions)
OPERATING INCOME:

Segment Operating Income {Loss):
Marine Construction Services $ 145 $ (336) § 434
Government Operations 31.9 349 482
Industrial Operations 12.3 12.3 13.4
Power Generation Systems - B&W - 7.2 306
Power Generation Systems (3.6) {7.8) (0.9)

$ 551§ 30§ 1344

Gain (Loss) on Asset Disposals
and Impairments - Net:

Marine Construction Services $ (36) § (10 § (219
Government Cperations (0.1) - 0.9
Industrial Operations - (1.2) (0.5)
Power Generation Systems — B&W - - 24

Power Generation Systems - 1.0

] (Z;J) d 22) % {20.2)

Income (Loss) from Investees:

Marine Construction Services $ 104 $ 29 § (2.9)
Government Operations 23.0 111 6.6
Industrial Operations 0.3 0.1 (2.0)
Power Generation Systems - B&W - 0.8 35
Power Generation Systems 0.8 (24.8) (15.1)

9 343 3§ @7 § (kY
Corporate (5.1) 8.0 (30.1)

3 806 5 5T 3 5/.2
~ See Note 17 to the consolidated financial statements for further information on Corporale.

B. MARINE CONSTRUCTION SERVICES
General

In January 1895, we organized JRM and contributed substantially all of our marine construction services business to it. JRM then
acquired Offshore Pipelines, Inc. (*OPI") in @ merger transaction. Prior to the merger with OPI, JRM was a wholly owned subsidiary of
Mil; as a result of the merger, JRM became 2 majority-owned subsidiary of Mil. n June 1999, Mil acquired all of the publicly held shares
of JRM common stock.

The Marine Construction Sarvices segment’s business involves the basic and detailed design, engineering, fabrication and installation of
offshore drilling and production platforms and other specialized structures, modular facilities, marine pipelines and subsea production
systems and procurement activities. This segment also provides comprehensive project management services, feasibility studies,
procurament activities, and removal, salvage and refurbishment services for offshore fixed platforms. This segment operates

throughout the world in most major offshore oil and gas producing regions, including the Gulf of Mexico, the North Sea, West Africa,
South America, the Middle East, India and the Far East.

At December 31, 2001, JRM owned or operated five fabrication facilities throughout the world. Its principal domestic fabrication yard and
offshore basa is located on 1,114 leased acres of land near Morgan City, Louisiana. It also owns or operates fabrication facilities in the
following locations: near Corpus Christi, Texas; near Inverness, Scotland; in Indonesia on Batam Island; and in Jebe! Ali, UA.E. JRM

also owns and operates, through a 95% interest in a consolidated subsidiary, a ship repair yard in Veracruz, Mexico, which is also used
as a fabrication facility.




JRM's fabrication facilities are equipped with a wide variety of heavy<duty construction and fabrication equipment, including cranes,
welding equipment, machine tools and robotic and other automated equipment, most of which is movable. JRM can fabricate a full
range of offshore structures, from conventional jacket-type fixed platforms to despwater platform configurations employing compliant-
tower, tension leg, floating production platform and spar technology. JRM also fabricates platform deck structures and modular
components, including complete production processing systems, hydrocarbon separation and treatment systems, pressure and flow
control systems and personnel quarters.

Expiration dates, including renewal options, of leases covering land for JRM's fabrication yards at December 31, 2001, were as follows:

Morgan City, Louisiana Years 2004-2048
Jebel Ali, UAE. Year 2005
Batam Island, Indonesia Year 2008

JRM owns a large flest of marine equipment used in major offshore construction. The nuclsus of a "construction spread” is a large
derrick barge, pipelaying barge or combination derrick-pipelaying barge capable of offshore operations for en extended period of time in
remote locations, At December 31, 2001, JRM owned or, through ownership interests in joint ventures, had interests in four derrick
vessels, one pipelaying vessel and nine combination derrick-pipelaying vessels. The lifting capacities of the derrick and combination
derrick-pipelaying vessels range from 800 to 5,000 tons. These vessels range in length from 400 to 698 feet and are fully equipped with
stiff leg or revolving cranes, auxiliary cranes, welding equipment, pile-driving hammers, anchor winches and a variety of additional gear.
JRM's largest vessel is the semi-submersible derrick barge 101.

JRM owns or leases a substantial number of other vessels, such as tugboats, utility boats, launch barges and cargo barges, {o support
the operations of its major marine construction vessels.

JRM participates in joint ventures involving operations in foreign countries that require majarity ownership by local interests. Through a
subsidiary, JRM also participated in an equally owned joint venture with the Brown & Root Energy Services unit of Halliburton Company
("Brown & Root"), which was formed in February 1995 to combine the operations of JRM's Inverness and Brown & Root's Nigg
fabrication facilities in Scotland. This joint venture was terminated effective June 30, 2001. In addiiion, JRM owns a 49% interest in
Construcciones Maritimas Mexicanas, S.A. de C.V., a Mexican joint venture, which provides marine installation services in the Gulf of
Mexico. We account for these joint ventures using the equity method.

Foreign Operations

JRAM's revenues, net of intersegment revenues, segment income derived from operations located outside of the United States, and the
approximate percentages to our total consolidated revenues and total consolidated segment income, respectively, follow:

Revenues Segrnent Income
Amount Percent Amount  Percent
(Dollars in thousands)
Year ended December 31, 2001 $ 327604 7% $ 8801 10%
Year ended December 31, 2000 $ 494688 26% $§ 5865 54%

Nine-month period ended December 31, 1999 $ 182120 10% $ (18,724) -

Raw Materials

Our Marine Construction Services segment uses raw materials, such as carbon and alloy steels in various forms, welding gases,
concrete, fuel oil and gasoline, that are available from many sources. JRM is not dependent upon any single supplier or source for any
of these materials. Although shortages of some of these materials and fuels have existed from time to time, no serious shortage exists
&t the present time.
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Customers and Competition

Our iMarine Construction Services segment's principal customers are oil and gas companies, including several foreign government-
owned companies. These customers contract with JRM for the design, engineering, fabrication and installation of offshore drilling and
production platforms and other specialized structures, modular facilities, marine pipelines and subsea production systems. Coniracts
are usually awerded on a competitive-bid basis. A number of companies compete effectively with JRM and its joint ventures in each of
the separate marine construction phases in various paris of the world. These competitors include Coflexip Stena Offshore, Ltd., Gulf
Island Fabrication, Inc., Hyundai Heavy industries, Stolt Gifshore S.A., Global industries Ltd., Saipem S.p.A. and Heerema Offshore
Construction Group, Inc.

Our Marine Construction Services segment performs a substantial number of projects on a fixed-price basis. This segment attempts to
cover increased costs of anticipated changes in labor, material and service costs of our long-term contracts, either through an
estimation of such changes, which is reflected in the original price, or through price escalation clauses. Despite these attempts,
however, the revenue, cost and gross profit realized on a fixed-price contract will often vary from the estimated amounts because of
changes in job conditions and variations in labor and equipment productivity over the term of the contract. Our Marine Construction
Services segment may experience reduced profitability or losses on projects as a result of thase variations and the risks inharent in the
marine construction industry.

Backlog

At December 31, 2001 and 2000, our Marine Construction Services segment’s backiog amounted to $1,800,491,000 and $541,647,000,
respectively. This represents approximately 62% and 26%, respectively, of our total consolidated backlog. Of the December 31, 2001
backlog, we expect to recognize approximately $924,997,000 in revenues in 2002, $733,571,000 in 2003 and $71,923,000 in 2004.

JRM has historically performed worlc on a fixed-price, cost-plus or day-rate basis or a combination thereof. More recently, certain
contracts have introduced a risk-and-reward element wherein a portion of total compensation is tied to the overall performance of the
partners in an alliance. Most of JRM's long-term contracts have provisions for progress payments.

During the year ended December 31, 2001, our Marine Construction Services segment was awarded the following contracts, among
others:
 acontract for approximately $382,000,000 from British Petroleum to fabricate despwater projects in the Gulf of Mexico;
e two contracts totaling approximately $320,000,000 for Azerbaijan International Operating Company to fabricate, assemble,
hook-up and commission an integrated deck and install four pipelines for a compressor and water injection platform;
o acontract for approximately $200,000,000 for Dominion Exploration & Production, Inc. to engineer, procure, fabricate and
install a spar platform in the Gulf of Mexico;
o a contract for approximately $200,000,000 for Murphy Oil Corporation to engingar, procure, fabricate and install a spar
offshore production facility in the despwater Gulf of Mexico;
o contracts for approximately $160,000,000 for subsidiaries of TotalFinaElf S.A. to enginesr, procure, fabricate and install two
production platforms and install offshore flowlines; and

= acontract for approximately $156,000,000 for Pertamina and its construction-sharing contractor, Conoco Indonesia Inc.
Limited, to design, procure, fabricate and install two wellhead platforms and install related subsea pipelines in the South

China Sea.




Factors Affecting Demand

Our Marine Construction Services segment’s activity depends mainly on the capital expenditures of cil and gas companies and foreign
governments for developmental construction. Numerous factors infiuence these expenditures, including:

o oil and gas prices, along with expectations about future prices;

o the cost of exploring for, producing and delivering ol and gas;

o the terms and conditions of offshore leases;

o the discovery rates of new oil and gas reserves in offshore areas;

o the ability of businesses in the oil and gas industry to raise capital; and

o local and international political and economic conditions.

Ses Section K for further information on factors affecting demand.

C. GOVERNMENT OPERATIONS
General

Qur Government Operations segment provides nuclear fuel assemblies, nuclear reactor components and other equipment and services
to the U.S. Government. It is also proceeding with new government projects and is exploring new programs that require the
technological capabilities it has developed as a government coniractor. Examples of these activities include environmental restoration
services and the management of government-owned facilities, primarily within the nuclear weapons complex of the DOE.

This segment’s principal plants are located in Lynchburg, Virginia and Barberton, Ohio. BWXT conducts substantially all the operations
of the Government Operations segment.

Raw Materials

Our Government Operations segment does not depend on a single source of supply for any significant raw materials, except for
uranium, which the U.S. Government owns and provides to us for use in the nuclear fuel assemblies we supply to the U.S. Government,

Customers and Competition

Our Government Operations’ segment is the sole supplier of all nuclear fuel assemblies and major nuclear reactor components for
certain U.S. Government programs. There are a limited number of suppliers of small nuclear components, with one of our subsidiaries,
BWHXT, being the largest based on revenues. Through the operations of this segment, we are also involved along with other companies
in the operation of:

o the ldaho National Engineering and Environmental Laboratory near Idaho Falls, ldaho;

o the Rocky Flats Environmental Technology Site near Boulder, Colorado;

o  the Savannah River Site in Aiken, South Carolina;

o  the Strategic Pstroleum Reserve in and around New Orleans, Louisiang;

e the Pantex Site in Amarillo, Texas; and

e the Oak Ridge National Lab Site (the “Y-12” facility) in Oak Ridge, Tennessee.

All of these contracts are subject fo annual funding determinations by the U.S. Government.

The U.S. Government accounted for approximately 23%, 22% and 16% of our total consolidated revenues for the years ended
December 31, 2001 and 2000 and the nine-month period ended December 31, 1999, respectively, mcludmg 17%, 16% and 11%,
respectively, related to nuclear fuel assemblies and reactor components.




Backlog

At Dacember 31, 2001 and 2000, our Government Operations segment's backleg amounted to $1,008,357,000 and $1,078,803,000, or
approximately 35% and 52%, respectively, of our total consolidated backlog. Of the December 31, 2001 backlog in this segment, we
expect to recognize revenues of approximately $404,010,000 in 2002, $285,351,000 in 2003 and $318,985,000 thereafier, of which we
expect {o recognize epproximately 8% in 2004 through 2005. At December 31, 2001, this segment's backlog with the U.S. Government
was $853,228,000 (of which $34,607,000 had not yet been funded), or approximately 33% of our total consolidaied backlog. The
December 31, 2001 U.S. Government bacldog includes only the current year funding for the DOE's Mound Site in Miamisburg, Ghio.
During the yeer ended December 31, 2001, the U.S. Government awarded this segment new orders of approximetely $270,000,000.

Factors Affecting Demand

This segment's operations are generally capifal intensive. This segment may be impacted by U.S. Government budget restraints.

The demand for nuclear fuel assemblies and reactor components for the U.S. Government comprises a substantial portion of this
segment's backlog. We expect that orders for nuclear fue! assemblies and nuclear reactor components will continug to be an increasing
part of bacllog for the foreseeable future.

On February 22, 2002, the DOE announced that it will sesk bids for 2 new contract it intends to award for the accelerated remediation and
cleanup of the Mound Site. BWXT intends to respond to the DOE's Reguest for Proposal.

Ses Section K for further information on factors affecting demand.

D. INDUSTRIAL OPERATIONS
General

Our Industrial Cperations segment includes the results of our enginesring and construction operations, HPC and MTI.

On October 29, 2001, we sold MECL to a unit of Jacobs Enginearing Group Inc. MECL had revenues of approximately $507,223,000 and
segment income of approximately $9,684,000 through the date of the sale. We recognized a gain of approximately $28,000,000 on the
sele.

HPC's principal plant is located near Houston, Texas. Cne of HPC's unconsolidated affiliates has a plant in Monterrey, Mexico, which
manufectures axiel flow fans and structural components for air-cooled heat exchangers. We expect to sell our intersst in HPC in 2002,
although no specific agreement exists at this time. MTI's research and development facilities are located in Alliance, Ohio and
Lynchburg, Virginia.

Foreign Operations

Cur Industrial Operations segment’s revenuss, nat of intersegment revenues, segment income derived from operations located outside

of the United States, and the approximate perceniages to our total consolidated revenues and total consolidaied segment income,
respectively, follow:




Revenues Segment Income
Amount  Percent Amount  Percent

(Dollars in thousands)
Year ended Dscember 31, 2001 $ 507,223 26% § 10083 12%
Year ended December 31, 2000 $ 425980 2% $ 9715 802%

Nine-month period ended December 31, 1999 $ 308,175 6% §$ 6582 %

Raw Materials

Our Industrial Operations segment uses raw materials such as carbon and alloy steels in various forms, including plates, bars, sheets
and pipes, and aluminum pipes, aluminum strips, fiberglass cloth and epoxy resins. We purchase the majority of those raw materials
and components as needed for individual contracts. We carry additional quantities of raw materials as base stock for jobs requiring
quick turnaround. Although extended lead times for certain raw materials have existed from time to time, no serious shortage exists at
the present time, and we do not expect any significant shortage in the foresesable future. We do not depend on a single source of supply
for any significant raw materials that we use in the operations of this segment.

Customers and Competition

Cur Industrial Operations segment’s principal customers include oil and natural gas producers, the electric power generation industry,
petrochemical and chemical processing companies, state and federal government agencies and nonprofit utility groups.

Our customers typically award equipment orders for items such as air-cooled heat exchangers after scliciting competitive bids. In both
the U.S. and international markets, this segment competes with a number of domestic and foreign-based companies specidizing in air-
cooled heat exchanger equipment.

Backlog

At December 31, 2601 and 2000, our Industrial Operations segment’s backlog amounted to $39,264,000 and $395,429,000, or
approximately 1% and 19%, respectively, of our total consolidated backlog. Of the December 31, 2001 backlog, we expect that we will
recognize approximately $33,194,000 in revenues in 2002, $4,000,000 in 2003 and $2,070,000 thereafter.

Factors Affecting Demand

The eguipment and services we provide through our Industrial Operations segment are somewnhat capital intensive, and the demand for
such equipment and services is affected by variations in the business cycles of this segment’s customers' industries and in the overall
economies in their geographic regions. Variations in business cycles are affected by, among other things, the price of oil. Legislative
and regulatory issues, such as environmental regulation and fluctuations in U.S. Government funding patterns, also affect the customers
of our Industrial Operations segment. Seasonal plant outages, business cycles and economic conditions cause variations in availability
of funds for investment and maintenance at customers' facilities.

See Section X for further information on factors affecting demand.

E. POWER GENERATION SYSTEMS

B&W Reorganization

B&W and its subsidiaries conduct most of the operations of our Power Generation Systems segment. On February 22, 2000, B&W and
certain of its subsidiaries filed a voluntary petition in the U.S. Bankruptcy Court for the Eastern District of Louisiana in New Orleans
to reorganize under Chapter 11 of the U.S. Bankrupicy Code. Due to the Chapter 11 filing, effective February 22, 2000, we no longer




consolidate B&W's financial resulis in our consolidated financial statements. For additional information concerning these
developments, see Notes 1 and 20 to the consolidated financial statements.

General

Our Power Generation Systems segment:

e  provides engineered-to-order services, products and systems for energy conversion worldwide and related industrial
eguipment, such as burners, pulverizer mills, soot blowers and ash handlers;

o manufactures heavy-pressure equipment for energy conversion, such as boilers fueled by coal, oil, bitumen, natural gas, solid
municipal waste, biomass and other fuels;

o fabricates steam generators for nuclear power plants;

o  designs and supplies environmental contro! systems, including both wet and dry scrubbers for flue gas desulfurization,
modules for selective catalytic reduction of nitrogen oxides and electrostatic precipitators and similar devices;

o  supports operating plants with 2 wide variely of services, including the installation of new systems and replacement parts,
engineering upgrades, consfruction, maintenance and field technical services such as condition assessments;

o  provides inventory services to help customers respond quickly to plant interruptions and assist construction crews in
maintaining and repairing operating equipment; and

o  provides power through cogeneration, refuse-fucled power plants, and other independent power-producing facilities and
participates in this market as 2 contractor for engineer-procure-construct services, as an equipment supplier, as an operations
and maintenance contractor and as an owner.

Our Power Generation Systems segment's principal manufaciuring plants are located in West Point, Mississippi; Esjberg, Denmark;
Lancaster, Ohio; and Cambridge, Ontario, Canada. B&W owns each of these plants. This segment also operates an independent power
facility located in Ebensburg, Pennsylvania. This segment's equity investess’ foreign plants are located in Beijing, China; Batam Island,
Indonesia; and Pune, India.

Foreign Operations

Our Power Generation Systems segment’s revenues, net of intersegment revenues, segment income derived from operations located
outside of the United States, and the approximate percentages to our total consolidated revenues and total consolidated segment
income, respectively, follow:

Revenues Segment Income
Amount  Percent Amount Percent
(Dollars in thousands)
Year ended December 31, 2001 $ 47778 2% $ (3051) -
Year ended December 31, 2000 $ 48593 % § (32985 -

Nine-month period ended Dacember 31, 1999 $ 154,324 8% § 30150 3B3%

This segment engineers and builds products for installation at its United States, Canadian and Denmark facilities, as well as at the
facilities of this segment's equity investess in Ching, Indonesia and India.

Raw Materials

Our Power Gsneration Systems segment uses raw materials such as carbon and alloy stesls in various forms, including plates, forgings,
structurels, bars, sheets, strips, heavy wall pipes and tubes. We also purchase many components and accessories for assembly. We
generally purchase these raw materials and components as nesded for individual contracts. Although shortages of some raw materials

have existed from time to time, no serious shortage exists at the present time. This segment does not depend on a single source of

supply for any significant raw materials.




Customers and Competition

Our Power Generation Systems segment’s principal customers are government- and investor-owned utilities and independent power
producers, businesses in various process industries, such as pulp and paper mills, petrochemical plants, oil refineries and steel mills,
and other steam-using businesses and institutions. The electric power generation industry accounted for approximately 14%, 9% and
33% of our total revenues for the years ended December 31, 2001 and 2000 and the nine-month period ended December 31, 1998,
respectively.

Customers normally purchase services, equipment or systems from our Power Generation Systems segment after an extensive

evaluation process based on competitive bids. We generally submit proposals based on the estimated cost of each job.

!n'this segment we primarily compete with:
o anumber of domestic and foreign-based companies specializing in steam-generating systems, equipment and services,
including Ahlstom S.A., Mitsui Babcock Energy Limited, Babcock Borsig, Foster Wheeler Corporation and Kvaerner ASA;
o anumber of additional companies in the markets for environmental control equipment and related specialized industrial
equipment and in the independent power-producing business; and

e  other suppliers of steam systems for replacement parts, repair and alteration and other services required to backfit and
maintain existing systems.

Backlog

At December 31, 2001 and 2000, the backlog in our Power Generation Systems segment amounted to $49,970,000 and $48,631,000, or
approximately 2% of our total consolidated backlog in both years. Of the December 31, 2001 backlog, we expect to recognize
approximately $47,210,000 in revenues in 2002 and $2,760,000 in 2003.

If, in our management's judgment, it becomes doubtful whether contracts will proceed, we adjust our backlog accordingly. If contracts
are deferred or cancelled, we are usually entitled to a financial settlement related to the individual circumstances of the contract. We
typically perform operations and maintenance contracts over an extended period. As a result, we include an estimate of the revenues

from those contracts in our backlog.

Ve attempt to cover increased costs of anticipated changes in labor, material and service costs of our long-term contracts through an
estimate of those changes, which we reflect in the original price. Most of our long-term contracts contain provisions for progress

payments.

Factors Affecting Demand

The activity of this segment depends mainly on the capital expenditures of electric power generating companies, paper companies and
other steam-using industries. Several factors influence these expenditures:

o prices for electricity and paper, along with the cost of production and distribution;

e  demand for electricity, paper and other end products of steam-generating facilities;

o  availability of other sources of electricity, paper or other end products;

o requirements for environmental improvements;

o level of capacity utilization at operating power plants, paper mills and other steam-using facilities;

o requirements for maintenance and upkeep at operating power piants and paper mills to combat the accumulated effects of

wear and tear;
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o ability of electric generating companies and ofher steam users to raise capital; and

e relative prices of fuels used in boilers, compared to prices for fuels used in gas turbines and other alternative forms of
generation.

In recent years, electric utilities in parts of Asia and the Middle East were substantial purchasers of new baseload generating units and
environmental control systems. A currency crisis, which began in Southeast Asia in the summer of 1997, has slowed the number of
inquiries and orders. With the international markets in an unseftled condition, several projects in emerging markets have besn delayed,
suspended or cancelled. Our Power Generation Systems segment has been negatively affected by the adverse economic and political
conditions in international markets.

The economy of the U.S. slowed down in late 2001, easing demand for electricity and for new generating capacity. The slowdown also
resulted in a slowing of inquiries for new power plants and for plant upgrades. However, electric utilities have continued to invest in
maintenance, upkeep and environmental improvements at their power plants. This demand led to increased service and environmental
work for our Power Generation Systems segment. During the nine-month period ended December 31, 1999, the U.S. Environmental
Protection Agency sued several of this segment’s customers over the proper classification of this maintenance, upkeep and
environmental improvement. Depending on the course of this litigation, this segment’s U.S. customers may be required to reduce their
investment in maintenance, upkesp and environmental improvements at their operating power plants, which may have a negative effect
on this segment's financial results.

This segment’s systems, products and services are capital intensive. As such, customer demand is heavily affected by the variations in
their business cycles and by the overall economies of their countries. Availability of funds to this segment’s customers for project
financing, investment and maintenance varies with the conditions of their domestic businesses.

Sge Section K for further information on factors affecting demand.

F. PATENTS AND LICENSES

We currently hold a large number of U.S. and foreign patents and have humerous pending patent applications. We have acquired
patents and licenses and granted licenses to others when we have considered it advantageous for us to do so. Although in the
aggregate our patents and licenses are imporiant to us, we do not regard any single patent or license or group of related patents or
licenses as critical or essential to our business as a whole. In general, we depend on our technological capabilities and the application
of know-how rather than patents and licenses in the conduct of our various businessas.

G. RESEARCH AND DEVELOPMENT ACTIVITIES

We conduct our principal research and development activities at our research centers in Alliance, Chio and Lynchburg, Virginia. We
also conduct development activities af our various manufacturing plants and engineering and design offices. Our research and
development activities cost approximately $58,523,000, $50,586,000 and $35,534,000 in the ysars ended December 31, 2001 and 2000 and
the nine-month period ended Dscember 31, 1998, respectively. Contractual arrangements for customer-sponsored research and
development can vary on a case-by-case basis and include contracts, cooperative agreements and grants. Of our total research and
development expenses, our customers paid for approximately $46,635,000, $34,838,000 and $18,487,000 in the years ended

December 31, 2001 and 2000 and the nine-month period ended Dscember 31, 1999, respectively. Our research and development
activities are related to developing and improving new and existing products and equipment and conceptual and enginesring evaluation
for translation into practical applications. We constructed a clean environment development facility several years ago in Alliance, Chic
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in response to present and future emission pollution standards in the U.S. and worldwide. At December 31, 2001, we had approximately
224 employess engaged full time in research and development activities.

H. INSURANCE

We maintain liability and property insurance in amounts we consider adeguate for those risks we consider necessary. Some risks are
not insurable or insurance to cover them is available only at rates that we consider uneconomical. These risks include war and
confiscation of property in some areas of the world, pollution liability in excess of relatively low limits and, in recent years, asbestos
liability. Depending on competitive conditions and other factors, wa endeavor {o obtain contractual protection against uninsured risks
from our customers. Insurance or contractual indemnity protection, when obtained, may not be sufficient or effective under all
circumstances or against all hazards to which we may be subject.

Our insurance policies do not insure against liability and property damage losses resulting from nuclear accidents at reactor facilities of
our utility customers. To protect against liability for damage to a customer's proparty, we obtain waivers of subrogation from the
customer and its insurer and are usually named as an additional insured under the utility customer’s nuclear property policy. To protect
against liability from claims brought by third parties, we are insured under the utility customer's nuclear liability policies and have the
benefit of the indemnity and limitation of any applicable liability provision of the Price-Anderson Act. The Price-Anderson Act limits the
public liability of manufacturers and operators of licensed nuclear facilities and other parties who may be liable in respect of, and
indemnifies them against, all claims in excess of a certain amount. This amount is determined by the sum of commercially available
liability insurance plus certain retrospective premium assessments payable by operators of commercial nuclear reactors. For those
sites where we provide environmental remediation services, we sesk the same protection from our customers as we do for our other
nuclear activities.

Although we do not own or operate any nuclear reactors, we have coverage under commercially available nuclear liability and property
insurance for three of aur four lacations that are licensed to possess special nuclear materials. The fourth location operates primarily as
a conventional research center. This facility is licansed to possess special nuclear material and has a small and limited amount of
special nuclear material on the premises. Two of our four facilities are located at MTI's Lynchburg, Virginia site. These facilities are
insured under a nuclear liability policy that also insures the facility of Framatome Cogema Fuel Company (* FCFC”), formerly B&W Fuel
Company, which we sold during the fiscal year ended March 31, 1893. All thres licensed facilities share the same nuclear liability
insurance limit, as the commercial insurer would not allow FCFC to obfain a separate nuciear liability insurance policy. Due to the type
or céuantity of nuclear material present under contract with the U.S. Government, the two facilities in Lynchburg have statutory indemnity
and limitation of liability under the Price-Anderson Act. In addition, our contracts to manufacture and supply nuclear fuel or nuclear
components to the U.S. Government contain statutory indemnity clauses under which the U.S. Government has assumed the risks of
public liability claims related to nuclear incidents.

JRM's offshore construction business is subject to the usual risks of operations at sea. JRM has additional exposure because it uses
expensive construction equipment, sometimes under extreme weather conditions, ofien in remote areas of the world. In meny cases,
JRM also operates on or in proximity to existing offshore facilities. These facilities are subject to damage that could result in the escape

of oil and gas into the sea.

As a result of the asbestos contained in commercial boilers that B&W sold in prior decades, B&W is subject to a substantial volume
of nonemployee liability claims asserting asbestos-related injuries. The vast majority of these claims relate to exposure to asbestos
occurring prior to 1977, the year in which the U.S. Occupational Safety and Health Administration adopted new regulations that
impose fiability on employers for, among other things, job-site exposure to asbestos. '
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B&W received its first asbestos claims in 183, Initially, B&W's primary insurance carrier, a unit of Travelers Group, handled the
claims. B&W exhausted the limits of its primary products liability insurance coverage in 1989. Prior to its Chapter 11 filing, B&W had
been handling the claims under a claims-handling program funded primarily by reimbursements from its excess-coverage insurance ‘
carriers. B&W's excess coverage available for asbestos-related products liability claims runs from 1249 through March 1986. This
coverage has been providad by a total of 136 insurance companies. B&W obtained varying amounts of excess-coverage insurance
for each year within that period, and within each year there are typically several increments of coverage. For each of thoss
increments, a syndicate of insurance companies has provided the coverage.

B&W had agreements with the majority of its excess-coverage insurers concerning the method of allocating products liability
ashestos claim payments to the years of coverage under the applicable policies. We have reflected our estimates of B&W's liability
and its related products liability insurance recoveries as accruals in its financial statements which were in our consolidated results
through February 21, 2000. See Note 20 to the consolidated financial statements regarding B&W's Chapter 11 filing and liability for
non-employee asbestos claims.

We have several wholly owned insurance subsidiaries that provide general and automotive liability, builders' risk within certain limits,
marine hull and workers' compensation insurance to our companies. These insurance subsidiaries have not provided significant
amounts of insurance to unrelated parties. These captive insurers provide certain coverages for our subsidiary entities and related
coverages. Claims as result of our operations, or arising in the B&W Chapter 11 proceedings could adversely impact the ability of these
captive insurers to respond to all claims presented, although we beliave such a result is unlikely.

BWHXT, through two of its dedicated limited liability companies, has long-term management and operating agreements with the U.S.
Government for the Pantex and Y-12 facilities. Most insurable ligbilities arising from these sites are not protected in our corporate

insurance program but rely on government contractual agreements and certain specialized selfnsurance programs funded by the U.S.
Government. The U.S. Government has historically fulfilled its contractual agresment to reimburse for insurable claims, and we expect it
to continue this process during our administrations of these two facilities. However, it should be noted that, in most situations, the U. S.
Government is not contractually obligated to pay under a formal indemnification agresment.

As a result of the impact of the September 11, 2001, terrorist aftacks on the insurance industry, our insurers have indicated that we will
incur higher costs, higher deductibles and more restrictive terms and conditions as we renew our historical insurance coverages in the
future. Specifically, several of our insurance programs, including property, onshore builder’s risk and others, now contain exclusions
that were not previously applicable, including war and acts of terrorism. We expect to continue to maintain coverage that we consider
adequate af rates that we consider economical. However, some previously insured risks may no longer be insurable or insurance to
cover them will be available only at rates that we consider uneconomical.

{. EMPLOYEES

At December 31, 2001, we employed approximately 13,300 persons compared with 11,800 at December 31, 2000. Approximately 4,700 of
our employees were members of labor unions at December 31, 2001, compared with approximately 2,700 at December 31, 20600. Many of
our operations operate under union contracts, which we customarily renew periodically.

Currently, we consider our relationship with our employess to be satisfactory.

J. GOVERNMENTAL REGULATIONS AND ENVIRONMENTAL MATTERS

A wide range of federal, state, local and foreign laws, ordinances and regulations apply to our operations, including those relating to:

o constructing and equipping electric power and other industrial facilities;
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o  possessing and processing special nuclear materials;
e workplace health and safety; and
o  protecting the environment.

We cannot determine the extent to which new legislation, new regulations or changes in existing laws or regulations may affect our
future operations.

Our operations are subject to the existing and evolving legal and regulatory standards relating to the environment. These standards
include the Comprehensive Environmental Response, Compensation, and Liability Act of 1980, as amended ("CERCLA"), the Clean Air
Act, the Clean Water Act, the Resource Conservation and Recovery Act and similar laws that provide for responses to and liability for
releases of hazardous substances into the environment. These standards also include similar foreign, state or local counterparts to
these federal laws, which regulate air emissions, water discharges, hazardous substances and waste, and require public disclosure
related to the use of various hazardous substances. Our operations are also governed by laws and regulations relating to workplace
safety and worker health, primarily the Occupational Safety and Health Act and regulations promulgated thereunder. We believe that our
facilities are in substantial compliance with current regulatory standards.

Our compliance with U.S. federal, state and loca! environmental control and protection regulations necessitated capital expenditures of
$71,000 in the year ended December 31, 2001. We expect to spend another $762,000 on such capital expenditures over the next five
years. Complying with existing environmental regulations resulted in pretax charges of approximately $12,730,000 in the year ended
December 31, 2001. We cannot predict all of the environmental requirements or circumstances that will exist in the future but anticipate
that environmental control and protection standards will become increasingly stringent and costly.

We have besn identified as a potentially responsible party at various cleanup sites under CERCLA. CERCLA and other environmental
laws can impose liability for the entire cost of cleanup on any of the potentially responsible parties, regardless of fault or the lawfulness
of the original conduct. Generally, however, where there are multiple responsible parties, a final allocation of costs is made based on the
amount and type of wastes disposed of by each party and the number of financially viable parties, although this may not be the case with
respect to any particular site. We have not besn determined to be a major contributor of wastes to any of these sites. On the basis of
our relative contribution of waste to each site, we expect our share of the ultimate liability for the various sites will not have a material
adverse effect on our consolidated financial position, results of operations or liquidity in any given year.

Environmental remediation projects have been and continue to be undertaken at certain of our current and former plant sites. During the
fiscal year ended March 31, 1995, we decided to close B&W's nuclear manufacturing facilities in Parks Township, Armstrong County,
Pennsylvania (the "Parks Facilities") and B&W proceeded to decommission the facilities in accordance with its existing license from the
Nuclear Regulatory Commission (the*NRC’"). B&W subsequently transferred the facilities to BWXT in the fiscal year ended March 31,
1998. During the fiscal year ended March 31, 1989, BWXT reached an agreement with the NRC on a plan that provides for the completion
of facilities dismantlement and sail restoration by 2001 and license termination in 2003. BWXT expects to request approval from the NRC
to release the site for unrestricted use at that time. At December 31, 2001, the remaining provision for the decontamination,
decommissioning and closing of these facilities was $3,593,000. For a discussion of certain civil litigation we are involved in concerning
the Parks Facilities, see ltem 3.

The Department of Environmental Protection of the Commonwaalth of Pennsylvania ("PADEP") advised B&W in March 1984 that it

would seek monetary sanctions and remedial and monitoring relief related to the Parks Facilities. The relief sought related to potential
groundwater contamination resulting from previous operations at the facilities. BWXT now owns these facilities. PADEP has advised
BWXT that it does not intend to assess any ﬁonetaw sanctions, provided that BWXT continues its remediation program for the Parks

Facilities.
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We perform significant amounts of work for the U.S. Government under both prime contracts and subcontracts and operate certain
facilities that are licensed to possess and process special nuclear materials. As a result of these aclivities, we are subject to continuing
reviews by governmental agencies, including the Environmental Protection Agency and the NRC.

The NRC's decommissioning regulations reguire BWXT and MTI {o provide financial assurance that they will be able to pay the expected
cost of decommissioning their facilities at the end of their service lives. BWXT and MTI will continue to provide financial assurance
aggregating $28,931,000 during the year ending December 31, 2002 by issuing letters of credit for the uitimate decommissioning of al!
their licensed facilities, except one. This facility, which represents the largest portion of BWXT's eventual decommissioning costs, has
provisions in its government contracts pursuant to which all of its decommissioning costs and financial assurance obligations are
covered by the DOE.

An agreament betwean the NRC and the State of Chio to transfer regulatory autharity for MTI's NRC licenses for byproduct and source
nuclear material was finalized in Dacember 1998. In conjunction with the transfer of this regulatory authority and upon notification by the
NRC, MT! issued decommissioning financial assurance instruments naming the State of Ohio as the beneficiary.

At December 31, 2001 and 2000, we had total environmental reserves {including provisions for the facifities discussed above) of
$21,189,000 and $16,455,000, respectively. Of our fotal environmental reserves at December 31, 2001 and 2000, $6,085,000 and
$6,162,000, respectively, were included in current ligbilities. Cur estimated recoveries of these costs totaling $3,154,000 and $1,527,000,
respectively, are included in accounts receivable - other in our consolidated balance sheet at December 31, 2001 and 2000. Inherent in
the estimates of those reserves and recoveries are our expectations regarding the levels of contamination, decommissioning costs and
recoverability from other parties, which may vary significantly as decommissioning activities progress. Accordingly, changes in
estimates could result in material adjustments to our operating resulls, and the ultimate loss may differ materially from the amounts we
have provided for in our consolidated financial statements.

K. RISK FACTORS

If B&W is unable to continue as a going concern, we will not be able to recover all of our investment in B&W, our financial condition and
results of operations will be materially and adversaly affected and the trading values of our securities will likely decline.

B&W's ability to continue as a going concern depends on its ability to resolve its ullimate asbestos liability from its net assets, future
profits and cash flow and available insurance procesds. At the time of the bankruptcy filing, our estimate of the liability of B&W and its
subsidieries for pending and estimated future nonemployes products liability asbestos claims was $1,307,583,000, and our estimate of
the related insurance recoveries was $1,153,619,000. This is the amount we have proposed in the reorganization plan o settle all of
B&\W's asbestos liability. We believe that the asbestos claims substantially detract from the actual and perceived value of our company.
Therefore, we believe an early, overall settlement of these anticipated claims would be advantageous to our company. However, an
agreed or litigated settlement, or the final decision by the Banlruptey Court, could result in the ultimate liability exceeding amounts
recorded as of Becember 31, 2001. The asbestos claims and the B&W Chapter 11 proceadings require a significant amount of
management’s attention, and they represent an uncertainty in the financial marketplace. Until the uncertainty is resolved, we may be
unable to deliver to our shareholders the maximum value potentially available to them through our oparations and businesses, taken as
awhole. There is no assurance that B&W's proposed plan of reorganization, or any amendment thereto, will be approved by the
Bankruptcy Court.

There are a number of issues and matters to be resolved before the ultimate outcome of the B&W Chapter 11 procesdings can be
determined, including, among others, the following:

o  the ultimate asbestos liability of B&W and its subsidiaries;
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o the outcome of negotiations with the asbestos claimants committee, the future claimants representative and other
participants in the Chapter 11, concerning, among other things, the size and structure of a trust to satisfy the asbestos
liability and the means for funding that trust;

o the outcome of negotiations with our insurers as to additional amounts of coverage available to B&W and its subsidiaries
and as to the participation of those insurers in a plan to fund a settlement trust;

o the Bankruptcy Court’s decisions relating to numerous substantive and procedural aspects of the Chapter 11 procesdings,
including the Court's periodic determinations as to whether to extend the existing preliminary injunction that prohibits
ashestos liability lawsuits and other actions for which there is shared insurance from being brought against non-filing
affiliates of B&W, including M, JRM and Mil;

o the possible nead for an extension of the three-year term of the $300,000,000 debtor-in-possession revolving credit and
letter of credit facility (the “DIP Credit Facility”), which is scheduled to expire in February 2003, to accommodate the
issuance of letters of credit expiring after that date in connection with new construction and other confracts on which B&W
intends to bid;

o the continued ability of our insurers to reimburse B&W and its subsidiaries for payments made to asbestos claimants; and

o the ultimate resolution of the ruling issued on February 8, 2002 by the Bankrupicy Court (the “Transfer Case”} which found
B&W solvent at the time of a corporate reorganization completed in the fiscal year ended March 31, 1998. See ltem 3 and

Note 11 for further information.

Any changes in (1} the estimates of B&W's nonemployes asbestos liability and insurance, (2) the differences between the proportion of
those liabilities covered by insurance and that experienced in the past and (3) the ultimate resolution of the Transfer Case could result in
material adjustments to B&W's financial statements and negatively impact our ability to realize our net investment in B&W and certain
assets transferred by B&W to its parent in the corporate reorganization. In addition, as discussed below, the outcome of the Chapter 11

proceedings may significantly impact the cash flows of Mil.

We have significant guarantee obligations and other contingent claim exposures to creditors and customers of our subsidiaries,
including B&WY, that may impact our flexibility in addressing the liguidity issues currently facing our company or other nesds for capital
that may arise in the future.

In recent periods, Ml has entered into credit arrangements to support its operating subsidiaries and, in some cases, guarantesd or
otherwise become contingently liable for the credit arrangements and customer contractual obligations of its subsidiaries. These
exposures include the following:

o B&W letter of credit exposure At the time of the B&W bankruptcy filing, Mil was a maker or a guarantor of outstanding letters
of credit aggregating approximately $146,495,000 (833,921,000 at December 31, 2001) which were issued in connection with
the business operations of B&W and its subsidiaries. At that ime, Ml and BWICO were similarly obligated with respect to
additional letters of credif aggregating approximately $24,864,000 which were issued in connection with the business
operations of B&W and its subsidiaries. Although a permitted use of the DIP Credit Facility is the issuance of new leiters of
credit to backstop or replace these preexisting letters of credit, each of Mil, Ml and BWICO has agreed to indemnify and
reimburse B&W and its filing subsidiaries for any customer draw on any letter of credit issued under the DIP Credit Facility to

backstop or replace any such preexisting letter of credit for which it has exposure and for the associated letter of credit fees
paid under the facility. As of December 31, 2001, approximately $64,119,000 in letters of credit have been issued under the DIP
Credit Facility to replace or backstop these preexisting letters of credit.

o Co-obligor exposure under il credit facility. Ml is a co-obligor under a $200,000,000 credit facility for M, BWXT and HPC
(the “MIl Credit Facility”). Accordingly, to the extent either HPC or BWXT borrows under that facility or obtains letters of credit
under that facility, Ml is liable for the obligations owing to the lenders under the facility. As of December 31, 2001, we had no
outstanding borrowings under the Mil Credit Facility and the outstanding letters of credit issued under that facility aggregated




$60,830,000. Ml had pledged investment portfolio assets having a fair market value of approximately $211,000,000 as of
December 31, 2001 to secure its obligations under the M Credit Facility. MIl has subsequently reduced this pledge by
approximately $100,000,000. The minimum pledge required is 105% of the total amount of letters of credit and borrowings
outstanding. We plan to reduce this facility by $100,000,000 in 2002.

e Indemnification obligations under surety arrangements. Mil has agreed to indemnify our two surety companies for obligations
of various subsidiaries of Mll, including B&W and several of its subsidiaries, under surety bonds issued to meet bid bond and
performance bond requirements imposed by their customers. As of December 31, 2001, the aggregate outstanding amount of
surety bonds that were guaranteed by Mll and issued in connection with the business operations of its subsidiaries was
approximately $169,000,000, of which $150,000,000 related to the business operations of B&W and its subsidiaries.

The existence of these arrangements may adversely impact our flexibility in (1) addressing soms of the liquidity issues we describe in
the immediately preceding risk factor discussion and (2) accessing new capitel resources to address liquidity issues or other needs for
capital that may arise in the future.

In September 2001, Moody's Investor Service lowered Ml's credit rating from BA3 to B2. Our rating by Standard & Poors remained
unchanged at B. This downgrade by Moody's Investor Service has impacted our cost of capital and could impact our access to capital.

We expect to incur negative cash flows in the first three quarters of 2002. Our liquidity and access to capital could become further limited
if we do not return to a positive cash flow.

Our liquidity and access to capital is also affected by the level of JRM's borrowings and letters of credit outstanding under its
$200,000,000 credit facility. As of December 31, 2001, JRM had no borrowings under its facility and letters of credit outstanding totaled
approximately $81,000,000. We anticipate that JRWW will significantly increase its letters of credit outstanding as it works off its high level
of backlog in 2002. This could limit our ability to borrow under this facility as the aggregate amount of loans and amounts available for
drawing under letters of credit outstanding may not exceed $200,000,000.

We are subject to loss and other contingencies relating fo allegations of wrongdoing and anticompetitive acts made against Mi, JRY, il
and others involving worldwide heavyift activities in the marine construction services industry.

In March 1997, we began an investigation into allegations of wrongdoing by a limited number of our former employees and former
employses of JRM and others. The allegations concerned the heavy-lift business of one of JRM's joint ventures, which owned and
operated a fleet of large derrick vessels with lifting capacities ranging from 3,500 to 13,200 tons, and JRM. On becoming aware of these
allegations, we notified authorities, including the Antitrust Division of the U.S. Department of Justice (*DOJ”), the Securities and
Exchange Commission (“SEC’) and the European Commission. As a result of that prompt notification, the DOJ has granted immunity to
Mil, JRM and certain 2ffiliates, and our officers, directors and employess at tha time of disclosure, from criminal prosecution for any
anticompetitive acts involving worldwide heavy-ift activities. We have cooperated and are continuing to cooperate with the DOJ in its
ongoing investigation into this and related matters.

In June 1988, a number of major and independent oil and gas exploration and development companies filed lawsuits in the United States
District Court for the Southern District of Texas against, among others, MI, JRM and MIL These lawsuits allege, among other things, that
the defendants engaged in anticompatitive acts in violation of Sections 1 and 2 of the Sherman Act, engaged in fraudulent activity and
tortiously interfered with the plaintiffs’ businesses in connection with certain offshore transportation and installation projects. In
addition to seeking injunctions to enjoin us and the other defendants from engaging in future anticompetitive acts, actual damages and
attorneys’ fees, the plaintiffs are reguesting treble damages. In December 2000, a number of Norwegian oil companies, including
Norwegian affiliates of several of the plaintiffs in the cases pending in the Southern District of Texas, filed lawsuits against us and others

for alleged violations of the Nonwegian Pricing Act of 1953, in connection with projects completed offshore Norway. The plaintiffs in




these lawsuits are sesking recovery of alleged actual damages in unspecified amounts. Under applicable Norwegian law, any recovery
by these plaintiffs would be limited to their actual damages, and those damages would be recoverable only to the extent the plaintifis
have not received cost reimbursements or other related recoveries from their customers or other third parties. We understand that the
conduct alleged by the Norwegian plaintiffs is generally the same as the conduct alleged by the plaintiffs in the cases pending in the
Southern District of Texas.

The ultimate outcome of the DOJ investigation, the civil lawsuits or any actions that others may take in connection with the allegations
we describe above could have a material adverse effect on our consolidated financial position, results of operations and cash flows. See
ltem 3 for additional information.

Our Marine Construction Services segment derives substantially all its revenues from companies in the oil and gas exploration and
production industry, a historically cyclical industry with levels of activity that are significantly affecied by the levels and volatility of oil
and gas prices.
The demand for marine construction services has traditionally been cyclical, depending primarily on the capital expenditures of oil and
gas companies for developmental construction. These capital expenditures are influenced by such factors as:

o  prevailing oil and gas prices;

o  expectations about future prices;

o the cost of exploring for, producing and delivering il and gas;

e the sale and expiration dates of available offshore leases;

o the discovery rate of new oil and gas reserves in offshore areas;

o  domestic and international political, military, regulatory and economic conditions;

o  technological advances; and

o the ability of oil and gas companies to generate funds for capital expenditures.

Prices for oil and gas historically have been exiremely volatile and have reacted to changes in the supply of and demand for oil and
natural gas (including changes resulting from the ability of the Organization of Petroleum Exporting Countries to establish and maintain
production quotas), domestic and worldwide economic conditions and political instability in oil producing couniries. We anticipate
prices for oil and natural gas will continue to be volatile and affect the demand for and pricing of our services. A material decline in oil or
natural gas prices or activities over a sustained pariod of time could materially adversely affect the demand for our services and,
therefore, our results of operations and financial condition. Due to the decline in oil and gas prices over the past year, we expect new
awards in the Gulf of Mexico and Far East to be delayed until there is an indication of a recovery in oil and gas prices.

We are subject to risks associated with contractual pricing in the offshore marine construction industry, including the risk that, if our
actual costs exceed the costs we estimate on our fixed-price contracts, our gross margins and profitability will decline.

Because of the highly competitive nature of the offshore marine construction industry, our Marine Construction Services segment
performs a substantial number of its projects on a fixed-price basis. We attempt to cover increased costs of anticipated changes in
labor, material and service costs of long-term contracts, either through estimates of cost increases, which are reflected in the original
contract price, or through price escalation clauses. Despite these attempts, however, the revenue, cost and gross profit we realize on a
fixed-price contract will often vary from the estimated amounts because of changes in job conditions and variations in labor and
equipment productivity over the term of the contract. These variations and the risks generally inherent in the marine construction
industry may result in the gross profits we realize being different from those we originally estimated and may result in reduced

profitability or losses on projects.

In addition, we recognize revenues under our long-term contracts in the Marine Construction Services segment on a percentage-of-

completion basis. Accordingly, we review contract price and cost estimates periodically as the work progresses and reflect adjustments
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proportionate to the percentage of completion in income in the period when we revise those estimates. To the extent these adjusimenis
result in a reduction or an elimination of previously reported profits with respect to a project, we would recognize a charge against
current earnings, which could be material.

We face risks associated with investing in foreign subsidiaries and joint ventures, including the risk that we may be restricled in our
ability to access the cash flows or assets of these entities.

We conduct some operations through foreign subsidiaries and joint ventures. We do not manage all of these entities. Even in those
joint ventures that we manage, we are often required to consider the interests of our joint venture partners in connection with decisions
cancerning the operations of the joint ventures. Arrangements involving these subsidiaries and joint ventures may restrict us from
gaining access to the cash flows or assets of these entities. In addition, these foreign subsidiaries and joint ventures sometimes face
governmentally imposed restrictions on their abilities to transfer funds to us.

Our international operations are subject to political, economic and other unceriainties not encountered in our domestic operations.

We derive a significant portion of our revenues from international operations, including customers in the Middle East. Our international
operations are subject to politicel, economic and other uncertainties not encountered in domestic operations. These include:

o risks of war and civil unrest;

e  expropriation, confiscation or nationalization of our assets;

o renegotiation or nullification of our existing contracts;

o  changing political conditions and changing laws and policies affecting frade and invesiment;

o  the overlap of different tax structures; and

o the risks associated with the assertion of foreign sovereignty over areas in which our operations are conducted.

Our Marine Construction Services segment may be particularly susceptible to regional conditions that may adversely affect its
operations. lts major maring vessels typically require relatively long periods of time to mobilize over long distances, which could affect
our ability to withdraw them from areas of conflict. Additionally, various foreign jurisdictions have laws limiting the right and ability of
foreign subsidiaries and joint ventures to pay dividends and remit earnings to affiliated companies.

Our international operations sometimes face the additional risks of fluctuating currency values, hard currency shoriages and controls of
foreign currency exchange. We attempt to minimize our exposure to foreign currency fluctuations by attempting to mateh anticipated
foreign currency contract receipts with anticipated lilke foreign currency disbursements. To the extent we are unable to match the
anticipated foreign currency receipts and disbursements related to our contracts, we attempt to enter into forward contracts to hedge
foreign currency transactions on a continuing basis for periods consistent with our committed exposures.

Cur operations are subject to operating risks and limits on insurance coverage, which could expose us fo potentially significant liability
costs.

YWe are subject to 2 number of risks inherent in our operations, including:
o accidents resulting in the loss of life or property;
o pollution or other environmental mishaps;
o  adverse weather conditions;
o mechanical failures;
o  collisions;
o property losses;
o business interruption due to political action in foreign countries; and

o labor stoppages.
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We have been, and in the future we may be, named as defendants in lawsuits asserting large claims as a result of litigation arising from
events such as these. Some of the risks inherent in our operations are either not insurable or insurance is available only at rates that we
consider uneconomical (particularly after the impact on the insurance markets of the September 11, 2001 terrorist attacks in New York
City and Washington, D.C.). Among those risks are war and confiscation of property in certain areas of the world and pollution liability in
excess of relatively low limits. Depending on competitive conditions and other factors, we endeavor to obtain contractual protection
against uninsured risks from our customers. VWhen obtained, such contractual indemnification protection may not in all cases be
supported by adeguate insurance maintained by the customer. Such insurance or contractual indemnity protection may not be
sufficient or effective under all circumstances or against all hazards to which we may be subject. A successful ciaim for which we are

not fully insured could have a material adverse effect on us.

BWXT, through two of its dedicated limited liability companies, has long-term management and operating agreements with the U.S.
CGovernment for the Y-12 and the Pantex facilities. Most insurable liabilities arising from these sites are not protected in our corporate
insurance program but rely on government contractual agresments and certain specialized self-nsurance programs funded by the U.S.
Government. The U.S. Government has historically fulfiiled its contractual agreement to reimburse for insurable claims and we expect it
to continue this process during our administrations of these two facilities. However, the U. S. Government is not contractually obligated
to pay under a formal indemnification agreement.

We have captive insurers which provide certain coverages for our subsidiary entities and related coverages. Claims as a result of our
operations, or arising in the B&W Chapter 11 proceadings, could adversely impact the ability of these captive insurers to respond to all

claims presented, although we believe such a result is unlikely.

We depend on significant customers.

Some of our industry segments derive a significant amount of their revenues from a small number of customers. The inability of these
segments to continue to perform services for a number of their large existing customers, if not offset by contracts with new or other
existing customers, could have a material adverse effect on our business and operations.

Our significant customers include state and federal government agencies and utilities. In particular, our Government Operations
segment derives substantially all its revenue from the U.S. Government. Some of our large multi-year contracts with the U.S.
Government are subject to annual funding determinations. State and U.S. Government budget restraints and other factors affecting

these governments may adversely affect our business.

We may not be able to compete successfully against current and future competitors.

Most industry segments in which we operate are highly competitive. Some of our competitors or potential competitors have greater
financial or other resources than we have. Our operations may be adversely affected if our current competitors or new market entrants
introduce new products or services with better fealures, performance, prices or other characteristics than those of our products and
services. This is significant to our offshore business in JRM where capital investment is becoming critical to our ability to compete.

The loss of the services of one or more of our key personnel, or our failure fo atiract, assimilaie and retain trained personnel in the
future, could disrupt our operations and result in loss of revenues.

Our success depends on the continued active participation of our executive officers and key operating personnel. The loss of the

services of any one of these persons could adversely affect our operations.

Qur operations reguire the services of employees having the technical training and experience necessary to obtain the proper

operational results. As a result, our operations depend, to a considerable exient, on the continuing availability of such personnel. If we
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should suffer any material loss of personnel to competitors or be unable to employ additional or replacement personnel with the
requisite level of training and experience to adeguately operate our equipment, our operations could be adversely affected. While we
believe our wage rates are competitive and our relationships with our employees are satisfactory, a significant increase in the wages
paid by other employers could result in a reduction in our workforce, increases in wage rates, or both. If either of these events occurred
for a significant period of time, our financial condition and results of operations could be adversely impacted.

A substantial number of our employees are members of labar unions. Although we expect to renew our union contracts without
incident, if we are unable to negotiate acceptable new contracts with our unions in the future, we could experience strikes or other work
stoppages by the affected employess, and new contracts could resulf in increased operating costs aftributable to both union and non-
union employees. If any such sirikes or other work stoppages were to occur, or if our other employees were to become represented by
unions, we could experience a significant disruption of our operations and higher ongoing labor costs.

We are subject to government regulations that may adversely affect our future operations.

Many aspects of our operations and properties are affected by political developments and are subject to both domestic and foreign
governmental regulations, including those relating to:

o  construction and equipping of production platforms and other marine facilities;

o  marine vessel safety;

e currency conversions and repatriation;

e  oil exploration and development;

« taxation of foreign earnings and earnings of expatriate personnel; and

o use of local employess and suppliers by foreign contractors.

In addition, our Marine Construction Services segment depends on the demand for its services from the oil and gas industry and,
therefore, is affected by changing taxes, price controls and other laws and regulations relating to the oil and gas industry generally. The
adoption of laws and regulations curtailing exploration and development drilling for oil and gas for economic and other policy reasons
would adversely affect the operations of our Marine Construction Services segment by limiting the demand for its services. We cannot
determine the extent to which our future operations and earnings may be affected by new legislation, new regulations or changes in
existing regulations.

Environmental laws and regulations and civil liability for contamination of the environment or related personal injuries may result in
increases in our operating costs and capital expenditures and decreases in our earnings and cash flow.

Governmental requirements relating to the protection of the environment, including solid waste management, air quality, water quality,
the decontamination and decommissioning of former nuclear manufacturing and processing facilities and cleanup of contaminated
sites, have had a substantial impact on our operations. These requirements are complex and subject to frequent change. In some
cases, they can impose liability for the entire cost of cleanup on any responsible party without regard to negligence or fault and impose
liability on us for the conduct of others or conditions others have caused, or for our acts that complied with all applicable requirements
when we performed them. Our compliance with amended, new or more stringent reguirements, stricter interpretations of existing
requirements or the future discovery of contamination may require us fo make material expenditures or subject us to liabilities that we
currenily do not anticipate. Ses Section J for further information. [n addition, some of our operations and the operations of predecessor
owners of some of our properties have exposed us to civil claims by third parties for liability resulting from contamination of the
environment or personal injuries caused by releases of hazardous substances into the environment. For a discussion of civil
proceedings of this nature in which we are currently involved, see ltem 3.
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We are subject fo other risks that we discuss in other sections of this annual report.

For discussions of various factors that affect the demand for our products and services in our four segments, see the discussions under
the heading “Factors Affecting Demand” in each of Sections B, C, D and E. For a discussion of our insurance coverages and uninsured
exposures, see Section H. For discussions of various legal proceedings in which we are involved, in addition to those we refer to above,
ses ltem 3. In addition to the risks we describe or refer to above, we are subject to other risks, contingencies and uncertainties,
including those we have referred to under the heading * Cautionary Statement Concerning Forward-Lacking Statements” in Section L.

L. CAUTIONARY STATEMENT CONCERNING FORWARD-LOOKING STATEMENTS

We are including the following discussion to inform our existing and potential security holders generally of some of the risks and
uncertainties that can affect our company and to take advantage of the “safe harbor” protection for forward-looking statements that

applicable federal securities law affords.

From time to time, our management or persons acting on our behalf make forward-looking statements to inform existing and
potential security holders about our company. These statements may include projections and estimates concerning the timing and
success of spacific projects and our future backlog, revenues, income and capital spending. Forward-looking statements are
generally accompanied by words such as “estimate,” “project,” “predict,” “believe,” “expect,” “anticipate,” “plan,” “goal” or other
words that convey the uncertainty of future events or outcomes. In addition, sometimes we will specifically describe a statement as
being a forward-ooking statement and refer to this cautionary statement.

In addition, various statements this Annua! Report on Form 10-K contains, including those that express a belief, expectation or
intention, as well as those that are not statements of historical fact, are forward-looking statements. Those forward-looking
statements appear in iems 1 and 2 - “Business and Properties” and Item 3 - “Legal Proceedings” in Part | of this report and in

ltem 7 ~ “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and in the notes to our
consolidated financial statements in [tem 8 of Part Il of this report and elsewhere in this report. These forward-looking statements
speak only as of the date of this report, we disclaim any obligation to update these statements unless required by securities law, and
we caution you not to rely on them unduly. We have based these forward-looking statements on our current expectations and
assumptions about future events. While our management considers these expectations and assumptions to be reasonable, they are
inherently subject to significant business, economic, competitive, regulatory and other risks, contingencies and uncertainties, most
of which are difficult to predict and many of which are beyond our control. These risks, contingencies and uncertainties relate to,
among other matters, the following:

o general economic and business conditions and industry trends;

o the continued strength of the industries in which we are involved;

e decisions about offshore developments to be made by oil and gas companies;

o  the deregulation of the U.S. electric power market;

e the highly competitive nature of our businesses;

o our future financial performance, including availability, terms and deployment of capital;

¢  the continued availability of qualified personnel;

e  operating risks normally incident to offshore exploration, development and production operations;

e changes in, or our failure or inability to comply with, government regulations and adverse outcomes from legal and
regulatory proceedings, including the results of ongoing governmental investigations and related civil lawsuits involving

alleged anticompetitive practices in our marine construction business;
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o estimates for pending and future nonemployes asbestos claims against B&W and potential adverse developments that
may occur in the Chapter 11 reorganization proceedings involving B&W and certain of its subsidiaries;

o the potential impact on available insurance due to the recent increases in bankruptey filings by asbestos-troubled
companies;

o  changes in existing environmental regulatory maiters;

o rapid technological changes;

o  realization of deferred tax assets;

o  consequences of significant changes in interest rates and currency exchange rates;

o difficulties we may encounter in obtaining regulatory or other necessary approvals of any strategic transactions;

o  social, political and economic situations in foregign countries where we do business, including among others, countries in
the Middle East;

o  gffects of asserted and unasserted claims;

e  our ability to obtain surety bonds and letters of credit;

o the continued ability of our insurers to reimburse us for payments made to asbestos claimants; and

e our ability to maintain builder’s risk, liability and property insurance in amounts we consider adequate at rates that we
consider economical, particularly after the impact on the insurance industry of the September 11, 2001 terrorist attacks.

We believe the items we have outlined above are important factors that could cause estimates in our financial statements to differ
materially from actual results and those expressed in a forward-looking statement made in this report or elsewhere by us or on our
behalf. We have discussed many of these factors in more detail elsewhere in this report. These factors are not necessarily all the
important factors that could affect us. Unpredictable or unknown factors we have not discussed in this report could also have
material adverse effects on actual results of matters that are the subject of our forward-looking statements. We do not intend to

update our description of important factors each time a potential important factor arises, except as required by applicable securities
laws and regulations. We advise our security holders that they should (1) be aware that important factors not referred to above could
affect the accuracy of our forward-looking statements and (2) use caution and common sense when considering our forward-looking
statements.

ltem 3. LEGAL PROCEEDINGS

In March 1997, we, with the help of outside counse!, began an investigation into allegations of wrongdoing by a limited number of former
employess of Vll and JRM and others. The allegations concerned the heavy-lift business of JRIW's Heerelac joint venture ("HeereMiac®)
with Hesrema Ofishore Construction Group, Inc. ("Hearema®) and the heavy-ift business of JRM. Upon becoming aware of these
allegations, we notified authorities, including the Antitrust Division of the DOJ, the SEC and the European Commission. As a result of
our prompt disclosure of the allegations, JRM, certain other affiliates and their officers, directors and employess at the time of the
disclosure were granted immunity from criminal prosecution by the BOJ for any anti-competitive acts involving worldwide heavyift
activities. In June 1989, the DOJ agreed to our request to expand the scope of the immunity to include a broader range of our marine
construction activities and affiliates. We have cooperated fully with the investigations of the DOJ and the SEC into these maiters. In
February 2001, we were advised that the SEC has~ terminated its investigation and no enforcement action has besn recommended.

On becoming aware of the allegations involving HeereMac, we initiated action to terminate JRM's interest in Hesrelac, and, on
December 19, 1997, Hesrema acquired JRM's interest in exchange for cash and title to several pieces of equipment. On December 22,
1997, Heereliac and one of its employees pled guilty to criminal charges by the DOJ that they and others had participated in a
conspiracy fo rig bids in connection with the heavyift business of HeereMac in the Gulf of Mexico, the North Sea and the Far East.
HeareMac and the HeasreMac employes were fined $49,000,000 and $100,000, respectively. As part of the plea, both HeereMac and
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certain employees of HesreMac agreed to cooperate fully with the DOJ investigation. Neither Mil, JRM nor any of their officers, directors
or employees was a party to those proceedings.

In July 1988, a former JRM officer pled guiity to charges brought by the DOJ that he participated in an international bid-rigging
conspiracy for the sale of marine construction services. In May 2600, another former JRM officer was indicted by the DOJ for
participating in a bid-rigging conspiracy for the sale of marine construction services in the Gulf of Mexico. His trial was held in February
2001 and, at the conclusion of the Government’s case, the presiding judge directed a judgment of acquittal.

We have cooperated with the DOJ in its investigation. The DOJ also has requested additional information from us relating to possible
anti-competitive activity in the marine construction business of McDermott-ETPM East, Inc., one of the operating companies within
JRiW's former iMicDermott-ETPM joint venture with ETPM S.A., a French company. In connection with the termination of the McDermott-
ETPM joint venture on April 3, 19988, JRM assumed 100% ownership of McDermott-ETPM East, Inc., which was renamed J. Ray
McDermott Middle East, Inc.

In June 1898, Phillips Petroleum Company (individually and on behalf of certain co-venturers) and several related entities (the “Phillips
Plaintiffs”) filed a lawsuit in the U.S District Court for the Southern District of Texas against Mil, JRM, Ml, McDermoti-ETPM, Inc., certain
JRM subsidiaries, HeereMac, Heerema, certain Hesrema affiliates and others, alleging that the defendants engaged in anti-competitive
acts in violation of Sections 1 and 2 of the Sherman Act and Sections 15.05 (a) and (b) of the Texas Business and Commerce Code,
engaged in fraudulent activity and tortiously interfered with the plaintiffs' businesses in connection with certain offshore transportation
and installation projects in the Gulf of Mexico, the North Sea and the Far East (the “Phillips Litigation™). In December 19988, Den norske
stats oljeselskap a.s., individually and on behalf of certain of its ventures and its participants (collectively, “ Statoil”), filed a similar
lawsuit in the same court (the “ Statoil Litigation”). In addition to seeking injunctive relief, actual damages and attorneys' fees, the
plaintiffs in the Phillips Litigation and Statoil Litigation have requested punitive as well as treble damages. In January 1989, the court
dismissed without prejudice, due to the court’s lack of subject matter jurisdiction, the claims of the Phillips Plaintiffs relating to alleged
injuries sustained on any foreign projects. In July 1889, the court also dismissed the Statoil Litigation for lack of subject matter
jurisdiction. Statoil appealed this dismissal to the U.S. Court of Appeals for the Fifth Circuit (the “Fifth Circuit”). The Fifth Circuit affirmed
the district court decision in February 2000 and Statoil filed a motion for renearing en banc. [n September 1999, the Phillips Plaintiffs
filed notice of their request to dismiss their remaining domestic claims in the lawsuit in order to seek an appeal of the dismissal of their
claims on foreign projects, which request was subsequently denied. On March 12, 2001, the plaintiffs’ motion for rehearing en banc was
denied by the Fifth Circuit in the Statoil Litigation. The plaintiffs filed a petition for writ of certiorari to the U.S. Supreme Court. By order
issued October 1, 2001, the Supreme Court invited the Solicitor General of the United States to file a brief expressing the view of the
United States on the issues presented in the writ application. On February 20, 2002, the U.S. Supreme Court denied the petition for
certiorari.

In June 1998, Shell Offshore, Inc. and several related entities also filed a lawsuit in the U.S. District Court for the Southern District of
Texas against Mll, JRM, Mi, McDermott-ETPM, Inc., certain JRM subsidiaries, HeerelViac, Hesrema and others, alleging that the
defendants engaged in anti-competitive acts in violation of Sections 1 and 2 of the Sherman Act (the “Shell Litigation”). Subsegquently,
the following parties (acting for themselves and, in certain cases, on behalf of their respective co-venturers and for whom they operate)
intervened as plaintiffs in the Shell Litigation: Amoco Production Company and B.P. Exploration & Oil, Inc.; Amerada Hess Corporation;
Conoco Inc, and certain of its affiliates; Texaco Exploration and Production Inc. and ceriain of its affiliates; EIf Exploration UK PLC and
EIf Norge a.s.; Burlington Resources Offshore, Inc.; The Louisiana Land & Exploration Company; Marathon Oil Company and certain of
its affiliates; VK-Main Pass Gathering Company, L.L.C.; Green Canyon Pipeline Company, L.L.C.; Delos Gathering Company, L.L.C.;
Chevron U.S.A. Inc. and Chevron Overseas Petroleum Inc.; Shell UK. Limited and certain of its affiliates; Woodside Energy, Ltd; and
Saga Petroleum, S.A.. Also, in December 1988, Total Oil Marine p.l.c. and Norsk Hydro Produksjon a.s., individually and on behalf of
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their respective co-venturers, filed similar lawsuits in the same court, which lawsuits were consolidated with the Shell Litigation. In
addition to seeking injunctive relief, actual damages and attorneys’ fees, the plaintiffs in the Shell Litigation request treble damages. In
February 1998, we filed a motion to dismiss the foreign project claims of the plaintiffs in the Shell Litigation due to the Texas district
court's lack of subject matter jurisdiction, which motion is pending before the court. Subsequently, the Shell Litigation plaintiffs were
allowed to amend their complaint to include non heavy-ift marine construction activity claims against the defendants. Currently, we are
awaiting the court’s decision on our motion to dismiss the foreign claims.

On December 15, 2000, lawsuits were filed by a number of Norwegian oil companies against Mil, Heeremac, Hesrema and Saipem S.p.A.
for violations of the Norwegian Pricing Act of 1953 in connection with projects in Norway. Plaintiffs include Norwegian affiliates of
various of the plaintiffs in the Shell civil case pending in Houston. Most of the projects were performed by Saipem S.p.A. or its affiliates,
with some by Heerema/HeerelMac and none by JRM. We understand that the conduct alleged by plaintiffs is the same conduct which
plaintiffs allege in the U.S. civil cases. The cases were heard by the Conciliation Boards in Norway during the first week of Cctober 2001.
In all instances, the Boards referred the cases to the court of first instance for further proceedings. The plaintiffs have one year from the
date of referral to procead with the cases.

As aresult of the initial allegations of wrongdoing in March 1997, we formed and have continued to maintain a special commities of our
Board of Direstors to monitor and oversee our investigation into all of these matters.

It is not possible to predict the ultimate outcome of the DOJ investigation, our internal investigation, the above-referenced lawsuits or
any actions that may be taken by others as a result of HeerelMac's guilty plea or otherwise. These matters could result in civil and
criminal liability and have 2 material adverse effect on our consolidated financial position, results of operations and cash flows.

B&W and Atlantic Richfield Company (*ARCO") are defendants in a lawsuit filed by Donald F. Hall, Mary Ann Hall and others in the
United States District Court for the Western District of Pennsylvania. The suit involves approximately 300 separate claims for
compensatory and punitive damages relating to the operation of two former nuclear fuel processing facilities located in Pennsylvania
(the “Hall Litigation™). The plaintiffs in the Hall Litigation allege, among other things, that they suffered personal injury, property damage
and other damages as a result of radioactive emissions from these facilities. In September 1988, a jury found B&W and ARCO liable to
eight plaintiffs in the first cases brought to trial, awarding $36,700,000 in compensatory damages. In June 1888, the district court set
aside the $36,700,000 judgment and ordered a new trial on all issues. In November 1989, the disirict court allowed an interlocutory
appeal by the plaintiffs of certain issues, including the granting of the new trial and the court’s rulings on cerfain evidentiary matters,
which, following B&W's bankruptcy filing, the Third Circuit Court of Appeals declined to accept for review.

In 1998, B&W settled all pending and future punitive damage claims in the lawsuit filed against B&W and ARCO by Donald F. Hall, Mary
Ann Hall and others (the “Hall Litigation®) for $8,000,000 for which B&W secks reimbursement from other parties. There is a controversy
between B&W and its insurers as to the amount of coverage available under the liability insurance policies covering the facilities. B&W
filed a declaratory judgment action in a Pennsylvania State Court seeking a judicial determination as to the amount of coverage available
under the policies. On April 28, 2001, in response to cross-motions for partial summary judgment, the Pennsylvania State Court issued
its ruling regarding: (1) the applicable trigger of coverage under the Nuclear Energy Liability Policies issued by B&W's insurers; and (2)
the scope of the insurers' defense obligations to B&W under these policies. With respect to the trigger of coverage, the Pennsylvania
State Court held that a "manifestation® trigger applied to the underlying claims at issue. Although the Court did not make any
determination of coverage with respect to any of the underlying claims, we believe the effect of its ruling is to increase the amount of
coverage potentially available to B&W under the policies af issue to $320,000,000. With respect to the insurers’ duty to defend B&W, the
Court held that B&W is entitled to separate and independent counsel funded by the insurers. On May 21, 2001, the Court granted the
insurers’ motion for reconsideration of the April 25, 2601 order. On October 1, 2001, the Court entered its order reaffirming its original
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substantive insurance coverage rulings and further certified the order for immediate appeal by any party. One of B&W's insurers filed an
appeal in November 2001. The appeal is pending. The plaintiffs’ remaining claims against B&W in the Hall Litigation have been
automatically stayed as a result of the B&W bankruptey filing. B&W filed a complaint for declaratory and injunctive relief with the
Bankruptcy Court sesking to stay the pursuit of the Hall Litigation against ARCO during the pendency of B&W's bankruptcy proceeding
due to common insurance coverage and the risk to B&W of issue or claim preclusion, which stay the Bankruptcy Court denied in
Cctober 2000. B&W appealed the Bankruptcy Court's Order and on May 18, 2001, the U.S. District Court for the Eastern District of
Louisiana, which has jurisdiction over portions of the B&W Chapter 11 proceeding, affirmed the Bankruptcy Court's Order. We believe
that all claims under the Hall Litigation will be resolved within the limits of coverage of our insurance policies; howaver, our insurance
coverage may not be adequate and we may be materially adversely impacted if our liabilities exceed our coverage. B&W transferred the
two facilities subject to the Hall Litigation to BWXT in June 1997 in connection with BWXT's formation and an overall corporate
restructuring.

In December 1989 and sarly 2000, several persons who allegedly purchased shares of our common stock during the period from May 21,
1899 through November 11, 1989 filed four purported class action complaints against Mll and two of its executive officers, Roger E.
Tetrault and Daniel R. Gaubert, in the United States District Court for the Eastern District of Louisiana. Each of the complaints alleged
that the defendants violated federal securities laws by disseminating materially false and misleading information and/or concealing
material adverse information relating to our estimated liability for asbestos-related claims. Each complaint sought relief, including
unspecified compensatory damages and an award for costs and expenses. The four cases were subsequently consolidated. In June
2000, the plaintiffs filed a consolidated amended complaint, and in July 2000, we filed a motion to dismiss all claims asserted in that
complaint. In September 2000, the District Court dismissed with prejudice the plaintiffs' consolidated amended complaint for failure to
state a claim upon which relief can be granted, which dismissal the plaintiffs appealed to the Fifth Circuit in October 2030. On April 25,
2001, the plaintiffs-appellants filed a motion to voluntarily dismiss their appeal, and the appeal was dismissed by the Fifth Circuit on
April 28, 2001.

In December 1898, JRM was in the process of installing a deck module on a compliant tower in the Gulf of Mexico for Texaco Exploration
and Production, Inc. (“Texaco”) when the main hoist load line failed, resulting in the loss of the module. As a result, Texaco has caused
approximately $23,000,000 due to JRM to be withheld, and, in January 2000, JRM instituted an arbitration proceeding against Texaco
seeking the amount owed. Texaco has countered in the arbitration, claiming consequential damages for delays resulting from the
incident, as well as costs incurred to complete the project with another contractor. Texaco has also filed a lawsuit against a number of
other parties, claiming that they are responsible for the incident. It is our position that the contract between the parties prohibits
Texaco’s claims against JRM and JRM is entitled to the amount withheld.

In early April 2001, a group of insurers (the * Plaintiff Insurers™) who have previously provided insurance to B&W under our excess
liability policies filed (1) a complaint for declaratory judgment and damages against Mil in the B&W Chapter 11 proceeding in the U.S.
District Court for the Eastern District of Louisiana and (2) a declaratory judgment complaint against B&W in the Bankruptcy Court, which
actions have been consolidated before the U.S. District Court for the Eastern District of Louisiana, which has jurisdiction over portions of
the B&W Chapter 11 proceeding. The insurance policies at issue in this litigation provide a significant portion of B&W's excess liability
coverage available for the resolution of the asbestos-related claims that are the subject of the B&W Chapter 11 proceeding. The
consolidated complaints contain substantially identical factual allegations. These include allegations that, in the course of settlement
discussions with the representatives of the asbestos claimants in the B&W bankruptcy proceeding, Mil and B&W breached the
confidentiality provisions of a settlement agreement they entered into with these Plaintiff Insurers relating to insurance payments by the
Plaintiff Insurers as a result of asbestos claims. They also allege that Mll and B&W have wrongfully attempted to expand the
underwriters’ obligations under that settiement agreement and the applicable policies through the filing of a plan of reorganization in the
B&W bankruptcy proceeding that contemplates the transfer of rights under that agreement and those policies to a trust that will manage
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the pending and fulure asbestos-related claims against B&W and cerfain of its affiliates. The complaints ses daclarations that, among
other things, the defendants are in material breach of the settiement agreement with the Plaintiff Insurers and that the Plaintiff insurers
owe no further obligations to Ml and B&W under that agreement. With respect {o the insurance policies, if the Plaintiff Insurers should
succeed in terminating the settlement agresment, they sesk to litigate issues under the policies in order to reduce their coverage
obligations. The complaint against Mil also sesks a recovery of unspecified compensatory damages. B&W filed a counterclaim against
the Plaintiff Insurers which asserts a claim for breach of coniract for amounts owed and unpaid under the setllement agreament, as well
as a claim for anticipatory breach for amounts that wifl be owed in the future under the settlement agresment. B&W seeks a declaratory
judgment as 1o B&W's rights and the obligations of the Plaintiff Insurers and other London Markel insurers under the settlemeant
agresment and under their respactive insurance policies with respect to asbestos claims. On Cctober 2, 2001, Ml and B&W filed
dispositive motions with the Court segking dismissa! of the Plaintiff Insurers’ claim that Ml and B&W had materially breached the
settlement agreement at issue. In a ruling issued January 4, 2002, the U.S. District Court for the Eastern District of Louisiana granted
Mill's and B&W's motion for summary judgment and dismissed the declaratory judgment action filed by the Plaintiff Insurers. The ruling
concluded that the Piaintiff Insurers' claims lacked a factual or iegal basis. Our agreament with the underwriters went into effect in April
1880 and has served as the allocation and payment mechanism to resolve many of the asbestos claims against B&W. We believe this
ruling reflects the extent of the undenwriter's contractual obligations and underscores that this coverage is available to setile B&W's
asbestos claims. As a result of the January 4, 2002 rufing, the only claims that remained in the litigation were B&W's counterclaims
against the Plaintiff Insurers and against other London Market Insurers. The parties have recently agread to dismiss without prejudice
those of B&W's counterclaims seeking a declaratory judgment regarding the parties’ respective rights and obligations under the
seftlement agreement. B&W's counterclaim segking a monsy judgment for approximately $6,500,000 due and owing by London Market
Insurers under the settlement agresment remains pending. A trial of this counterclaim is scheduled for April 15, 2002. Following the
resolution of this remaining counterclaim, the Piaintiff Insurers will have an opportuhity to appeal the January 4, 2002 ruling. At this
point, the Piaintiff Insurers have not indicated whether they intend to pursue an appeal.

On or about Movember 5, 2001, The Travelers Indemnity Company and Travelers Casualty and Surety Company (collectively,
“Travelers”) filed an adversary procezding against B&YY and related entities in the U.S. Bankruptcy Court for the Eastern District of
Louisiana sesking a declaratory judgment that Travelers is not obligated to provide any coverage to B&W with respect to so-called “non-
products” asbestos bodily injury liabilities on account of previous agreements entered into by the parties. Cn or about the same date,
Travelers filed a similar declaratory judgment against M! and Mil in the U.S. District Court for the Eastern District of Louisiana. The cases
filed against M! and Mil have been consolidated befors the District Court and the Asbestos Claimants Committes (" ACC’) and the Future
Claimants Representative ("FCR") have intervened in the action. On February 4, 2002, B&W and Mil filed answers to Travelers’
complaints, denying that previous agresments operate to release Travelars from coverage responsibility for asbestos “non-products”
liabilities and asserting counterclaims requesting a declaratory judgment specifying Travelers’ duties and obligations with respect to
coverage for B&W's asbestos liabilities. Discovery in the action has not yet commenced, and no irial date has yet been established.
This insurance, if available, would be in addition o the amounts already included in B&W's financial staiements as of December 31,

2001.

On April 30, 2001, B&W filed a declaratory judgment action in its Chapter 11 proceeding against Ml, BWICO, BWXT, Hudson Products
Corporation and McDermoti Technology, Inc. seeking a judgiment, among cother things, that (1) B&W was not insolvent at the time of, or
rendered insolvent as a result of, a corporate reorgenization thaf we completed in the fiscal year ended March 31, 1882, which included,
among other things, B&W's cancellation of a $313,000,000 note receivable and B&W's transfer of all the capital stock of Hudson
Products Corporation, Tracy Power, BWXT and McDermott Technology, Inc. to BWICO, and (2) the transfers are not voidable. As an
alternative, and only in the event that the Bankruptcy Court finds B&W was insolvent at 2 pertinent time and the transactions are
voidable under applicable law, the action preserved B&W's claims against the defendanis. The Bankrupicy Court permitied the ACC and
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the FCR in the Chapter 11 proceeding to intervene and proceed as plaintiff-intervenors and realigned B&W as a defendant in this action.
The ACC and the FCR are asserting in this action, among other things, that B&W was insolvent at the time of the transfers and that the
transfers should be voided. The Bankruptcy Court ruled that Louisiana law applied to the solvency issue in this action. Trial commenced
on October 22, 2001 to determine B&W's solvency at the time of the corporate reorganization and concluded on November 2, 2001, In a
ruling filed on February 8, 2002, the U.S. Bankruptcy Court for the Eastern District of Louisiana found B&W solvent at the time of the
corporate reorganization. On February 19, 2002, the ACC and FCR filed a motion with the District Court seeking leave fo appeal the
February 8, 2002 ruling. On February 20, 2002, MI, BWICO, BWXT, Hudson Products Corporation and iMcDermott Technology, Inc. filed a
mation for summary judgment asking that judgment be entered on a variety of additional pending counts presented by the ACC and FCR
that we believe are resolved by the February 8, 2002 ruling. In addition, an injunction preventing asbestos suits from being brought
against non-filing affiliates of B&W, including MI, JRM and MIl, and B&W subsidiaries not involved in the Chapter 11 extends through
April 15, 2002.

Additionally, due to the nature of our business, we are, from time to time, involved in routine litigation or subject to disputes or claims
related to our business activities, including performance or warranty related matters under our customer and supplier contracts and
other business arrangements. In our management's opinion, none of this litigation or disputes and claims will have a material adverse
effect on our consolidated financial position, results of operations or cash flows.

Ses Note 20 to the consolidated financial statements for information regarding B&W's potential liability for non-employee asbestos
claims and the Chapter 11 reorganization proceedings commenced by B&W and certain of its subsidiaries on February 22, 2000.

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

We did not submit any matter to a vote of security holders, through the solicitation of proxies or otherwise during the quarter ended
December 31, 2001.

PART 11

Iltem 5. MARKET FOR THE REGISTRANT'S COMMON STOCK AND RELATED
STOCKHOLDER MATTERS

Our common stock is traded on the New York Stock Exchange. High and low stock prices and dividends we declared in the years ended
December 31, 2000 and 2001 were as follows:

YEAR ENDED DECEMBER 31, 2000

CASH
SALES PRICE DIVIDENDS
UARTER ENDED HIGH LO DECLARED
March 31, 2000 $ 13.5625 $ 85625 $ 0.05
June 30, 2000 $ 10.5000 § 75000 $ 0.05
September 29, 2000 $ 12.0825 $ 71875 $ -
Dscember 29, 2000 $ 12.6875 $ 78875 $ -
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YEAR ENDED DECEMBER 31, 2001

SALES PRICE DI‘E:I%%I;{TDS
QUARTER ENDED HIGH LOW DECLARED
March 30, 2001 $ 16.850 $ 10.125 $ -
June 29, 2001 $ 14.440 $ 9890 $ -
September 28, 2001 $ 12020 $§ 7500 $ -
December 31, 2001 $ 12.570 $ 7.310 $ -

In the third quarter of 2000, Mil's Board of Directors determined to suspend the payment of regular dividends on MII's common stock for
an indefinite period.

As of December 31, 2001, there were approximatsly 3,834 record hotders of our common stock.

ftem 6. SELECTED FINANCIAL DATA

For the
Nine-Month
For the Years Ended Period Ended  For the Fiscal Years
December 31, Ended March 31,
2001 2000 1999 1999 1998

(In thousands, except for per share amounts)

Revenues $ 1,960,806 $ 1,877,753 § 1,891,088 $ 3,140,985 § 3,674,635

Income (Loss) before Extraordinary ftem $ (20857)8 (22,082)% 40§ 192,081 § 215890

Net Income (Loss) $ (20022)$ (22,082)% 40 % 153362 $ 215690

Basic Earnings (Loss) per Common Share:

income {Loss) before Extraordinary ttem $ (03)% (0IN$ 001 $ 325 % 374

Net Income (Loss) $ (0335 (OIS 001§ 260 9% 374
Diluted Earnings (Loss) per Common Share:

Income (Loss) before Extraordinary ltem $ (0.34) $ 037) $ 0018 316§ 348

Net Income (Loss) $§ (0338 (3§ 001% 253 § 348

Total Assets $ 2,903,840 $ 2,055,627 $ 3,874,891 $ 4,305520 $ 4,501,130

Current Maturities of Long-Term Debt $ 200480 % 258 § 87% 31126 $ 68417

Long-Term Debt $ 100393 % 323,157 % 323014 $ 323774 § 598,182

Subsidiary's Redesmable Preferred Stocks - - - - 155,358

Total § 100393F 323757 § 323014 3237745 153,540

Cash Dividends per Common Share $ -$ 0.10 § 0.45 § 020 $ 0.20

() Effective February 22, 2000, our consolidated financial results exclude the results of B&W and its consofidated subsidiaries.

See Note 18 to the consolidated financial statements for significant items included in the years ended December 31, 2001 and 2000.

Pretax results for the nine-month period ended December 31, 1899 include a loss on the curtailment of a foreign pension plan of
$37,810,000.

Our results for the fiscal year ended March 31, 1999 include:
e again on the dissolution of a joint venture of $37,380,000;
¢ again on the settlement and curtailment of postretirement benefit plans of $27,642,000;
» interest income of $18,630,000 on domestic tax refunds;
¢ again of $12,000,000 from the sale of assets of a joint venture;
s an $8,000,000 seftlement of punitive damage claims in a civil suit associated with & Pennsylvania facility we formerly operated;
e  an extraordinary loss on the retirement of debt of $38,718,000;
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o aloss of $85,185,000 for estimated costs relating to estimated future non-employee asbestos claims;
o losses of $21,897,000 related to impairment of assets and goodwill;
e various provisions of $20,327,000 related to potential settlements of litigation and contract disputes; and

o the write-off of $12,600,000 of receivables from a joint venture.

Our results for the fiscal year ended March 31, 1898 include:
°  again of $95,059,000 from the sale of our interest in Sakhalin Energy Investment Company, Ltd.;
o again of $33,072,000 from the sale of our interest in Universal Fabricators Incorporated;
¢ again of $223,651,000 and a $51,837,000 distribution of earnings from the termination of the HeereMac joint venture;
»  impairment losses of $285,427,000, including a write-off of goodwill associated with the acquisition of OPI of $262,801,000; and

o a$5419,000 provision for enployes severance costs.

Item 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

Statements we make in the following discussion which express a belief, expectation or intention, as well as those that are not historical
fact, are forward-looking statements that are subject to risks, uncertainties and assumptions. Our actual resulis, performance or
achievements, or industry results, could differ materially from those we express in the following discussion as a result of a variety of
factors, including the risks and uncertainties we have referred to under the headings “Risk Factors” and “Cautionary Statement
Concerning Forward-Looking Statements” in kems 1 and 2 of Part | of this report.

GENERAL

The amount of revenues we generate from our Marine Construction Services segment largely depends on the level of oil and gas
development activity in the world's major hydrocarbon producing regions. Our revenues from this segment reflect the variability
associated with the timing of significant development projects. Although oil and gas prices have decreased over the past year, we do
not expect these decreases to have a significant impact on our Marine Construction Services’ customers’ exploration and production
spending for 2002. We expect our Marine Construction Services segment's revenues to increase during 2002. The current recessionary
environmant, exacerbated by the events of September 11, continues to keep prices for il and gas considerably below what we
anticipated for 2002. Although e expect this segment’s backlog to continue at a high level for the next year and we continue to actively
bid on projects, new work in the Gulf of Mexico and Far East is likely to be delayed until there is a recovery in oil and gas prices. Thus,
timing of award of many marine construction projects remains uncertain. In addition, the Marine Construction Services market remains
competitive, which may have a significant impact on our anticipated segment income in future periods.

The revenues of our Government Operations segment are largely a function of capital spending by the U.S. Government. We currently
expect the 2002 operating activity of this segment will be about the same as in 2001.

The revenues of our Industrial Operations segment are affected by variations in the business cycles in its customers’ industries and the
overall economy. Legislative and reguiatory issues such as environmental regulations and fluctuations in U.S. Government funding
patterns also affect this segment. As a result of the sale of MECL, we expect revenues in 2002 will be considerably lower than in 2001.

We also expect to sell our interest in HPC in 2002.

Effective February 22, 2000 and until B&W and its filing subsidiaries emerge from the Chapter 11 reorganization procesdings and the
subsequent accounting is determined, we no longer consolidate B&W's and its subsidiaries’ results of operations in our consolidated
financial statements and our investment in B&W is presented on the cost method. Through February 21, 2000, B&W's and its
subsidiaries’ results are included in our segment results under Power Generation Systems — B&W (see Note 17 to the consolidated
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financial statements). B&W and its consolidated subsidiaries’ pre-bankruptey filing revenues of $155,774,000 and operating income of
$7,951,000 are included in our consolidated financial results for the year ended December 31, 2000.

In general, our business segmenis are composed of capital-intensive businesses that rely on large coniracts for a substantial amount of
their revenues.

We derive a significant portion of our revenues from foreign operations. As a result, international factors, including variations in local
economies and changes in foreign currency exchange rates affect our revenues and operating results. We attempt to limit our exposure
{o changes in foreign currency exchange rates by attempting to match anticipated foreign currency contract receipts with like foreign
currency disbursements. To the extent that we are unable to match the foreign currency receipts and disbursements related to our
contracts, we enter into forward contracts fo reduce the impact of foreign exchange rate movements on our operating results. Because
we generally do not hedge beyond our exposure, we believe this practice minimizes the impact of foreign exchange rate movements on

our operating results.

We believe the following accounting policies are important to understanding our financial statements. These policies require our most
difficult, subjective and complex judgements, often as a result of the need to make estimates of matters that are inherently uncertain.
Contracts and Revenue Recognition. We generally recognize contract revenues and relaied costs on a percentage-of-completion
method for individual contracts or combinations of contracts. Under this method, estimated coniract income and resulting revenue are
generally recognized based on costs incurred to date as a percentage of total estimated costs. Totel estimated costs, and resulting
coniract income, are afiected by changes in the expacted cost of materials and labor, productivity, scheduling and other factors.
Additionally, external factors such as weather, customer requirements and other factors outside of our control, may also affect the
progress and estimated cost of a project's completion and therefore the timing of income and revenue recognition. We routinely review
estimates refated to our contracts and revisions to profitability are reflected in earnings immediately. If a current estimate of total
coniract cost indicates a loss on a contract, the projested loss is recognized in full when determined. In prior years, we have had
significant adjustments to earnings as a result of revisions to contract estimates. Such revisions have bean due to the fact that many of
our coniracts have besn “first-of-a-kind” or have been inherently difficult to estimate dus to the long-term naturs of the project, changing
customer requirements and other factors outside of our control. Although we are continually striving to improve our ability to estimate
our contract costs and profitability, adjustments to overall contract costs may continue to be significant in fuiure periods.

We recognize claims for extra work or for changes in scope of worlc in contract revenues, to the extent of costs incurred, when we
believe collection is probable. Any amounts not collected are reflected as an adjustment to earnings. We regularly assess customer
credit risk inherent in contract costs. We have contracts with receivables due from various foreign customers, including customers in
the Middle East and Asia, collection of which may be impacted by the events of September 11th. We have recorded provisions related io
these contracts and receivables; however, these amounts may not be adequate and adjustments to future contract estimates may be

necessary.

Warranty. \We accrue estimated sxpense to satisfy contraciual warranty requirements, primarily of our Power Generation Systems
segment, when we recognize the associated revenue on the related contracts. With respect to our Marine Construction Services
segment, we include warranty costs as a component of our total contract cost estimate to satisfy contractual requirements. In addition,
we make specific provisions where we expect the costs of warranty to significantly excesd the accruals. Factors that impact our
estimate of warranty include prior history of warranty claims and our estimates of future costs of materials and labor. At our Marine
Construction Sarvices segment, warranty periods are generally limited and we have had minimal warranty cost in prior years. However,
our current backlog includes several first-of-a-xind Enginear, Procure and Construct (“EPC") contracts that may have different warranty

costs. As aresult, it is reasonably possible that our future warranty provisions may vary from what we have experienced in the past.
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Property, Plant and Equipment. We carry our property, plant and equipment at depreciated cost, reduced by provisions to recognize
economic impairment when we determing impairment has occurred. Factors that impact our determination of impairment include
forecasted utilization of equipment and estimates of cash flow from projects to be performed in future periods. Our estimates of cash
flow may differ from actual cash flow due to, among other things, technological changes, economic conditions or changes in operating
performance. 1t is reasonably possible that changas in such factors may negatively affect our business segments and result in future
asset impairments.

Except for major marine vessels, we depreciate our property, plant and equipment using the straight-line method, over estimated
economic useful lives of 8 to 40 years for buildings and 2 to 28 years for machinery and equipment. We depreciate major marine vessels
using the units-ofproduction method based on the utilization of each vessel. Our depreciation expense calculated under the units-of-
production method may be less than, equal to, or greater than depreciation expense calcﬁlated under the straight-line method in any
period. The annual depreciation based on utilization of each vessel will not be less than the greater of 25% of annual straight-line
depreciation, and 50% of cumulative straight-line depreciation. We believe that we depreciate our major marine vessels over a
substantially shorter period than our competitors do. Therefore, we are considering extending the depreciable lives on our major
marine vessels in 2002 fo better reflect the service lives of our assets and industry norms. This would result in a reduction in our
depreciation expense for these vessels in 2002.

We expense the costs of maintenance, repairs and renewals, which do not materially prolong the useful life of an asset, as we incur them
except for drydocking costs. We accrue estimated drydock costs for our marine flest over the period of time between drydockings,
generally 3 fo 5 years. We accrue drydock costs in advance of the anticipated future drydocking, commonly known as the “accrue in
advance” method. Actual drydock costs are charged against the liability when incurred and any differences between actual costs and
accrued costs are recognized over the remaining months of the drydock cycle. Our actual drydock costs often differ from our estimates
due to the long period between drydockings and the inherent difficulties in estimating cost of vessel repairs, which are not necessarily
visible until the drydock occurs.

Pension Plans and Postretirement Benefits. We estimate income or expense related to our pension and postretirement benefit plans
based on actuarial assumptions. Changes in these assumptions can result in significant changes in our estimated pension income
{expense). We revise our assumptions on an annual basis based upon changes in current interest rates, return on plan assets and the
underlying demographics of our workforce. These assumptions are reasonably likely to change in future periods and may have a
material impact on future earnings.

Loss Contingencies. We estimate liabilities for loss contingencies when it is probable that a liability has bean incurred and the amount
of loss is reasonably estimable. Disclosure is required when there is a reasonable possibility that the ultimate loss will exceed the
recorded provision. We are currently involved in certain investigations and litigation as discussed in Note 11 to our consolidated
financial statements. We have accrued our estimates of the probable losses associated with these matters. Howsver, our losses are
typically resolved over long periods of time and are often difficult to estimate due to the possibility of multiple actions by third parties.
Therefore, it is possible future earnings could be affected by changes in our estimates related to these matters. Our most significant
loss contingencies included B&W's estimate of asbestos liability which is now dependent upon the actions of the bankruptey court (see
Notes 11 and 20 to our consolidated financial statements).

Investment in B&W. Due to the bankruptey filing, we no longer consolidate B&W's financial results in our consolidated financial
statements, and we present our investment in B&W on the cost method. When B&W emerges from the jurisdiction of the Bankruptey
Court, the subsequent accounting wili be determined based on the applicable circumstances and facts at such time, including the
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terms of any plan of reorganization. The filing results in increased uncertainty with respect to the amounts, means and timing of the
ultimate settlement of asbestos claims and the recovery of our net investment in B&W.

YEAR ENDED DECEMBER 31, 2001 VS. YEAR ENDED DECEMBER 31, 2000
Marine Construction Services

Revenues increased $91,020,000 to $848,528,000, primarily due to higher volumes in North American activities, including the despwater
markets of the Gulf of Mexico, and in the Eastern Hemisphere fabrication operations. Lower volume in offshore activities in the Far East
relating to the West Natuna project partially offset this increase.

Segment operating income increased $48,040,000 from a loss of $33,534,000 to income of $14,506,000, primarily due to higher volumes
and margins in North American activities and in the Eastern Hemisphere fabrication operations. Lower volumes on the West Natuna
project, increased cost estimates relating to several Gulf of Mexico projects, especially two farge first of a kind EPC contracts, and higher
general and administrative expenses partially offsel these increases.

Loss on asset disposals and impairments ~ net increased $2,612,000 to $3,624,000 primarily due o the decision in the fourth quarter to
scrap the derrick barge Ocsan Builder.

Income from investees increased $7,576,000 to $10,442,000, primarily due to favorable contract closeout adjustments from our UK, joint
venture that was terminated in June 2001. In addition, the prior year included higher losses associated with our UK. joint venture.

Backlog was $1,800,491,000 and $541,647,000, respectively, at December 31, 2001 and 2000.

While our backlog at December 31, 2001 is the highest since 1991, we expect some seasonal weakness in the first quarter of 2002.

The margins in our marine construction services backlog are reflective of a competitive market. While our fabrication facilities are
essentially booked, which should eliminate any under-absorption of costs at these facilities, any improvement will depend upon
execution of our first of a kind EPC contracts within current cost estimates and the strength of demand for services provided by our flest
of marine construction vessels. At present, we expect our marine fleet to be underutilized, especially in the first half of 2002. We expect a
significant increase in revenues in 2002 as we work off our high fevel of backlog. However, we expect operating margins to be flat
compared with 2001 efter adjusting for approximately $18,000,000 in goodwill amortization that will not be included in 2002,

The market for our marine construction services remains affected by low commodity prices. Since September 11, prices of oil and gas
have been considerably below what we aniicipated for 2002. We continue to actively bid on projects; however, we believe that 2
protracted period of low oil and gas prices could begin to extend and causs delays on some of these projecs.

Government Operations

Revenues increased $41,110,000 to $472,362,000, primarily due to higher volumes from nuclear fuel assemblies and reactor components
for the U.S. Government and commercial work. Lower volumes from management and operating contracts for U.S. Government-owned
facilities and other government operations partially offset these increases.

Segment operating income decreased $2,922,000 to $31,939,000, primarily due to lower volume and margins from management and
operating contracts for U.S. Government-owned facilities and other government operations and higher general and administrative
expenses. Higher volume and margins from commercial work, higher volumes from nuclear fuel assemblies and reactor components for
the U.S. Government and higher margins from commercial nuclear environmental services partially offset these decreases.
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income from investees increased $11,897,000 to $23,004,000, primarily due to higher operating results from a joint venture in idaho and
the start-up of the Pantex and Y-12 joint ventures. Lower operating results from a joint venture in Colorado partially offset these
increases.

Backlog was $1,008,357,000 and $1,078,803,000, respectively, at December 31, 2001 and 2000. At December 31, 2001, this segment's
backlog with the U.S. Government was $953,288,000 (of which $34,607,000 had not yet been funded).

We expect a slight increase in revenues in 2002 with our margins remaining the same as 2C01.

Industrial Operations

Revenues increased $97,705,000 to $601,676,000, primarily due to higher volumes from engineering and construction activities in
Canadian operations and from air-cooled heat exchangers. Lower volumes from plan maintenance activities in Canadian operations
partially offset these increases. MECL, which we sold in October 2001, contributed approximately $81,000,000 to the increase in
revenues for the year ended December 31, 2001.

Gain (loss) on asset disposals and impairments-net increased $1,174,000 from a loss of $1,155,000 to a gain of $19,000, primarily due to
asset impairments at one of our research facilities in the prior year.

Backlog was $38,264,000 and $395,429,000, respectively, at December 31, 2001 and 2030.

Power Generation Systems

Revenues increased $13,984,000 to $47,778,000, primarily due to increased volume from Volund ApS, an international power generation
operation which we acquired in June 200.

Segment operating loss decreased $4,127,000 to $3,656,000, primarily due to contract loss provisions recorded in the prior year.

Income (loss) from investees increased $25,234,000 from a loss of $24,630,000 to income of $604,000, primarily due to charges to exit
and impair certain foreign joint ventures in the prior year.

Corporate

Corporate expense, net increased $13,135,000 from income of $8,055,000 to expense of $5,080,000. While we achieved a 30% reduction in
our corporate departmental expenses attributable to cost cutting programs, income recognized on our over funded pension plans was
down substantially in 2001 from 2000. We also experienced significantly higher legal and professional service expenses in 2001 related
to the B&W Chapter 11 proceedings.

During the vears ended December 31, 2001 and 2000, we recognized income from certain of our qualified pension plans of approximately
$27,000,000 and $44,000,000, respectively. We expect to recognize approximately $8,000,000 of expense in 2002 related to these plans.

Other Income Statement [tems

Interest income decreased $7,560,000 to $19,561,000, primarily due to a decrease in investments and prevailing interest rates.

Interest expense decreased $4,046,000 to $39,663,000, primarily due to changes in short-term debt obligations and prevailing

interest rates.
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Other-net income increased $4,050,000 to $6,825,000, primarily due to the reversal of prior years' rent accruels on a fabrication
yard in the Middle East and gains on the sale of investment securities in the current year.

The provision for income taxes for the years ended December 31, 2001 and 2000 reflected non-deductible amortization of
goodwill totaling approximately $19,500,000 and $20,100,000, respectively, of which $18,007,000 is aitributable {o the premium we
paid on the acquisition of the minority interest in JRIM in June 1899. The provision for income taxes in the year ended December
31, 2001 also included a charge of approximately $85,400,000 associated with the intended exercise of an intercompany stock
purchase and sale agreement. The provision for income taxes for the year ended December 31, 2000 included a provision of
$3,800,000 for B&W for the pre-filing period and a tax benefit of $1,400,000 from the use of certain tax attributes in a foreign joint
venture. Also included are tax benefits primarily related to favorable tax settlements in foreign jurisdictions totaling
approximately $5,215,000 and $5,500,000 for the years ended December 31, 2001 and 2000, respectively, and a provision for
proposed IRS tax deficiencies in the year ended December 31, 2001. In addition, income before the provision for income taxes
for the year ended December 31, 2000 included losses and charges of $25,640,000 to exit certain foreign joint ventures which had
no associated tax benefits. We operate in many different tax jurisdictions. Within these jurisdictions, tax provisions vary
because of nominal rates, allowability of deductions, credits and other benefits and tax bases (for example, revenue versus
income). These variances, along with variances in our mix of income from these jurisdictions, are responsible for shifts in our
effective tex rate.

YEAR ENDED DECEMBER 31, 2000 VS. YEAR ENDED DECEMBER 31, 1989 (UNAUDITED)
Marine Construction Services

Revenues increased $20,218,000 to $757,508,000 due to highar volumes in offshore activities in the Far East relating to the West Natuna
project. Lower volumes in essentially all other geographic areas partially offsat this increase.

Sagment operating income decreased $76,895,000 from income of $43,361,000 to & loss of $33,534,000, primarily due to lower volumes
and margins in North American activities including our Mexican ship repair business and in Eastern Hemisphere febrication operations.
The decrease also reflects the impact of the amortization of the goodwill associated with our purchase of the minority interest in JRM in
June 9999. Higher volumes on the West Natuna project and potential litigation settlements recorded in the prior year partially offset
these decreases.

Loss on assei disposals and impairments-net decreased $20,869,000 to $1,012,000. The loss in the prior year was due to impairment
losses on fabrication facilities and fabrication and marine equipment. The prior year also included a write-off of goodwill associated with
worldwide engineering and a Mexican shipyard.

Income (loss) from investess increased $12,739,000 from a loss of $8,873,000 to income of $2,885,000, primarily due to higher operating
results and the recognition of a benefit on revisions to estimated withholding taxes in our Mexican joint venture. Lower operating
results from our UK. fabrication joint venture and our exit from our Far East joint venture partially offset these increases.

Government Operations
Revenues increased $32,753,000 to $431,252,000, primarily due to higher volumes from nuclear fuel assemblies and reactor components

for the U.S. Government.

Segment operating incoms decreased $13,366,000 to $34,86;l,000, primarily due to a seftlement relating to environmental restoration
costs recorded in the prior year. This segment also experienced lower margins from management and operating contracts for U.S.

Government-owned facilities and higher general and administrative expenses. Higher volumes from nuclear fuel assemblies and reactor
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components for the U. S. Government and contract adjustments on a commercial nuclear environmental services contract in the prior
year partially offset these decreases.

Income from investess increased $4,521,000 to $11,107,000, primarily due to higher operating results from a joint venture in Idaho.
Lower operating results from a joint venture in Colorado partially offset this increase.

Industrial Operations

Revenues increased $15,468,000 to $503,970,000, primarily due to higher volumes from plant maintenance activities in Canadian
operations. Lower volumes from engineering activities in Canadian operations partially offset these increases.

Segment operating income decreased $817,000 to $12,333,000, primarily due to lower volumes from engineering activities in Canadian
operations. Higher volumes and margins from plant maintenance activities in Canadian operations and lower general and administrative
expenses partially offset these decreases.

Loss on asset disposals and impairments-net increased $845,000 to $1,155,000, primarily due to asset impairments at one of our
research facilities.

Income (loss) from investess increased $2,071,000 from a loss of $1,857,000 to income of $104,600, primarily due to losses in the prior
year from our joint venture located in Utah. This joint venture is now consolidated.

Power Generation Systems

Revenues increased $33,456,000 to $33,794,000, primarily due to the acquisition of various business units of the Ansaldo Volund Group,
an international power generation operation.

Segment operafing loss increased $6,846,000 to $7,783,000, primarily due to costs incurred on the initiaf contracts of the Ansaldo Volund
Group.

Loss from investees increased $9,477,000 to $24,530,0C0, primarily due to charges of $23,449,000, including approximately $12,000,000
related to financial guarantess, to exit certain foreign joint ventures. The prior year included the write-off of notes and accounts
receivable from a foreign joint venture in Turkey.

Corporate

Corporate expenses, net, decreased $38,174,000 from expense of $30,119,000 to income of $8,055,000, primarily due to allocating our
over-funded pension income to corporate in the current year and reserves for potential litigation settlements and Y2K project expenses
recorded in the prior year. We also experienced lower net corporate general and adminisirative expenses in the current year. Higher
employee related costs, favorable foreign pension adjustments, and higher research and development expenses and legal fees related

to claims partially offset these improvements.

Other Income Statement [tems

Interest income decreased $24,303,000 to $27,121,000, primarily due to a decrease in investments.
Interest expense decreased $6,159,000 to $43,708,000, primarily due to changes in debt obligations and prevailing interest rates.

We no longer have minority interest, primarily due to the acquisition of the minority interest in JRM in the prior year.
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Cther-net improved $53,782,000 from expense of $51,007,000 to income of $2,775,000. This improvement was primarily due to a loss of
$45,535,000 for insolvent insurers providing coverage for estimated future non-employee products liability asbestos claims recorded in
the prior year.

The provision for income taxes decreased $1,227,000 to $12,105,000, while the loss before provision for income taxes and extraordinary
item increased $355,000 to $9,977,000. The decrease in the provision for income taxes was primarily the result of an increase in loss
before provision for income taxes. Additionally, the change in the relationship of pretax income to the provision for income taxes
primarily resulted from losses on foreign joint ventures with no corresponding tax benefits of $25,840,000 and $15,751,000 in the years
ended December 31, 2000 and 1899, respectively. Non-deductible amortization of goodwill of $18,007,000 and $9,928,000, respectively, is
included in the years ended December 31, 2000 and 1888, The goodwill was created by the premium we paid on the acquisition of the
minority interest in JRM in June 1983. The current period also includes a benefit of $5,500,000 from a favorable tax settiement in a foreign
jurisdiction. Income faxes in the year ended December 31, 2000 also include a provision of $3,800,000 for B&W for the pre-filing period
and a tax benefit of $1,400,000 from the use of certain tax attributes in a foreign joint venture. We operate in many different tax
jurisdictions. Within these jurisdictions, tax provisions vary because of nominal rates, allowability of deductions, credits and other
benefits and tax bases (for example, revenue versus income). These variances, along with variances in our mix of income from these

jurisdictions, are responsible for shifts in our effective tax rate.

THE BABCOCK & WILCOX COMPANY

B&W and its subsidiaries conduct substantially all of the operations of our Power Generation Systems segment. The amount of revenues
we generate from our Power Generation Systems segment primarily depends on capital spending by customers in the electric power
generation industry. The sconomy of the U.S. slowed down in late 2001, easing demand for electricity and for new generating capacity.
This slowdown also resulted in a slowing of inguiries for new power plants and plant upgrades. Current U.S. emissions requirements

continue to prompt some customers to place orders for environmental equipment. Domestic demand for electrical power generation
industry services and replacement nuclear steam generators continues at strong levels. The international markets remain unsettled.
Economic and political instability in Asia has caused projecis there to be delayed, suspended or cancelled. We currently expect this
segment's 2002 revenues o be about the same as 2001.

B&W's financial resulis are included in our consolidated results through February 21, 2000, the day prior to B&W's Chapter 11 filing.
However, generally accepted accounting principles specifically require that any entity whose financial statements were previously
consolidated with those of its parent (as B&W's were with ours) that files for protection under the U.S. Bankrupticy Code, whether solvent
or insolvent, must be prospectively deconsolidated from the parent and presented on the cost msthod. The cost method requires us to
present the net assets of B&W at February 22, 2000 as an investment and not recognize any income or loss from B&W in our results of
operations during the rearganization period. This investment of $185,856,000 as of Decembar 31, 2001 is subject to periodic reviews for
recoverability. When B&W emerges from the jurisdiction of the Banisruptcy Court, the subsequent accounting will be delermined based
upon the applicable circumstances and facts at such time, including the terms of any plan of reorganization. See Note 20 to the
consolidated financial statements for B&W's financial information at December 31, 2001.

In the year ended Dacember 31, 2001:
B&W's revenues increased $269,450,000 to $1,431,808,000, primarily due to highar volumes from the fabrication and erection of
fossil fuel steam and environmental control systems, fabrication, repair and retrofit of existing facilities, nuclear services,
replacement nuclear steam generators and replacement parts;

B&W's operating income (loss) improved $44,784,000 from a loss of $3,210,000 to income of $41,584,000, primarily due to higher
volumes and margins from the fabrication and erection of fossil fuel steam and environmental control systems. In addition, the

37




prior year included higher charges to substantially completed original equipment contracts still under warranty or in dispute
resolution. B&W also experienced higher volumes from nuclear services. Lower margins from replacement nuclear steam
generators, higher general and administrative expenses and reorganization expenses associated with the Chapter 11 filing and
lower operating results from a joint venture in Pennsylvania partially offset these increases; and

Other-net expense increased $4,287,000 primarily due to losses on the salg of investment securities and additional postretirement
benefit expenses.

In the year ended December 31, 2000:
B&W's revenues increased $141,357,000 to $1,162,458,000, primarily due to higher volumes from the fabrication and erection of
fossil fuel steam and environmental contro! systems and replacement parts. Lower volumes from fabrication, repair and retrofit of
existing facilities, industrial boilers and private power systems partially offset these increases;

Be&W's operating income (loss) decreased $47,648,000 from income of $44,438,000 to a loss of $3,210,000, primarily due to lower
margins from the fabrication and erection of fossil fuel steam and environmental control systems and private power systems. B&W
also recorded additional charges to substantially completed original equipment contracts still under warranty or in dispute
resolution with primarily international customers. In addition, B&W experienced lower volumes and margins from the fabrication,
repair and retrofit of existing facilities and industrial boilers, lower margins from replacement parts and reorganization expenses
associated with the Chapter 11 filing. Provisions for estimated future non-employee products liability asbestos claims in the prior
year partially offset these decreases. In addition, B&W experienced lower general and administrative expenses due to decreases in

allocations;

Interest income decreased $8,134,000 to $4,051,000, primarily due to interest income on domestic tax refunds in the prior period:
and

Other-net improved $50,224,000, primarily due to a loss of $45,535,000 for insolvent insurers providing coverage for estimated
future non-employee products liability asbestos claims in the prior period.

B&W's backlog at December 31, 2001 and 2000 was $1,379,735,000 and $1,030,628,000, respectively.

Our outlook for B&W in 2002 remains positive, despite the significant decline in natural gas prices towards the end of 2001, and
subseguent drop in inferest in coal-fired power generation. We expact our U.S. construction and service business to remain strong with
overall revenues remaining flat for B&W in 2002. We expect operating income fo increase in 2002 due to lower bankruptcy related
expenses and improved results in our original equipment manufacturers’ (* OEM”) business. The OEM market outlook has changed
dramatically from the summer of 2001. Energy prices are low, and our prior outlook for the potential of new coal-fired base load power
plants has diminished. We believe this is a viable long-term market for new capacity and electric generating capacity only if energy
prices fise, and only if we experience a lasting recovery that fundamentally affects the demand for electricity itself.

Presently, the Chapter 11 proceedings have not fundamentally affected B&W's business due to its current mix of work. However, if B&W
remains in Chapter 11, and an OEM market does not return, B&W would be affected because of the lack of surety capacity and related
factors.

in connection with the bankruptey filing, B&W and its filing subsidiaries entered into the DIP Credit Facility with a group of lenders, with
Citibank, N.A. as administrative agent, for a three-year term. The facility requires compliance with certain financial and non-financial
covenants. Ses Note 20 to the consolidated financial statements for further information on the DIP Credit Facility.
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We have assessed B&W's liquidity position as a result of the bankruptcy filing and believe that B&W can continue to fund its and its
subsidiaries' operating activities and mest its debt and capital requirements for the foreseeable future. However, B&W's ability to
continue as a going concern is dependent upon its ability to settle its ultimate asbestas liability from its net assets, future profits and
cash flow and available insurance procesds, whether through the confirmation of a plan of reorganization or otherwise. As a result of
the bankrupicy filing and related events, there is no assurance that the carrying amounts of assets will be realized or that fiabilities will
be liquidated or seitled for the amounts recorded. In addition, a rejection of B&W's plan of reorganization or any amendment thersto
could changs the amounts reported in the B&W financial statements and cause a material decrease in the carrying amount of our
investment in B&W. At December 31, 2001, B&W was in violation of a covenant under the DIP Credit facility. We received a consent from
the lenders to remedy this default on March 18, 2002. Seg Note 20 to the consolidated financial statements for more information.

EFFECTS OF INFLATION AND CHANGING PRICES

Cur financial statements are prepared in accordance with generally accepted accounting principles in the United States, using historical
U.S. dollar accounting (“historical cost”). Statements based on historical cost, however, do not adeguately reflect the cumulative effect
of increasing costs and changes in the purchasing power of the doliar, especially during times of significant and continued inflation.

in order to minimize the negative impact of inflation on our operations, we atiempt to cover the increased cost of anticipated changes in
labor, material and service costs, either through an estimate of those changes, which we reflect in the original price, or through price

escalation clauses in our contracts.

LIQUIDITY AND CAPITAL RESOURCES

During the year ended December 31, 2001, our cash and cash equivalents increased $112,292,000 to $195,912,000, and our total debt
decreased $109,604,000 to $309,828,000, primarily due {o a decrease in shori-term borrowings of $86,062,000. During this period, we
received cash of $1,388,008,000 from sales and maturities of investments, $175,815,000 from operating activities and $53,058,000 from
the sale of assets. We used cash of $1,352,285,000 for the purchase of investments and $45,008,000 for additions to property, plant and

equipment.

At December 31, 2001 and 2000, we had available various uncommitted shori-term lines of credit from banks totaling $8,885,000 and
$12,819,000, respectively. We had no borrowings against these lines at Dacember 31, 2001 or 2000.

On February 21, 2000, B&W and certain of its subsidiaries entered into the DIP Credit Facility to satisfy their working capital and letter of
credit needs during the pendency of their bankruptcy case. As 2 condition to borrowing or obtaining leiters of credit under the DIP Credit
Facility, B&W must comply with certain financial covenanis. At December 31, 2001, B&W was in violation of a covenant under the DIP
Credit Fecility caused by the acquisition of 80% of the common stock of a company for approximately $30,000. We received a consent
from the lenders to remedy this default on March 18, 2002. We had no borrowings outstanding under this facility at December 31, 2001

or 2000. Letiers of credit outstanding under the DIP Credit Facility at December 31, 2001 totaled approximately $116,000,000. This
facility is scheduled to expire in March 2003. We plan to negotiate an extension and expect to be successful. See Note 20 to the
consolidated financial statements for further information on the DIP Credit Facility.

At Dscember 31, 2001, Ml was a maler or guarantor on $33,921,000 of letters of credit issued in connaction with B&W operations prior {0
its Chaoter 11 filing. in addition, Mil, Ml and BWICO have agreed to indemnify B&W for any customer draw on $84,119,000 in letters of
credit which have been issued under the DIP Facility to replace or backstop letters of credit on which Mil, Mi and BWICO were makers or
guarantors as of B&W's Chapter 11 filing. We believe that B&W has never had a letter of credit drawn on by a customer. However, M), Mi
and BWICO do not currently have sufficient cash or other liquid resources available, either individually or combined, to satisfy their
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maker, guarantor or indemnity obligations to letter of credit issuers of B&W should customer draws occur on a significant amount of
these letters of credit.

On the day before B&W's Chapter 11 filing, February 21, 2000, we also entered into other financing arrangements providing financing to
the balance of our operations. This financing, as amended on April 24, 2000, consists of the M!l Credit Facility and a $200,000,000 credit
facility for JRM and its subsidiaries {the “ JRM Credit Facility”). Each facility is with a group of lenders, for which Citibank, N.A. is acting
as the administrative agent.

The Ml Credit Facility consists of two tranches, each of which has a thres-year term. One is a revolving credit facility that provides for
up to $100,000,000 to the borrowers. Borrowings under this facility may be used for working capital and general corporate purposes.
The second {ranche provides for up to $200,0600,000 of letters of credit and may be used to reimbursa issuers for drawings under certain
outstandihg letters of credit totaling $38,202,000 issued for the benefit of B&W and its subsidiaries. The aggregate amount of loans and
amounts available for drawing under letters of credit outstanding under the Mil Credit Facility may not exceed $200,000,000. This facility
is secured by a collateral account funded with various U.S. government securities with a minimum marked-to-market value equal to
105% of the aggregate amount available for drawing under letters of credit and revolving credit borrowings outstanding. We had no
borrowings against this facility at December 31, 2001 and borrowings of $10,000,000 at December 31, 2000. Letters of credit outstanding
at December 31, 2001 were approximately $60,830,000. This facility is scheduled to expire in March 2003. We plan to negotiate an
extension and expect to be successful. We plan to reduce this facitity by $100,000,000 in 2002.

The JRM Credit Facility also consists of two tranches. One is a revolving credit facility that pravides for up to $100,000,000 for advances
to borrowers. Borrowings under this facility may be used for working capital and general corporate purposes. The second tranche
provides for up to $200,000,000 of letiers of credit. The aggregate amount of loans and amounts available for drawing under letters of
credit outstanding under the JRM Credit Facility may not exceed $200,000,000. The facility is subject to certain financial and non-
financial covenants. We had no borrowings against this facility at Becember 31, 2001 and borrowings of $50,000,000 at December 31,
2000. Letters of credit outstanding under the JRWVi Credit Facility at December 31, 2001 totaled approximately $81,000,000. This facility is
scheduled to expire in March 2003. We plan to negotiate an extension and expect to be successful.

At December 31, 2001, we had total cash, cash equivalents and investments of $527,915,000. Our investment portfolio consists primarily
of government obligations and other investments in debt securities. The fair value of our investments at December 31, 2001 was
$331,003,000. As of December 31, 2001, we had pledged approximately $45,805,000 fair value of these investments to secure a letter of
credit in connection with certain reinsurance agresments. In addition, as of December 31, 2001, we had pledged investment portfolio
assets having a fair market value of approximately $211,000,000 to secure aur obligations under the Mil Credit Facility. We reduced this
pledge by approximately $100,000,000 on March 7, 2002. We had fres cash available totaling approximately $74,000,000 at December 31,
2001,

On March 15, 2002, il fully repaid its remaining 9.375% notes. As of December 31, 2001, Mi had repurchased a total of $16,067,000
principal amount of these notes, resulting in an extraordinary net after tax gain of $835,000. Subsequent to December 31, 2001 and prior
to March 15, 2002, Ml repurchased an additional $12,706,000 principal amount at a cost totaling $12,181,050 (excluding accrued interest).
{n order to repay these notes, on February 22, 2002, Ml executed its right pursuant to a stock purchase and sale agreement with Mil (the
“Intercompany Agreement’). Under this agresment, Ml had the right to sell to Mil and Mii had the right to buy from i, 160,600 units,
each of which consisted of one share of MIl Common Stock and one share of Mll Series A Participating Preferred Stock held by Ml since
prior to the 1982 reorganization transaction under which MIl became the parent of M. Mi received approximately $243,000,000 from the
exercise of the Intercompany Agresment. Mil funded that payment by (1) receiving dividends of $80,000,000 from JRM and of $20,000,000
from one of our captive insurance companies and (2) reducing its short-term investments and cash and cash equivalents. These
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proceeds were subject to U.S. federal, state and other applicable taxes and we recorded a tax provision totaling approximately
$85,400,000 at Dacember 31, 2001, The following projected liquidity position includes the payment of these taxes. Payment of this

amount may put a strain on our liquidity.

Qur cash requirements as of December 31, 2001 under current contractual abligations are as follows:

Less than 1-3 4-5 After
Total 1 Year Years Years 5Years
{In thousands)

Long-term debt $ 305388 § 208018 § 11710 § 17421 § 67.23¢
Capital leases $ 4521 § 482 $ 4126 $ 1227 $ 1685
Operatingleases $ 67240 § 6814 § 87867 § 5108 § 46531
Note: Less than 1 Year includes MI's remaining 9.375% Notes totaling approximately
$209,000,000, which were repaid by March 15, 2002.

Our contingent commitments, excluding amounts guarantesd related to B&W, under letters of credit currently outstanding expire as
follows:

Less than 1-2 After 2
Total 1Year Years Years
(In thousands)

$ 213471 § 132173 § 65931 § 15367

Cur projected liguidity position for 2002, subseguent to our payment of Mi's 9.375% notes on March 15, 2002, is summarized below:

(In thousands)
Cash, cash eguivalents and investments $ 25,000
Available balance of JRM Credit Facility 108,000
Available balance of Mil Credit Facility 33,000
Available uncommitted shori-term lines of credit 9,000
Total available cash resources 176,000
Projected liquidity requirements for 2002 125,000
Projected excess cash resources
available for 2002 $ 51,000

We anticipate incurring negative cash flows in the first three quarters of 2002 and to return to a positive cash flow in the fourth quarter.
We expect to meet capital expenditure, working capital and debt maturity requirements from cash and cash equivalents, short-term
borrowings and the sale of HPC.

We have included capital expenditures of approximately $112,000,000, of which approximately $38,000,000 has been approved, in our
projected cash requirements for 2002.

Ml and JRM and their respective subsidiaries are restricted, as a result of covenants in debt instruments, in their ability to transfer funds
to Mil and its other subsidiaries through cash dividends or through unsecured loans or investments. At December 31, 2001 substantially
all the net assets of Ml were subject to those restrictions. At December 31, 2001, JRM and its subsidiaries could make unsecured loans
to or investments in Ml and its other subsidiaries of approximately $71,000,000.

Cur two surety companies notified us in the first quarter of 2001 that they are no longer willing to issue bonds on our behalf. We obtain surety
bonds in the ordinary course of business of several of our operations to secure contract bids and to meet the bonding requirements of various
construction and other coniracts with customers. We are currently canvassing the surety market to obtain additional bonding capacity. Since
we received the notice from our surety companies, we have been satisfying most of our bonding requirements by letters of credit and
enhanced contract terms and conditions. However, if we fail to obtain replacement bonding capacity, our ability to secure customer contracts
and pursue additional projects in the future may be materially adversely affected. As of December 31, 2001, Mil guaranteed previously issued
surety bonds of $169,000,000, $150,000,000 of which were issued in connection with business operations of B&W and its subsidiaries. We do
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not believe that either Mil or any of its subsidiaries, including B&W, have ever had a surety bond called. However, Ml does not currently have
sufficient cash or other liquid resources available if contract defaults require it to fund a significant amount of its surety bonds.

Ml and its subsidiaries are unable to incur additional long-term debt obligations under one of MI's public debt indentures, other than in
connection with certain extension, renewal or refunding transactions.

We expect Mi to experience negative cash flows in 2002, primarily due to tax payments on the exercise of Ml's rights under the
Intercompany Agresment. Ml expects to mest its cash needs through shori-term borrowings by BWXT on the Mll Credit Facility, sale of
assets, obtaining loans from sither JRM or M, a capital contribution from MIl or some combination thereof. While we expect MI's cash
flow to improve in 2003, MI's lack of liquidity poses substantial risk in the short term.

As a result of its bankruptey filing, B&W and its filing subsidiaries are precluded from paying dividends to shareholders and making
payments on any pre-bankrupfcy filing accounts or notes payable that are due and owing to any other entity within the McDermoftt group
of companies (the “Pre-Petition Inter-company Payables”) and other creditors during the pendency of the bankruptcy case, without the
Bankruptcy Court's approval.

As aresult of the B&W bankruptey filing, our access to the cash flows of B&W and its subsidiaries has been restricted. In addition, Ml
and JRM and their respective subsidiaries are limited, as a result of covenants in debt instruments, in their ability to transfer funds to Mil
and its other subsidiaries through cash dividends or through unsecured loans or investments. As a result, we have assessed our ability
to continue as a going concern and have concluded that we can continue to fund our operating activities and capital requirements for
the foresesable future.

In September 2001, Moody’s Investor Service lowered MI's credit rating from BA3 to B2. JRM's credit rating remained unchanged at
BA3. Our rating by Standard & Poors remained unchanged at B. This downgrade by Moody’s Investor Service has impacted our cost of
capital and could impact our access to capital.

As aresult of the impact of the September 11, 2001, terrorist attacks, our insurers have indicated that we will incur higher costs, higher
deductibles and more restrictive terms and conditions as we renew our historical insurance coverages in the future. We expect to
continue to maintain coverage that we consider adeguate at rates that we consider economical. However, some previously insured risks
may no longer be insurable, or insurance to cover them may be available only at rates that we consider uneconomical.

We have evaluated and expect to continue evaluating possible strategic acquisitions. At any given time we may be engaged in
discussions or negotiations or enter into agreements relating to potential acquisition transactions.

NEW ACCOUNTING STANDARDS

Effective January 1, 2001, we adopted Statement of Financial Accounting Standards (“SFAS”) No. 133, “Accounting for Derivative
Instruments and Hedging Activities,” as amended by SFAS No. 138, which adds {o the guidance related to accounting for derivative
instruments and hedging activities. SFAS No. 133 requires us to recognize all derivatives on our consolidated balance sheet at their fair
values. Our initial adoption of SFAS No. 133, as amended by SFAS No. 138, had no material effect on our consolidated financial position

or results of operations.

On July 20, 2001, the Financial Accounting Standards Board (* FASB”) issued SFAS No. 141, “Business Combinations,” and SFAS No.
142, *Goodwill and Other Intangible Assets.” SFAS No. 141 reguires that all business combinations be accounted for under the
purchase method. SFAS No. 141 also establishes criteria for the separate recognition of intangible assets acquired in a business
combination. The adoption of SFAS No. 141 will have no effect on our consolidated financial position or results of operations. SFAS No.

42




142 requires that goodwill no longer be amortized to earnings, but instead be subject to periodic testing for impaiément. SFAS No. 142 is
effective for fiscal years beginning after December 15, 2001. For the year ended December 31, 2001, we had amorlized approximately
$19,480,000 of goodvwill. We are reviewing the effect SFAS No. 142 will have on our consolidated financial position and results of
operations and based on current conditions do not expect to incur a material transition goodwill impairment charge as of January 1,
2002,

In June 2001, the FASB issued SFAS No. 143, “ Accounting for Asset Retirement Obligations.” SFAS No. 143 requires entities to record
the fair value of a ligbility for an asset retirement obligation in the period in which it is incurred. When the liebility is initially recorded, the
entity capitalizes a cost by increasing the carrying amount of the related long-lived asset. Over time, the liability is accreted to its

present value each period, and the capitalized cost is depreciated over the useful life of the related asset. Upon seftlement of the liability,
an entity either settles the obligation for its recorded amount or incurs a gain or loss upon seftlement. SFAS No. 143 is effective for
fiscal years beginning after June 15, 2002. We are reviewing the effect SFAS No. 143 will have on our consolidated financial position and
results of operations.

In August 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets.” SFAS No. 144
addresses financial accounting and reporting for the impairment or disposal of long-lived assets. It supersedes SFAS No. 121,
*Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of,” and the accounting and reporting
provisions of Accounting Pronouncements Bulletin No. 30, “Reporting the Results of Operations-Reporting the Effects of Disposal of a
Segment of a Business, and Extraordinary, Unusual and Infrequently Cccurring Events and Transactions,” for the disposal of a segment
of a business. SFAS No. 144 is effective for fiscal years beginning after December 15, 2001. We are reviewing the effect SFAS No. 144
will have on our consolidated financial position and results of operations following adoption, and do not expect any impact on transition
at January 1, 2002,

Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Our exposure to market risk from changes in interest rates relates primarily to our investment portfolio, which is primarily comprised of
investments in U.S. governiment obligations and other highly liquid debt securities denominated in U.S. dollars. We are averse to
principal loss and ensure the safety and preservation of our invested funds by limiting default risk, market risk and reinvestment risk. All
our investments in debt securities are classified as available-for-sale.

We have no materia! future earnings or cash flow exposures from changes in interest rates on our long-term debt obligaiions, as
substantially all of these obligations have fixed interest rates. We have exposure to changes in interest rates on our short-ierm
uncommitted lines of credit and our unsecured and commitied revolving credit facilities (see ltem 7 — Management's Discussion and
Analysis of Financial Condition and Results of Operations - Liquidity and Capital Resources). At Dscember 31, 2001, we had no
borrowings against these shori-term facilities. At December 31, 2000, we had borrowed $80,000,000 against these fagilities.

We have operations in many foreign locations, and, as a result, our financial results could be significantly affecied by factors such as
changes in foreign currency exchange rates or weak economic conditions in those foreign markets. In order to manage the risks
associated with foreign currency exchange fluctuations, we regulerly hedge those risks wiih foreign currency forward contracts. We do

not enter into speculative forward contracts.

Interest Rate Sensitivity

The following tables provide information about our financial instruments that are sensitive o changes in interest rates. The tebles
present principal cash flows and related weighted-average interest rates by expected maturity dates.
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Principal Amount by Expected Maturity

(In thousands)
At December 31, 2001: Fair Value
Years Ending December 31, at December 31,
2002 2003 2004 2005 2006 Thereafter  Total 2001
Investments $ 81411 § 227270 2700 $ -$ - § $ 311,381 $ 331,003
Average Interest Rate 4.54% 3.20% 5.25%
Long-term Debt- ‘
Fixed Rate $ 209,018 § 11501 § 208% 1,799 % 57086 $ 67230 § 305388 § 292,849
Average Interest Rate 9.37% 8.14% 57%% 777% 7.32% 827%
At December 31, 2000 Fair Value
Years Ending December 31, at December 31,
2001 2002 2003 2004 2005 Thereafter  Total 2000
Investments $ 203715 $ 45081 % 97740% 51400 % 15320 §$ $ 366,956 § 361,062
Average Interest Rate 5.76% 540% 520% 5.00% 550%
Long-term Debt-
Fixed Rate - $ 226886 % 9500 -% 14500 § 75820 § 323686 § 297,832
Average Interest Rate 8.33% 8.00% 7.81% 8.20%

Exchange Rate Sensitivity

The following tables provide information about our foreign currency forward contracts and prese

nt such information in U.S. dollar

equivalents. The tables present notional amounts and related weighted-average exchange rates by expected (contractual) maturity dates

and constitute a forward-looking statement. These notional amounts generally are used to calculate the contractual payments to be

exchanged under the contract.

At December 31, 2001 (all forward contracts are expected to mature in 2002):

Year Ending Fair Value
Foreign Currency December 31, 2002 at December 31, 2001
Forward Contracts to Purchase Foreign Currencies for U.S. Dollars;
Indonesian Rupiah $ 14,249 $ (2
Australian Dollar $ 14,161 $ (84)
Euro $ 10017 $ (250)
Singapore Dollar $ 7390 $ (29
Forward Contracts to Seil Foreign Currencies for U.S. Dollars:
Euro $ 3 $
Pound Sterling $ 340 $ (1)
At December 31, 2000:
Years Ending December 31, Fair Value
2001 2002 Total at December 31, 2000

Forward Contracts to Purchase Foreign Currencies for U.S. Dollars:

Australian Dollar § 2423 § 10611 § 13034 $ 7

Euro $ 10,735 28 § 11,683 $ 3
Forward Contracts to Sell Foreigh Currencies for U.S. Dollars:

Euro $ 484 $§ 183 § 647 $ 23

Pound Sterling § 3308 § - § 3308 $ 37

THE BABCOCK & WILCOX COMPANY

Average Contractual
Exchange Rate
10667.600
0.549
0912
1.810
0.800
1.460
Average Contractual
Exchange Rate
2001 2002
0.553 0.551
0.945 0.8¢8
0.802 0.808
1.500

Currently, B&W's operations are subject to the jurisdiction of the Bankruptcy Court and, as a result, our access to cash flows of B&W

and its subsidiaries’ is restricted. In addition, due to covenanis in the DIP Credit Facility, B&W is

restricted to certain types of investment

instruments. At December 31, 2001, 2l of B&W's investments are reported as cash equivalents and consist of investments in a money
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market mutual fund and Eurodoltar time deposits. B&W has exposure to market risk from changes in interest rates on these short-term
investments.

B&W has exposure o changes in interest rates on the DIP Credit Facility. At December 31, 2001 and 2000, B&W had no borrowings
against this facility. B&W also has exposure to changes in interest rates on its long-term debt obligations which totaled $4,667,000 at
December 31, 2001. This debt currently bears interest at 3.25%, matures $50,000 per year over the next five years and has an estimated
fair value of $4,667,000.

B&W has operations in foreign locations, and, as a result, its financial results could be significantly affected by factors such as changes

in foreign currency exchange rates or weak economic conditions in those foreign markets. In order to manage the risks associated with
foreign currency exchange fluctuations, B&W regularly hedges those risks with foreign currency forward contracts. B&W doss not enter
info speculative forward contracts.

Exchange Rate Sensitivity

The following teble provides information about B&W's foreign currency forward contracts and presents such information in U.S. dollar
equivalents. The table presents notional amounts and related weighted-average exchange rates by expected (contractual) maturity dates
and constitutes a forward4ooking stetement. These notional amounts generally are used to calculate the contractual payments to be
exchanged under the cantract.

Contract Amount by Expected Maturity

{(In thousands)
At December 31, 2001: Fair Value Average Contractual
Years Ending December 31, at December 31, Exchange Rate
2002 2003 2004 Total 2001 2002 2001 2000

Forward Contracts to Purchase Foreign Currencies for U.S. Dollars:
Canadian Dollar $ 89076 $ 9530 $ 11562 § 110168 $ (5,043 1516 1470 1468
Forward Contracts to Sell Foreign Currencies for U.S. Dollars:

Canadian Dollar $ 3B9%2 ¢ - - § 38992 $ 28 1587 - -
Euro $ 1263 1,083 - § 246 0§ 5 0922 0947 -
At December 31, 2000: Fair Value Average Contractual
Years Ending December 31, at December 31, Exchange Rate
2001 2002 2003 2004 Total 2000 2001 2002 2003 2004
Forward Contracts to Purchase Foreign Currencies for U.S. Dollars:
Canadian Dollar & 81,077 § 49508 § 9530 § 11,562 § 151,677 § (3434) 1455 1462 1470 1466
Japanese Yen $ 3495 - - -$ 3495 § (140) 10885 - - -
Danish Kroner $ 234 - - -$ 2314 § 27 7887 - - -
Euro $ 1145 - - -$ 1145 § 2 0912 - - -
Forward Contracts to Sell Foreign Currencies for U.S. Dollars:
Canadian Dollar  § 33857 § 2,676 - -$ 353 § 697 1469 1457 - -
Euro $ 302 - - -% 3020 § 339 1086 - - -
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and Stockholders of

McDermott International, Inc.

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of income (loss), comprehensive
loss, stockholders' equity, and cash flows present fairly, in all material respects, the financial position of McDermott International, Inc.
and subsidiaries (the “Company”) at December 31, 2001 and 2000, and the resulis of their operations and their cash flows for the years
ended December 31, 2001 and 2000, and the nine-month period ended December 31, 1999, in conformity with accounting principles
generally accepted in the United States of America. These financial statements are the responsibility of the Company's management; our
responsibility is to express an opinion on these financial statements based on our audits. We conducted our audits of these statements
in accordance with auditing standards generally accepted in the United States of America, which require that we plan and perform an
audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by management, and evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

L

As discussed in Notes 1 and 20 to the consolidated financial statements, in late 1999, The Babcock & Wilcox Company (* B&W”), a
subsidiary of the Company, experienced a greater-than-anticipated increase in the amounts demanded to settle certain asbestos-related
claims. As aresult, on February 22, 2000, B&W filed a voluntary petition with the U.S. Bankruptcy Court to reorganize under Chapter 11
of the U.S. Bankruptcy Code. In addition, during 2001 (subsequent to the Filing), the B&W asbestos claimants committee and future
claims representative asserted that certain assets fransferred by B&W to its parent as part of a corporate reorganization during fiscal
year 1999 should be returned to B&W. A ruling in favor of the Company was issued by the Bankruptcy Judge on February 8, 2002;
however, the ultimate resoiution of this matter is uncertain. Those increased demands, the Chapter 11 filing and the transferred asset
claims result in increased uncertainty with respect to the amounts, means and timing of the ultimate settlement of asbestos-related
claims, the recovery of the Company’s net investment in B&W of $185,965,000 at December 31, 2001 and the realization of certain assets
subject to the corporate reorganization.  Also, see Note 21 regarding liquidity matters that result from the filing.

PricewaterhouseCoopers LLP

New Orleans, Louisiana

February 22, 2002, except for Note 22,
as to which the date is March 18, 2002.
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McDERMOTT INTERNATIONAL, INC.
CONSOLIDATED BALANCE SHEETS

ASSETS
December 31,
2001 2000
(In thousands)
Current Assels:
Cash and cash equivalents $ 198,912 $ 84,620
Investments 158,000 34,440
Accounts receivable - trade, net 145,785 181,422
Accounts receivable from The Babcock & Wilcox Company 3,881 12,308
Accounts and notes receivable - unconsolidated affiliates 89,647 31,155
Accounts receivable - other 34,843 55,189
Contracis in progress 101,124 20,142
Inventories 7,284 11,733
Deferred income taxes 60,604 58,805
Other current assets 21518 28,022
Total Current Assels 799,409 585,836
Property, Plant and Equipment;
Land 21,217 21274
Buildings 147,843 143,461
Machinery and eguipment 1,043,923 1,038,659
Property under construction 37,545 35,160
1,250,528 1,239,554
Less accumulated depreciation 885,889 874,198
Net Property, Plant and Equipment 364,839 365,355
Investments:
Government obligations 173,003 280,208
Cther investments - 48,547
Total Investmants 173,003 326,755
Investment in The Babcock & Wilcox Company 186,968 185,985
Accounts Receivable from The Babcock & Wilcox Company 17,489 18,193
Goodwill Less Accumulated Amortization
of $57,173,000 and $50,579,000 at
December 31, 2001 and 2000, respectively 330,705 350,932
Prepaid Pension Costs 152,510 134,307
Other Assats 79,028 8,275
TOTAL $ 2,103,840 $ 2,055,627

See accompanying notes to consolidated financial statements
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LIABILITIES AND STOCKHOLDERS® EQUITY

December 31,
2001 2000
(In thousands)
Current Liabilities:
Notes payabte and current maturities of long-term debt $ 208,508 $ 08,346
Accounts payable 122,401 114,184
Accounts payable to The Babcock & Wilcox Company 34,008 53,073
Accrued employee benefits 93,124 57,578
Accrued liabilities - other 195,842 235,176
Accrued contract cost 26,367 32,867
Advance billings on contracts 171,593 71,612
U.S. and foreign income taxes payable 123,985 29,391
Total Current Liabilities 976,916 690,227
Long-Term Debt 100,393 323,157
Accumulated Postretirement Benefit Obligation 23,536 28,276
Environmental and Products Liabilities 15,083 10,204
Self-Insurance 67,878 89,163
Other Liabilities 149,924 137,907
Commitments and Contingencies. (Note 11)
Stockholders' Equity.
Common stock, par value $1.00 per share, authorized 150,000,000
shares; issued 63,733,257 and 62,582,382 shares at
December 31, 2001 and 2000, respectively 63,733 62,582
Capital in excess of par value 1,077,148 1,062,511
Accumuiated deficit (250,924) (230,802)
Treasury stock at cost, 2,005,792 and 2,005,042 shares at
December 31, 2009 and 2000, respectively (62,736) (62,736)
Accumulated other comprehensive loss (57,111) (54,852)
Total Stockholders' Equity 770,110 776,603
TOTAL $ 2,103,840 $ 2,055,827
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McDERMOTT INTERNATIONAL, INC.
CONSOLIDATED STATEMENTS OF INCOME (LOSS)

Nine-Month
Year Ended Period Ended
December 31, December 31,
2001 2000 1999

(In thousands, except per share amounts)

Revenues $ 1969806 § 1,877,753 § 1,891,088
Cosfs and Expenses:
Cost of operations 1,715,677 1,664,481 1,581,026
Losses on asset disposals and impairments - net 3,733 2,800 1,720
Salling, general and administrative expenses 204,141 191,598 217,679
1,923,551 1,858,879 1,800,425
Equity in Income (Loss) from Investees 34,304 (9,741) (10,982)
Operating Income 80,559 9,133 79,681
GOther Income (Expense):
Interest income 19,561 27421 32,128
Interest expense (39,863) (43,709) (35,743)
Gain on sale of McDermott Enginesrs &
Constructors (Canada) Lid. 27595 - -
Curtailments and settlements of
employes benefit plans (4,000) (5,297 (37,028)
Other-net 6,825 2,775 (3,938)
10,779 {78,770 (44 553)
Income (Loss) before Provision for Income Taxes
and Extraordinary ltem 91,278 997 35,008
Provision for Income Taxes 112,135 12,105 34,658
Net Income (Loss) before Extraordinary ltem (20,857) (22,082) 440
Extraordinary ltem, net of taxes of $450,000 835
Net Income {Loss) $ (20022) § (2082) 440
Earnings (Loss) per Common Share:
Basic:
Income (Loss) before Extraordinary ltem $ (0.34) $ 037y § 0.01
Net Income (Loss) $ (033 § 037 $ 0.01
Diluted:
Income (Loss) before Extraordinary liem $ (0.34) $ 037) § 0.01
Net Income (Loss) $ 033) § 037) % 0.01
Cash Dividends: i
Per Common Share $ - % 010 § 045

See accompanying notes to consolidated financial stalements
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McDERMOTT INTERNATIONAL, INC.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS

Nine-Month
Year Ended Period Ended
December 31, December 31,
2001 2000 1999
(In thousands)
Net Income (Loss) $ (200220 $ (22082) § 440
Other Comprehensive Income (Loss):
Currency translation adjustments;
Foreign currency translation adjustments (4,826) (11,615) 4,061
Reclassification adjustment for purchase of
minority interest in JRM in the nine-month period
ended December 31, 1999 - - (5,695)
Sales of investments in foreign entities 1,513 6,077) -
Unrealized losses on derivative financial instruments:
Unrealized losses on derivative financial instruments (2,505) - -
Reclassification adjustment for losses included in net income 265 - -
Minimum pension liability adjustment:
Deconsolidation of The Babcock & Wilcox Company 2,562
Net of taxes {benefits) of ($1,554,000), ($1,250,000) and $1,417,000
in the years ended December 31, 2001 and 2000 and the
nine-month period ended December 31, 1999, respectively (2,849) 2,372 (2,089)
Unrealized gains (losses) on investments:
Unrealized gains (losses) arising during the period,
net of taxes (benefits) of $30,000, $210,000 and ($391,000)
in the years ended December 31, 2001 and 2000 and the
nine-month period ended December 31, 1999, respectively 9,286 4,887 {10,804)
Reclassification adjustment for (gains) losses included in
net income, net of benefits of $162,000 and $3,000
in the year ended December 31, 2001 and the nine-month
period ended December 31, 1999, respactively (3,143) - 169
Other Comprehensive Loss (2.259) (7,871) (14,335)
Comprehensive Loss $ (22,281) § (29953) $  (13,895)

See accompanying notes to consolidated financial statements
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McDERMOTT INTERNATIONAL, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS® EQUITY

Accumulated
Capital Other Total
Common Stock in Excess Accumulated  Comprehensive  Treasury ~ Stockholders’
Shares Par Value of Par Value Deficit Loss Stock Equity
(In thousands, except for share amounts)

Balance March 31, 1999 61,147,775 § 61,148 $ 1,028,393 $ (200432) 3 (32544) § (82,731) $ 793734
Net income - - - 440 - - 440
inimum pension liability - - - - {2,088) - (2,086)
Loss on investments - - - - (10,635) - (10,835)
Translation adjustments - - - (1,835) - {1,835)
Common stock dividends - - - (8,912) - - (8,912)
JRii equity transactions - - 655 - - - 656
JRIM merger 15,838 16 12,983 - - - 12,999
Exercise of stock options 68,532 89 1,376 - - - 1,445
Tax benefit on stock options - - 684 - - 884
Restricted stock purchases —net 83,785 93 - - - 93
Contributions to thrift plan 299,505 299 4,688 - - - 4985
Stock based compensation charges - - 70 - - - 70
Balance Dscember 31, 1999 61625434 61,625 1,048,848 (208,904) (46,980) (62,731) 791,858
NetLoss - - - (22,082) - - (22,082)
Minimum pension liability - - - - 4933 - 4,933
Gain on investments - - - - 4,887 - 4887
Translation adjustments - - - - (11,615) - (11,615)
Commaon stock dividends - - - (5,993) - - (5,993)
Exercise of stock options 3,851 4 14 - - - 18
Vesting of deferred stock units 047 1 - - - - 1
Restricted stock purchases - net 40,000 40 (42) - - - 2
Directors stock plan 1,883 2 - - - - 2
Contributions to thrift plan 910,287 910 7,602 - - 8512
Sale of investments in foreign entities - - - 6,077 6,077) - -
Purchase of treasury shares - - - - - {5) (5)
Stock based compensation charges - - 6,089 - - - 6,089
Balance December 31, 2000 62,582,382 62,582 1,062,511 (230,802) (54,852) (62,735) 776,603
Net loss - - - (20,022) - - (20,022)
Winimum pension liability - - - - (2,849) - (2,849)
Gain on investments - - - - 6,143 - 6,143
Translation adjustments - - - {3,313) - (3,313)
Unrealized loss on derivatives - - - - (2,240) - (2.240)
Exercise of stock options 11,674 12 98 - - - 110
Vesting of deferred stock units 100,701 101 (101) - - - -
Restricted stock purchases - net 324,007 324 (347) - - - (23)
Directors stock plan 2,550 2 - - - - 2
Contributions to thrift plan 711,943 712 7272 - - - 7984
Stock based compensation charges - - 7,715 - - - 7.715
Balance December 31, 2001 83733257 § 63733 $ 1,077,148 $ (250.924) $ (57111) § (62738) § 770,110

See accompanying notes to consolidated financial statements
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McDERMOTT INTERNATIONAL, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Nine-Month
Year Ended Period Ended
December 31, December 31,
2001 2000 1999
(In thousands)
CASH FLOWS FROM OPERATING ACTMITIES:
Net Income (Loss) $ (0022 § (2208 $ 440
Adjustments fo reconcile nef income to nef cash provided by (used in) operating activities.
Depreciation and amortization 62,371 63,850 67,649
Income or loss of investees, less dividends 2,616 23,850 15,188
Loss on asset disposals and impairments - net 3733 2,800 1,720
Provision for deferred taxes 9,070 21,5712 5432
Gain on sale of VicDermott Engineers & Constructors (Canada) Ltd. (27,988) - -
Extraordinary gain (835) - -
Deconsolidation of The Babcock & Wilcox Company - (19,424) -
Other 1,112 12,880 1,858
Changes in assets and liabilities, net of effects from acquisitions and divestitures:
Accounts receivable (31,086) 20,554 (43,704)
Accounts payable 28,337 12,148 {13,184)
Inventories 4293 (4,134) (4,784)
Nat contracts in progress and advance billings 82,088 (18,231) 10,641
Income taxes 95,312 (16,499) (2,243)
Accrued liabilities (32,107) {40,680) 11,031
Products and environmental liabilities 3,085 (10,332) 42,850
Other, net (4.1786) (87,023) (35,827)
Proceeds from insurance for products liability claims - 28,427 169,523
Payments of producis liability claims - (23,782) (230,298)
NET CASH PROVIDED BY (USED IN] OPERATING ACTIVITIES 175,815 (43,066) (5,218)
CASHFLOWS FROM IRVESTING ACTIVITIES:
Acquisition of minority interest - - (6528,215)
Acquisitions (644) (2,707) -
Purchases of property, plant and equipment (45,008) (49,300) (52,801)
Purchases of available-for-sale securities (1,352,266) (114,449) (97,827)
Maturities of available-for-sale securities 161,801 108,437 404,982
Sales of available-for-sale securities 1,226,107 26,382 213,330
Proceeds from asset disposals 53,056 4,778 3577
Investments in equity investees (800) {1,132) (7.180)
Other (162) - -
NET CASH PROVIDED BY (USED IN] INVESTING ACTIVITIES 42,184 (27991} (63,544)
CASH FLOW/S FROM FINANCING ACTIVITIES:
Payment of long-term debt (15,110) (2) (30,868)
Increase (decrease) in short-term borrawing (96,062) 9676 86412
issuance of common stock 1,000 47 1,538
Issuance of subsidiary's stock - - 3,253
Dividends paid - (8,972) {8,889)
Purchase of McDermott International, Inc. stock - (5) -
(1,436)
010~
383
112,292 (78,114) (18,769)
84,620 162,734 181,503

3 199,912 § 84820 § 162,734

SUPPLEIMENTAL DISCLOSURES OF CASH FLOW INFORMATION.

Cash paid during the period for:
Interest (net of amount capitalized) $ 38,156 $ 44872
Income taxes (net of refunds) $  (2057) § 12402

31,548
42,262

&P R

See accompanying notes to consolidated financial statements
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McDERMOTT INTERNATIONAL, INC.
NOTES TO CONSQLIDATED FINANCIAL STATEMENTS

DECEMBER 31, 2001

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principles of Consolidation

We have presented our consolidated financial statements in U.S. Dollars in accordance with accounting principles generally accepted in
the United States (" GAAP"). These consolidated financial statements include the accounts of McDermott International, Inc. and its
subsidiaries and controlled joint ventures. We use the equity method to account for investments in joint ventures and other entities we
do not control, but have significant influence over. We have eliminated all significant intercompany transactions and accounts. We have
reclassified certain amounts previously reported o conform with the presentation at December 31, 2001.

McDermott International, Inc. (*MH”) is the parent company of the VicDermott group of companies, which includes:
o J.Ray McDermott, S.A. (“JRM"), a Panamanian subsidiary of M|, and its consolidated subsidiaries;
o  RicDermott Incorporated (“MI"), a Delaware subsidiary of Mii, and its consolidated subsidiaries;
o Babcock & Wilcox Investment Company (“BWICO"), a Delaware subsidiary of Ml;
o BWX Technologies, Inc. (*BWXT"), a Delaware subsidiary of BWICO, and its consolidated subsidiaries; and
o  The Babcock & Wilcox Company (“B&W"), an unconsolidated Delaware subsidiary of BWICO.

On February 22, 2000, B&W and certain of its subsidiaries filed a voluntary petition in the U.S. Bankruptcy Court for the Eastern
District of Louisiana in New Orleans (the “Bankruptcy Court”) to reorganize under Chapter 11 of the U.S. Bankruptcy Code. B&W and
these subsidiaries took this action as a means to determine and comprehensively resolve their asbestos liability. As of February 22,
2000, B&W's operations are subject to the jurisdiction of the Bankruptcy Court and, as a result, our access to cash flows of B&W and
its subsidiaries is restricted.

Due to the bankruptey filing, beginning on February 22, 2000, we no longer consolidate B&W financial results in our consolidated
financial statements, and we present our investment in B&W on the cost method. When B&W emerges from the jurisdiction of the
Bankruptcy Court, the subsequent accounting will be determined based on the applicable circumstances and facts at such time,
including the terms of any plan of reorganization. The filing results in increased uncertainty with respect to the amounts, means and
timing of the ultimate settlement of asbestos claims and the recovery of MiI's net investment in B&W which was $186,966,000 at
Dacember 31, 2001. At December 31, 2001, MIl's investment exceeds the underlying net assets of B&W by $6,988,000. See Note 20
for further information on B&W's asbestos liabilities and condensed consolidated financial information of B&W.

Use of Estimates

We use estimates and assumptions to prepare our financial statements in conformity with GAAP. These estimates and assumptions
affect the amounts we report in our financial statements and accompanying notes. Our actual results could differ from those estimates.
Variances could result in 2 material effect on our results of operations and financial position in future periods.

Earnings Per Share

We have computed earnings per common share on the basis of the weighted average number of common shares, and, where dilutive,
common share equivalents, outstanding during the indicated periods.
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Investments

Our investments, primarily government obligations and other debt securities, are classified as available-for-sale and are carried at fair
value, with the unrealized gains and losses, net of tax, reported as a component of accumulated other comprehensive loss. We classify
investments available for current operations in the balance shest as current assets, while we classify investments held for long-term
purposes as non-current assets. We adjust the amortized cost of debt securities for amortization of premiums and accretion of
discounts to maturity. That amortization is included in interest income. We include realized gains and losses on our investments in
other income (expense). The cost of securities sold is based on the specific identification method. We include interest on securities in
interest income.

Foreign Currency Translation

We translate assets and liabilities of our foreign operations, other than operations in highly infiationary economies, into U.S. Dollars at
current exchange rates, and we translate income statement items at average exchange rates for the periods presented. We record
adjustments resulting from the translation of foreign currency financial statements as a component of accumulated other
comprehensive loss. We report foreign currency transaction gains and losses in income. We have included in other income (expense}
transaction gains (losses) of ($1,748,000), $3,533,000 and ($1,651,000) for the years ended December 31, 2001 and 2000 and the nine-
month period ended December 31, 1999, respectively.

Contracts and Revenue Recognition

We generally recognize contract revenues and related costs on a percentage-of-completion method for individual contracts or
combinations of contracts based on work performed, man hours, or a cost-to-cost method, as applicable to the product or activity
involved. Certain partnering contracts contain a risk-and-reward element, whereby a portion of total compensation is tied to the overall
performance of the alliance partners. We include revenues and related costs so recorded, plus accumulated contract costs that exceed
amounts invoiced to customers under the terms of the contracts, in contracts in progress. We include in advance billings on contracts
billings that exceed accumulated contract costs and revenues and costs recognized under the percentage-of-completion method. Most
long-term contracts contain provisions for progress payments. We expect to invoice customers for all unbilled revenues. We review
contract price and cost estimates periodically as the work progresses and refiect adjustments proportionate to the percentage-of-
completion in income in the period when those estimates are revised. We make provisions for all known or anticipated losses.
Variations from estimated contract performance could result in a material adjustment to operating results for any fiscal quarter or year.
We include claims for extra work or changes in scope of work to the extent of costs incurred in contract revenues when collection is
probable. At December 31, 2001 and 2000, we have included in accounts receivable approximately $19,484,000 relating to commercial
contracts claims whose final settlement is subject to future determination through negotiations or other procedures which had not been

completed.
December 31,
2001 2000
(In thousands)
Included in Contracts in Progress:
Costs incurred less costs of revenue recognized $ 45,873 $ 23,588
Revenues recognized less billings to customers 54,251 86,574
Contracis in Progress k] TUT, 124 3 80,142
December 31,
2001 2000
(In thousands)
included in Advance Billings on Contracts:
Billings to customers less revenues recognized $ 222,406 $ 134,117
Costs incurred less costs of revenue recognized (50,813) {62,505)
Advance Billings on Contracts § 171593 % 71,612
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We are usually entitled to financial settlements relative to the individual circumstances of deferrals or cancellations of Power Generation
Systems' contracts. We do not recognize those settlements or claims for additional compensation until we reach final settlements with
our customers.

We have included in accounts receivable - trade the following amounts representing retainages on contracts:

December 31,
2001 2000
(In thousands)
Retainages $ 32,156 $ 34,825
Retainages expecied to be collected after one year $ 13,082 $ 10,084

Of the long-term retainages at December 31, 2001, we anticipate collecting $8,258,000 in 2003, $4,778,000 in 2004 and $46,000 in 2005,

Inventories
We carry our inventories at the fower of cost or market. We determine cost on an average cost basis. Inventories are summarized below:
December 31,

2001 2000
(In thousands)

Raw Materials and Supplies $ 5028 §$ 7412
Worlcin Progress 739 1,895
Finished Goods 1,517 2426
Tolal Tnventories 5 7288 5 053

Comprehensive Income (Loss)

The components of accumulated other comprehensive loss included in stockholders’ equity are as follows:

December 31,
2001 2000

(In thousands)
Currency Translation Adjustments $ (50402) $ (47,089)
Net Unrezlized Gain (Loss) on Investments 1,301 (4,842)
Net Unrealized Loss on Derivative Financial Instruments (2,240) -
Minimum Pension Liability (5,770) (2.921)
Accumulated Other Comprenensive Loss § B §  (p4852)

Warranty Expense

We accrue estimated expense o satisfy contractual warranty requirements, primarily of our Power Generation Systems segment, when
we recognize the associated revenue on the related contracts. With respect to JRM, we include warranty costs as a component of our
total contract cost estimate to satisfy contractual requirements. In addition, we make specific provisions where we expect the actual
costs of a warranty to significantly exceed the accrued estimates. Such provisions could have a meterial effect on our consolidated

financial position, results of operations and cash flows.

Environmental Clean-up Costs

We accrue for future decommissioning of our nuclear facilities that will permit the release of these facilities to unrestricted use at the end
of each facility's life, which is a requirement of our licenses from the Nuclear Regulatory Commission. We reflect the accruals, based on
the estimated cost of those activities and net of any cost-sharing arrangements, over the economic useful life of each faciity, which we
typically estimate at 40 years. The fotal estimated cost of future decommissioning of our nuclear facilities is estimated to be $32,024,000,
of which we have recorded $9,291,000 in other lizbilities. We adjust the estimated costs as further information develops or
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circumstances change. We do not discount costs of future expenditures for environmental clean-up to their present value. An exception
to this accounting treatment relates to the work we perform for one facility, for which the U.S. Government will pay ali the
decommissioning costs. We recognize recoveries of environmental clean-up costs from other parties as assets when we determine their
receipt is probable.

Research and Development

Research and development activities are related to development and improvement of new and existing products and equipment and
conceptual and engineering evaluation for franslation into practical applications. We charge to operations the costs of research and
development that is not performed on specific contracts as we incur them. These expenses totaled approximately $11,888,000,
$15,748,000 and $17,047,000 in the years ended December 31, 2001 and 2000 and the nine-month period ended December 31, 1929,
respectively. In addition, our customers paid for expenditures we made on research and development activities of approximately
$456,635,000, $34,838,000 and $18,487,000 in the years ended December 31, 2001 and 2000 and the nine-month peried ended
December 31, 1989, respectively.

Long-Lived Assets

We evaluate the realizability of our long-ived assets, including property, plant and equipment and goodwill, whenever events or changes
in circumstances indicate that we may not be able to recover the carrying amounts of those assets.

Property, Plant and Equipment

We carry our property, plant and equipment at cost, reduced by provisions to recognize economic impairment when we determine
impairment has occurred.

Except for major marine vessels, we depreciate our property, plant and equipment using the straight-line method, over estimated
economic useful lives of 8 to 40 years for buildings and 2 to 28 years for machinery and equipment. We depreciate major marine vessels
using the units-of-production method based on the utilization of each vessel. Our depreciation expense calculated under the units-of-
production method may be less than, equal to, or greater than depreciation expense calculated under the straight-line method in any
period. The annual depreciation based on utilization of each vessel will not be less than the greater of 25% of annual straight-ine
depreciation, and 50% of cumulative straight-line depreciation. Our depreciation expense was $39,603,000, $39,270,000 and $47,415,000
for the years ended December 31, 2001 and 2000 and the nine-month period ended December 31, 1999, respectively.

We expense the costs of maintenance, repairs and renewals which do not materially prolong the useful life of an asset as we incur them
except for drydocking costs. We accrue estimated drydock costs, including (abor, raw materials, equipment and regulatory fees, for our
marine fleet over the period of time befween drydockings, which is generally 3 to 5 years. We accrue drydock costs in advance of the
anficipated future drydocking, commonly known as the “accrue in advance” method. Actual drydock costs are charged against the
liability when incurred and any differences befween actual costs and accrued costs are recognized over the remaining months of the
drydock cycle. Such differences could have a material effect on our consolidated financial position, results of operations and cash flows.

Goodwill

The majority of our goodwill pertains to the acquisition of minority interest in JRM (see Note 2). We amortize goodwill on a straight-line
basis, using a twenty-year period for the JRM minority interest acquisition, a forty-year period for the B&W acquisition, and periods of
ten to twenty years for all other goodwill. Following are the changes in the carrying amount of goodwill:
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Nine Months

Year Ended Ended
December 31, December 31,
2001 2000 1999
(In thousands)
Balance at beginning of period $ 350,939 $ 444220 $ 125435
Acquisition of minority interest in JRM - - 333,219
Deconsolidation of B&W - (78,897) -
Acquisition of various business units
of the Ansaldo Volund Group (1,109) 5,745 -
Other acquisitions 1,081 - -
Sale of MECL (524) - -
Amortization expense {19,480) (20,130) (14,434)
Translation adjustments and
othar miscellaneous items (202) 1 0]
Balance at end of period § 330,705 $ 350,939 $ 444220

For more information on acquisitions and dispositions ses Note 2.

Other Intangible Assets

We have included other intangible assets, consisting primarily of rights to use technology and non-competition agresments, in other

assets. Following are the changes in the carrying amount of other intangible assets:

Nine Months
Year Ended Ended
December 31, December 31,
2001 2000 1999
(In thousands)
Balance at beginning of period $ 1,05 $ 8083 $ 11,508
Additions (reductions) (18) a77 -
Deconsolidation of B&W - {4,980)
Amortization expense — non-competition
agresments - {267) (2,409)
Amortization expense — technology rights (560) (2,162) (1,016)
Balance 2t end of period § 1013 $ 1651 $ 808

Other Non-Current Assets

We have included deferred debt issuance costs and investments in oil and gas properties in other assets. We amortize deferred debt
issuance cost as interest expense over the life of the related debt . We report depletion expense of investments in oil and gas

properties as amoriization expense. Following are the changes in the carrying amount of these assets:

Nine Months
Year Ended Ended
December 31, December 31,
2001 2000 1999
(In thousands)
Balance at beginning of period $ 8802 $ 6284 $ 93809
Additions 1,611 7,457 100
Reductions - - (1,281)
Deconsolidation of B&W - (76) -
Amortization expense - oil and gas investment 797) (543) (651)
Interest expense — debt issuance costs (2,738) (4,310) (1,273)
“Balance at end of period $ 6878 $ 8802 $ 6264

Capitalization of Interest Cost

Interest is capitalized in accordance with SFAS No. 34, “ Capitalization of Interest Cost.” We incurred total interest of $41,040,000 in the
year ended December 31, 2001, $46,098,000 in the year ended December 31, 2000 and $37,678,000 in the nine-month period ended
Descember 31, 1989, of which we capitalized $1,377,000 in the year ended December 31, 2001, $2,389,000 in the year ended December 31,
2000, and $1,935,000 in the nine-month period ended December 31, 1999.
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Cash Equivalents

Our cash equivalents are highly liquid investments, with maturities of three months or less when purchased, which we do not hold as

part of our investment portfolio.

Derivative Financial Instruments

Our worldwide operations give rise to exposure to market risks from changes in foreign exchange rates. We use derivative financial
instruments, primarily forward contracts, to reduce the impact of changes in foreign exchange rates on our operating results. We use
these instruments primarily to hedge our exposure associated with revenues or costs on our long-term contracts which are denominated
in currencies other than our operating entities’ functional currencies. We record these contracts at fair value on our consolidated
balance sheet. Depending on the hedge designation at the inception of the contract, the related gains and losses on these contracts are
either offset against the change in fair value of the hedged firm commitment through earnings or deferred in stockholders’ equity (as a
component of accumulated other comprehensive loss) until the hedged item is recognized in earnings. The ineffective portion of a
derivative’s change in fair value is immediately recognized in earnings. The gain or loss on a derivative financial instrument not
designated as a hedging instrument is also immediately recognized in earnings. Gains and losses on forward contracts that require
immediate recognition are included as a component of other-net in our consolidated statement of income (loss).

Stock-Based Compensation

We follow the intrinsic value method under Accounting Principles Board Opinion No. 25, "Accounting for Stock Issued to Employees,”
("APB 25"} and related interpretations in accounting for our employee stock plans. Under APB 25, if the exercise price of the employee
stock options eguals or exceads the fair value of the underlying stock on the measurement date, no compensation expense is
recognized. If the measurement date is later than the date of grant, compensation expense is recorded to the measurement date based
on the quoted market price of the underlying stock at the end of each reporting period. Stock options granted to employees of B&W
during the Chapter 11 filing are accounted for using the fair value method of SFAS No. 123 “Accounting for Stock-Based Compensation,”
as B&W employees are not considered employess of Ml for purposes of APB 25.

Change in Fiscal Year

On August 3, 1999, our Board of Directors approved the change of our fiscal year from a year ending on March 31 to the new fiscal
year end of December 31. In our opinion, all normal recurring adjustments that are necessary for a fair statement of our operations
have been reflected in the consolidated financial statements for these periods.

The following unaudited financial information for the nine-month period ended December 31, 1998 is presented to provide
comparative results to the nine-month transition period ended December 31, 1999, included in the accompanying Consolidated
Statements of Income (Loss). The operating results for the nine-month period do not necessarily indicate resulis that can be

expected for a twelve-month period.
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Nine-Month Period Ended

December 31,1998

(Unaudited)
(In thousands)
Revenues $ 2,400,617
Costs and Expenses:
Cost of operations 1,085,172
Gain on asset disposals (36,867)
Selling, general and administrative
expenses 230,197
2,179,402
Equity in Income from Investess 14,277
Operating fncome 235,492
Other Income:
Interest income 78,657
Interest expense (49,137)
Minority interest (61,369)
Curtailments and settlements of employee benefit plans 27,642
Other-nat 693
(3,504)
Income before Provision for Income 1axes 231,988
Provision for Income Taxes 16,523
Net Income $ 215465
Earnings per common share:
Basic $ 365
Diluted $ 3.50
‘Cash Dividends per common share $ 0.15

New Accounting Standards

Effective January 1, 2001, we adopted Statement of Financial Accounting Standards ( SFAS™) No. 133, “ Accounting for Derivative
Instruments and Hedging Activities,” as amended by SFAS No. 138, which adds to the guidance related to accounting for derivative
instruments and hedging activities. SFAS No. 133 requires us to recognize all derivatives on our consolidated balancs shest at their fair
values. Cur initial adoption of SFAS No. 133, as amended by SFAS No. 138, had no material effsct on our consolidated financial position
or resuits of operations.

On July 20, 2001, the Financial Accounting Standards Board (" FASB”) issued SFAS No. 141, “Business Combinations,” and SFAS No.
142, “ Goodwill and Other Intangible Assets.” SFAS No. 141 reguires that all business combinations be accounted for under the
purchase method. SFAS No. 141 also establishes criteria for the separate recognition of intangible assets acquired in a business
combination. The adoption of SFAS No. 141 will have no effect on our consolidated financial position or results of operations. SFAS No.
142 requires that goodwili no longer be amortized to earnings, but instead be subject to periodic testing for impairment. SFAS No. 142 is
effective for fiscal years beginning after December 15, 2001, For the year ended December 31, 2001, we had amortized approximately
$19,480,000 of goodwill. We are reviewing the effect SFAS No. 142 will have on our consolidated financial position and results of
operations and based on current conditions do not expest to incur & material transition goodwill impairment charge as of January 1,
2002,

In June 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations.” SFAS No. 143 requires entities to record
the fair value of a liability for an asset retirement obligation in the period in which it is incurred. When the liability is initially recorded, the
entity capitalizes a cost by increasing the carrying amount of the related long-ived asset. Over time, the liability is accreted to its

present value each period, and the capitalized cost is depreciated over the useful life of the related asset. Upon settlement of the liability,
an entity either setties the obligation for its recorded amount or incurs a gain or loss upon settlement. SFAS No. 143 is effective for
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fiscal years beginning after June 15, 2002. We are reviewing the effect SFAS No. 143 will have on our consolidated financial position and
results of operations.

In August 2001, the FASB issued SFAS No. 144, * Accounting for the Impairment or Disposal of Long-Lived Assets.” SFAS No. 144
addresses financial accounting and reporting for the impairment or disposal of long-lived assets. H supersedes SFAS No. 121,

* Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Cf,” and the accounting and reporting
provisions of Accounting Pronouncements Bulletin No. 30, “Reporting the Resulis of Operations-Reporting the Effects of Disposal of a
Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions,” for the disposal of a segment
of a business. SFAS No. 144 is effective for fiscal years beginning after December 15, 2001. We are reviewing the effect SFAS No. 144
will have on our consolidated financial position and results of operations following adoption, and do not expect any impact on transition
at January 1, 2002.

NOTE 2 - ACQUISITIONS AND DISPOSITIONS

In October 2001, we sold McDermott Engineers & Constructors (Canada) Ltd. (“MECL"} to Jacobs Canada Inc. (“Jacobs™), a2 wholly
owned Canadian subsidiary of Jacobs Engineering Group, Inc. Under the terms of the sale, we received cash of $47,500,000, which is
subject to certain adjustments, and retained certain liabilities, including environmental liabilities, executive termination and pension
liabilities and professional fees, of MECL and its subsidiaries. The retained liabilities relate to prior operations of MECL and certain of its
subsidiaries and are not debt obligations. We do not consider these liabilities significant. We sold our stock in MECL with a net book
value of $11,804,000, including goodwill of $524,000. The estimated costs of the sale were $7,600,000. The sale resulted in a gain of
$27,995,000 and tax expense of $2,400,000. Our consolidated income statement includes the following for MECL up to the date of sale:

Nine Months

Year Ended Ended
December 31, December 31,

2001 2000 1999
Revenues $ 507,223 § 4259874 $ 309,174
Operating income $ 9984 § 918 § 5730
Net income $ 6638 $ 8059 § 5484

In June 2000, we acquired, through our Babcock & Wilcox Volund ApS (“B&W Volund”) subsidiary, various business units of the
Ansaldo Volund Group, a group of companies owned by Finmeccanica S.p.A. of ltaly. We acquired waste-to-energy, biomass,
gasification and stoker-fired boiler businesses and projects, as well as an engingering and manufacturing facility in Esbjerg, Denmark
from the Ansaldo Volund Group. B&W Volund is not a subsidiary of B&W, and is therefore not a party to B&W's Chapter 11 bankrupicy
filing.

We used the purchase method of accounting for this acquisition. We have included the operating results of B&W Volund in our
consolidated financial results from the date of acquisition. The acquisition cost was $2,707,000 plus assumed liabilities, which resulted
in goodwill of $5,745,000. We reduced goodwill by $1,109,000 in 2001 due to the adjustment of certain assumed liabilities.

B&W Volund acquired the BS Incineration business from FLS Miljo AJS, in October 2001. This acquisition was a natural complement to
B&W Volund's service business. The cost of the acquisition was $1,288,000. B&W Volund paid cash of $644,000 in October 2001 and will
pay the remaining acquisition cost in June 2002. B&W Volund recorded goodwill of $1,081,000 on this acquisition. This acquisition is
not considered significant.

During the nine-month period ended December 31, 1989, MIi acquired all of the publicly held shares of JRM common stock in a two-step
acquisition. On June 10, 1999, Mil purchased 14,353,480 shares in a tender offer for the publicly held shares of JRM for $35.62 per share
in cash. Together with the 24,658,297 shares held by Mll, the tendered shares represented approximately 89.5% of the shares of JRM

common stock outstanding at the expiration of the tender offer. On July 30, 1998, the remaining 215,008 shares of JRM common stock
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were acquired for the same price in cash in 2 second-step merger. Also on that date, 12,340 restricted shares of JRM common stock
were converted to 15,836 restricted shares of Ml common stock. Outstanding restricted shares of JRM were either acquired for cash or
converted to restricted shares of Mil in accordance with the terms of the merger agresment. In addition, Mil assumed 542,221 options to
purchase JRM common stock and converted them into 898,000 options to purchase Ml common stock. These options are included in
the disclosures in Note 10.

The acquisition and the allocation of the purchase price were accounted for using the purchase method of accounting in accordance
with Accounting Principles Board Opinion No. 16. The aggregate purchase price was approximately $536,027,000, including direct
acquisition costs of approximately $9,335,000. The aggregate purchase price also includes the fair value of the options assumed of
approximately $7,323,000 and the fair value of the restricted shares issued of approximately $439,000. The goodwill acquired
approximated $333,219,000. This acquisition eliminated the minority interest in JRM. We recorded minority interest expense of
$4,005,000 related to JRM during the three-month period ended June 30, 1989.

NOTE 3 - EQUITY METHOD INVESTMENTS

We have included in other asssts investments in our worldwide joint ventures and other entities that we account for using the equity
method of $24,159,000 and $25,405,000 at December 31, 2001 and 2000, respectively. The undistributed earnings of our equity
method investees were $12,929,000 and $18,371,000 at December 31, 2001 and 2000, respectively.

Summarized below is combined balance shest and income statement information, based on the most recent financial information, for
investments in entities we accounted for using the equity method (unaudited):

December 31,
2001 2000
(In thousands)
Current Assets $ 412926 § 348,189
Non-Current Assets 58,849 73,793
Total Assefs % 471875 § 421982
Current Liabilities $ 313379 $ 265808
Non-Current Liabilities 40,129 41,187
Owners' Equity 118,367 114,987
Total Liabilities and Cwners' Equity Y A1E5 § 421882
Nine-Month
Year Ended Period Ended
December 31, December 31,
2001 2000 1999
(In thousands)
Revenues $ 2391093 $ 1428578 § 758,450
Gross Profit $ 142341 $ 83771 $§ 21,379
Income (Loss) before Provision for Income Taxes $ 80,005 § 48244 § (1,473
Provision for Income Taxes 14907 1,850 5,302
Net Income (Loss) $ 75089 § 46594 § (6,775)

Revenues of equity method investees include $1,614,074,000, $766,353,000 and $196,237,000 of reimbursable costs recorded by

limited liability companies in our Government Operations segment, wherein such costs are recorded as revenues and expenses, at
December 31, 2001, 2000 and 1999, respectively. Our investment in equity method investees was less than our underlying equity in
net assets of those investeas based on stated ownership percentages by $30,395,000 at December 31, 2001. These differences are
primarily related to the timing of distribution of dividends and various adjustments under generally accepted accounting principles.
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The provision for income taxes is based on the tax faws and rates in the countries in which our investees operate. There is no expected
relationship betwesn the provision for income taxes and income before taxes. The taxation regimes vary not only with respect to
nominal rate, but also with respect to the allowability of deductions, credits and other benefits. For certain of our U.S. investess, U.S.

income taxes are the responsibility of the owner.

Reconciliation of net income per combined income statement information to income (loss) from investees per consolidated statement of

income is as follows:

Nine-Month
Year Ended Period Ended
December 31, December 31,
2001 2000 1999
(In thousands)
Equity income (loss) based on stated ownership percentages $ 33604 $ 17618 § (8220
Impairment of investment in foreign joint venture - (5,586) -
Costs to exit certain foreign joint ventures - (17,453) (2,584)
Sale of shares in foreign joint venture 2,353 - -
All other adjustments due to amortization of basis differences,
timing of GAAP adjustments, dividend distributions and
other adjustments (1,6853) (3,911) (178)
income {Joss] from investess v 4304 § (G741) % (10,989

On June 30, 2001, JRM, through one of its subsidiaries, entered into an agreement to sell its share in a foreign joint venture, Brown &
Root McDermoft Fabricators Limited. JRM received initial consideration in cash of approximately $7,400,000 for the sale, but is still

negotiating a final sales price.

Our transactions with unconsolidated affiliates included the following:

Nine-Month
Year Ended Period Ended
December 31, December 31,
2001 2000 1999

(In thousands)

Sales to $ 240935 § 73861 § 92052

Leasing activities (included in Sales to) §$ gijjed § 3683 § 73019

Purchases from $ 11885 $ 3751 § 8341
$ $

Dividends received 36,920 14,409 § 4,208

Our accounts payable includes payables to unconsolidated affiliates of $3,219,000 and $7,357,000 at December 31, 2001 and 2000,
respectively. Our property, plant and equipment includes cost of $130,958,000 and $63,704,000 and accumulated depreciation of
$57,204,000 and $35,708,000, respectively, at December 31, 2001 and 2000 of marine equipment that was leased to an unconsolidated
affiliate. Included in the year ended Dscember 31, 2000 are charges of $23,449,000 to exit certain foreign joint ventures.

NOTE 4 - INCOME TAXES

We have provided for income taxes based on the tax laws and rates in the countries in which we conduct our operations. We have
sarned all of our income outside of Panama, and we are not subject to income tax in Panama on income earned outside of Panama.
Therefore, there is no expected relationship between the prov ision for, or benefit from, income taxes and income, or loss, before income
taxes. The major reason for the variations in these amounts is that income is earned within and subject to the taxation laws of various
countries, each of which has a regime of taxation which varies from the others. The taxation regimes vary not only with respect to
nominal rate, but also with respect to the allowability of deductions, credits and other benefits. Variations also exist because the
proportional extent to which income is earned in, and subject to tax by, any particular country or countries varies from year to year. Mill
and cerfain of its subsidiaries kesp books and file tax returns on the completed contract method of accounting.
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Deferred income taxes reflect the net tax effects of temporary differences between the financial and tax bases of assets and liabilitiss.
Significant components of deferred tax assets and liabilities as of December 31, 2001 and 2000 were as follows:

December 31,
2001 2000
(In thousands)
Defarred tax assets:
Accrued warranty expense $ 149 § 1,732
Accrued vacation pay 5,788 5441
Accrued liabilities for self-insurance
(including postretirement health care benefits) 11,944 12,287
Accrued liabilities for executive and employes incentive compensation 25823 23,124
Investments in joint ventures and affilialed companies 3,785 4,088
Operating loss carryforwards 8,587 12,797
Environmental and products liabilities 8,087 5,079
Long-term contracts 17,392 15,778
Drydock reserves 8429 5,701
Accrued interest 8,395 5,520
Deferred foreign tex credits 7235 8,105
Other 18,422 17,607
Total deferred tax assets 121,006 117,245
Valuation allowance for deferred tax assets (12,840) (15,478)
Deierred tax assels 108,166 107,768
Deferred tax liabilifies:
Property, plant and equipment 19,494 14,462
Prepaid pension costs 39,501 28,158
Investments in joint ventures and affiliated companies 2,710 2,737
insurance and other recoverables 1,230 588
Other 3,270 2,832
Total deferred {ax liavilities 66,205 46,185
Net deferred tax assels § 48T § 588
Income (loss) before provision for income taxes and extraordinary item was as follows:
Nine-Month
Year Ended Period Ended
December 31, December 31,
2001 2000 1999
(In thousands)
us. $ 44455 § 15845 § 43,281
Other than U.S. 46,822 (25,622) (8,183)
Income (loss) befors provision for income taxes
and extraordinary item $ 912718 § ©977) § 35028
The provision for income taxes consisted of:
Current:
U.S. - Federal $ 90278 § (13795) § 4,028
U.S. - State and loca 4,728 2,034 2214
Other than U.S. 8,058 2204 22,983
Total current 103,085 (8.467) 28726
Deferred:
U.S. - Federal 12,291 2514 8434
U.S. - State and local (388) (1,098) 2,695
Othar than U.S. (2,773) 158 (5,697
Total deferred 9,070 21,572 5432
Provision for Income {axes $ 112,135 § 12708 § 34658

For the year ended December 31, 2001, our current provision for U.S. income taxes includes a charge of approximately $85,400,000
associated with the intended exercise of an intercompany stock purchase and sale agreament (see Note 22). Our current provision for
other than U.S. income taxes in the years ended December 31, 2001 and 2000 includes a reduction of $4,133,000 and $573,000,
respectively, for the benefit of net operating loss carryforwards. The provision for the nine-month period ended Dacember 31, 1999
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reflected a non-deductible loss of $37,810,000 on the curtailment of a foreign pension plan and non-deductible amortization of goodwill
of $9,929,000 created by the premium we paid on the acquisition of the minority interest in JRM. Losses from forsign joint ventures
which generated no corresponding tax benefit totaled $25,640,000 in the year ended December 31, 2000 and amortization of goodwill
associated with the acquisition of the minority interest in JRM was $18,007,000 in the years ended December 31, 2001 and 2000. In
addition, the years ended December 31, 2001 and 2000 included a tax benefit of $5,215,000 and $5,500,000 from favorable tax seftlements
in foreign jurisdictions and a provision for proposed Internal Revenue Service (IRS") tax deficiencies was recorded in the year ended
Becember 31, 2001. The provision for income taxes for the year ended December 31, 2000 also included a provision of $3,800,000 for
B&W for the pre-filing period and a benefit of $1,400,000 from the use of certain tax attributes in a foreign joint venture.

MH and JRM would be subject to withholding taxes on distributions of earnings from their U.S. subsidiaries and certain foreign
subsidiaries. For the ysar ended December 31, 2001, the undistributed earnings of U.S. subsidiaries of Mll and JRM were approximately
$405,000,000, U.S. withholding taxes of approximately $121,500,000 would be payable upon distribution of these earnings. For the same
period, the undistributed earnings of the foreign subsidiaries of such U.S. companies amounted to approximately $85,500,000. The
unrecognized deferred U.S. income tax liability on these earnings is approximately $33,500,000. Withholding taxes of approximately
$7,900,000 would be payable to the applicable foreign jurisdictions upon remittance of these earnings. We have not provided for any
taxes, as we treat these earnings as indefinitely reinvested. Thers were no undistributed earnings of foreign subsidiaries of Mil and JRM
that would be subject to foreign withholding taxes that have not been provided for.

We reached settiements with the IRS concerning MI's U.S. income tax liability through the fiscal year ended March 31, 1992, disposing of
all U.S. federal income tax issues. The IRS has issued notices for Ml for the fiscal years ended March 31, 1993 and 1924 and for Ml and
JRM for the fiscal year ended March 31, 1995 asserting deficiencies in the amount of taxes reported. We believe that any income taxes
ultimately assessed against Mi and JRM will not exceed amounts we have already provided for.

At December 31, 2001, we had a valuation allowance of $12,840,000 for deferred tax assets, which cannot be realized through carrybacks
and future reversals of existing taxable temporary differences. We believe that our remaining deferred tax assets are realizable through
carrybacks and future reversals of existing taxable temporary differences, future taxable income and, if necessary, the implementation of
tax planning strategies involving sales of appreciated assats. Uncertainties that affect the ultimate realization of our deferred tax assets
include the risk of incurring losses in the future and the possibility of declines in value of appreciated assets involved in the tax planning
strategies we have identified. YWe have considered these factors in estimating our valuation allowance. We will continue to assess the
adeguacy of our valuation allowance on a quarterly basis. Any changes to our estimated valuation allowance cou|d. be material to the

financial statements.

We have foreign net operating loss carryforwards of approximately $18,851,000 available to offset future taxable income in foreign
jurisdictions. Approximately $5,363,000 of the foreign net operating loss carryforwards expire in 2003 to 2007. We have domestic net
operating loss carryforwards of approximately $7,284,000 available to offset future taxable income in domestic jurisdictions. The
domestic net operating loss carryforwards expire in years 2009 to 2019.
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NOTE 5 - LONG-TERM DEBT AND NOTES PAYABLE

December 31,
2001 2000
(In thousands)
Long-term debt consists of:
Unsecured Debt:
Series A Medium Term Notes (maturing in 2003; interest at
various rates ranging from 8.98% to 9.00%) $ 9500 $ 8,500
Series B iMedium Term Notes (maturities ranging from 4 to 23
years; interest at various rates ranging from 7.57% to 8.75%) 64,000 64,000
9.375% Notes due March 15, 2002 ($208,808,000 principal amount) 208,789 224,884
8.375% Senior Subordinated Notes due 2008
($1,234,000 principal amount) 1,218 1,215
Other notes payable through 2030 (interest at
various rates ranging to 10%) 21,845 23,705
Seoured Debt:
Capitalized lease obligations 4,521 111
309,873 323,413
Less: Amounts due within one year 209,480 258
Long-term debi ? 100393 § 323157
December 31,
2001 2000
(In thousands)
Notes payable and current maturities of long-term debt consist of:
Shori-term lines of credit - unsecured $ - § 50,000
Short-term lines of credit — secured - 10,600
Secured borrowings - 33,838
Other notes payable 26 2,250
Current maturities of long-term debt 209,480 258
Total $ 209506 § 96,340
Weighted average interest rate on short-term borrowings 9.37% 8.81%

The indentures relating to the 9.375% Notes due March 15, 2002 and the Series A and B Medium Term Notes contain certain restrictive
covenants, including limitations on indebtedness, liens securing indebtedness, dividends and loans. As of December 31, 2001, M had
repurchased a total of $16,067,000 principal amount of the 9.375% notes, resulting in an extraordinary net after tex gain of $835,000. Mt
intends to repay these notes on March 15, 2002. See Note 22 for further information.

Maturities of long-term debt during the five years subseguent to December 31, 2001 are as follows: 2002 - $209,480,000; 2003 -
$12,080,000; 2004 - $776,000; 2005 -$12,305,000; 2005 - $6,325,000.

At December 31, 2001 and 2000, we had available various uncommitted short-term lines of credit from banks totaling $8,885,000 and
$12,819,000, respectively. We had no borrowings outstanding under these lines of credit as of December 31, 2001 or 2000.

On February 21, 2000, B&W and certain of its subsidiaries entered into a $3C0,000,000 debtor-n-possession revolving credit and letier of
credit facility (the “DIP Credit Facility”) to satisfy their working capital and letter of credit needs during the pendency of their bankruptcy
case. As a condition to borrowing or obtaining letiers of credit under the DIP Credit Facility, B&W must comply with certain financial
covenants. At December 31, 2001, B&W was in violation of a covenant under the DIP Credit facility due to the acquisition of 80% of the
common stock of a company for approximately $80,000. We received a consent from the lenders to remedy this default (see Note 22).
We had no borrowings outstanding under this facility at December 31, 2001 or 2000. Letters of credit outstanding under the DIP Credit
Facility at December 31, 2001 totaled approximately $116,000,000. This facility is scheduled to expire in March 2003. We plan to
negotiate an extension and expect to be successful. Ses Note 20 for further information on the DIP Credit Facility.

On February 21, 2000, we also entered into other financing arrangements providing financing to the balance of our operations. This
financing, as amended on April 24, 2000, consists of a $200,000,000 credit facility for Mil, BWXT and Hudson Products Corporation (the
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“Mll Credit Facility”) and a $200,000,000 credit facility for JRIM and its subsidiaries (the “JRM Credit Facility”). Each facility is with a
group of lenders, for which Citibank, N.A. is acting as the administrative agent.

The Ml Credit Facility consists of two tranches, each of which has a thres-year term. One is a revolving credit facility that provides for up
to $100,000,000 to the borrowers. Borrowings under this facility may be used for working capital and general corporate purposes. The
second tranche provides for up to $200,000,000 of letters of credit and may be used to reimburse issuers for drawings under certain
outstanding letters of credit totaling $38,292,000 issued for the benefit of B&W and its subsidiaries. The aggregate amount of loans and
amounts available for drawing under letters of credit outstanding under the Mil Credit Facility may not exceed $200,000,000. This facility
is secured by a collateral account funded with various U.S. government securities with a minimum marked-to-market value equal to
105% of the aggregate amount available for drawing under letters of credit and revolving credit borrowings outstanding. We had no
borrowings against this facility at December 31, 2001 and borrowings of $10,000,000 at December 31, 2000, Letters of credit outstanding
at December 31, 2001 were approximately $60,830,000. The interest rate is Libor plus 0.425%, or prime depending upon notification to
borrow. The interest rate at December 31, 2001 was 4.75%. Commitment fees under this facility totaled approximately $400,000 for the
year ended Dacember 31, 2001. This facility is scheduled to expire in March 2003. We plan to negotiate an extension. We plan fo reduce
this facility by $100,000,000 in 2002.

The JRM Credit Facility also consists of two {ranches. One is a revolving credit facility that provides for up to $100,000,600 for advances
to borrowers. Borrowings under this facility may be used for working capital and general corporate purposes. The second tranche
provides for up to $200,000,000 of letters of credit. The aggregate amount of loans and amounts available for drawing under letters of
credit outstanding under the JRM Credit Facility may not exceed $200,000,000. The facility is subject to certain financial and non-
financial covenants. We had no borrowings against this facility at December 31, 2001 and borrowings of $50,000,000 at December 31,
2000. Letters of credit outstanding under the JRM Credit Facility at December 31, 2001 totaled approximately $81,000,000. The interest
rate is Libor plus 2%, or prime plus 1% depending upon notification to borrow. The interest rate at December 31, 2001 was 5.75%.
Commitment fees under this facllity totaled approximately $1,000,000 for the year ended December 31, 2001. This facility is scheduled to
expire in March 2003. We plan to negotiate an extension.

Ml and JRI and their respective subsidiaries are restricted, as a result of covenants in debt instruments, in their ability to transfer funds
to Mil and its other subsidiaries through cash dividends or through unsecured loans or investments. At December 31, 2001,
substantially all the net assets of Ml were subject to those restrictions. At December 31, 2001, JRM and its subsidiaries could make

unsecured loans to or investments in Mll and its other subsidiaries of approximately $71,000,000.

il and its subsidiaries are unable to incur any additional long-term debt obligations under one of MI's public debt indentures, other than
in connection with certain extension, renewal or refunding transactions.

NOTE 6 - PENSION PLANS AND POSTRETIREMENT BENEFITS

We provide retirement benefits, primarily through non-contributory pension plans, for substantially all our regular full-time employess.
We do not provide retirement benefits to certain non-esident alien employees of foreign subsidiaries who are not citizens of a European
Community country or who do not earn income in the United States, Canada or the United Kingdom. We base our salaried plan benefits
on final average compensation and years of service, while we base our hourly plan benefits on a flat benefit rate and years of service.
Our funding policy is to fund applicable pension plans to meet the minimum funding requirements of the Employee Retirement Income
Security Act of 1974 (*ERISA”) and, generally, to fund other pension plans as recommended by the respective plan actuaries and in
accordance with appliceble law.

86




We supply postratirement health care and life insurance benefits to our union employees based on our union contracts. In the year ended
December 31, 2000, we curtailed retirement benefits on one of our union contracts and amended the pension plan to increase benefits for
the employess affected by the curtailment resuliing in a curtailment loss of $1,437,000.

in the nine-month period ended December 31, 1989, we curtailed a pension plan in the United Kingdom and increesed the benefits payable
to the employees affected by the curtailment. As a result, we recognized a curtailment loss of $37,810,000, of which $14,168,000 related to
estimated excise taxes payable. We recognized an additional curtailment Joss on this plan of $10,219,000 and $3,860,000 in the years
ended December 31, 2001 and 2000 due to revisions in our expected share of the pension surplus. We are continuing to negotiate a

settlement.
Pension Benefits Other Benefits
Year Ended Year Ended
December 31, December 31,
2001 2000 2001 2000
(In thousands)
Change in bengfit obligation:
Benefit obligation at beginning of period § 1734527 § 1,742,249 35,151 § 120,595
Service cost 255579 25217 - -
Interest cost 115,195 111,947 2,499 2514
Pian parficipants’ contributions - - - -
Curtailments 10,219 3,880 - (1,187
Amendments 5414 2,834 -
Transfers 1,321 - - -
Change in assumptions 37019 42817 1,392 2207
Actuarial (gain) loss 14,823 26,348 280 (4,464)
Foreign currency exchange rate changes 4,132) (12,084) - -
Deconsolidation of B&W - (102,375) - (81,478)
Benefits paid (106,537) (106,146) (3927) (3,028
Benefit obligation at end of period 1833428 1,73527 = 3H3B  H,o1
Change in plan asseis:
Fair value of plan assets at beginning of period 1,943,562 2,052,666 - -
Actual return on plan assets (23,520) 101,264 - -
Company contributions 12,899 17,580 3027 3,028
Foreign currency exchange rate changes (4,908) (14,724) - -
Deconsolidation of B&W - (107,058) - -
Benefits paid (106,503) (1086,146) (3927) (3,028)
Fair value of plan assets at the end of period 1,821,530 1,843,562 - -
Funged staius (788 29035  (353%)  (35,751)
Unrecognized net obligation (242) (2,022 - -
Unrecognized prior service cost 14,550 11,730 - -
Unrecognized actuarial (gain) loss 93920 (142,211) 7,930 6,875
Net amount recognized 3 5330 3 76532 % (21405) $  (28,219)
Amounts recognized in the balance shest;
Prepaid benefit cost § 152510 § 134,307 § - $ -
Accrued benafit liability (65,848) (63,568) (27,465) (28,278)
Intangible asset 578 1,106 - -
Accumulated other comprehensive income 9,090 4,687 - -
Net amount recognized S 96330 § 76532 5 (2/485) § (28,270)
Weighted average assumptions:
Discount rate 7.25% 7.46% 742% 7.50%
Expected return on plan assets 8.33% 8.32% - -
Rate of compensation increase 444% 448% -

For measurement purposes, a 10% annual rate of increase in the per capita cost of covered health care benefits was assumed for 2002.
The rate was assumed to decrease gradually to 5.5% in 2008 and remain at that level thereafter.
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Pension Benefits Other Benefits

Nine-Month Nine- Month
Period Period
Year Ended Ended Year Ended Ended
December 31, December 31, December 31, December 31,
2001 2000 1999 2001 2000 1999
(In thousands)
Components of net periodic
benefit cost (income): ’
Service cost $ 25519 § 2527 § 26080 § - $ -§5 9
Interest cost 115,195 111,947 85,185 2,488 2514 8,631
Expected return on plan assets (145,738) (145,086) (113,943) - - -
Amortization of prior service cost 2,600 2,589 2,234 - - -
Recognized net actuarial loss (gain) (15,800) (34,449) (4,727) 718 542 844
Net periodic benefit cost (income) $ (18164) § (39702) § 8,170 2 3, s

The projecied benefit obligation, accumulated benefit obligation and fair value of plan assets for the pension plans with accumulated
benefit obligations in excess of plan assets were $187,166,000, $140,243,000 and $103,218,000, respectively, at December 31, 2001 and
$171,815,000, $143,860,000 and $102,869,000, respectively, at December 31, 2000.

Assumed health care cost trend rates have a significant effect on the amounts we report for our heelth care plan. A one-percentage-point
change in our assumed health care cost trend rates would have the following effects:

One-Percentage- One-Percentage-
Point Increase Point Decrease
(In thousands)

Effect on total of service and interest
cost components $ 102 $ (95)
Effect on postretirement benefit obligation $ 1,375 $ (1,301)
Multiemployer Plans

One of B&W's subsidiaries contributes to various multiemployer plans. The plans generally provide defined benefits to substantially all
unionized workers in this subsidiary. Amounts charged to pension cost and contributed to the plans were $2,428,000 and $5,335,000 in
the year ended December 31, 2000, and the nins-month period ended December 31, 1989, respectively.

NOTE 7 - IMPAIRMENT OF LONG-LIVED ASSETS

Impairment losses to write<down property, plant and equipment to estimated fair values are summarized by segment as follows:

Nine-Month
Year Ended Period Ended
December 31, December 31,
2001 2000 1999
(In thousands)
Property, plant and equipment and other assets:
Assets to be held and used:
Marine Construction Services $ - % - § 1,456
Assets to be disposed of:
farine Construction Services §,318 3,346 766
Industrial Operations - 833 -
Total $ 6,318 § 4179 § 2,222

Property, plant and equipment and other assets — assets to be held and used

During the nine-month period ended December 31, 1999, we identified certain long-lived assets that were no longer expected to
recover their entire carrying value through future cash flows. We generally determined fair values based on sales prices of
comparable assets. The assets inciuded non-core, surplus and obsolste property and equipment and fabrication facilities in our
Marine Construction Services segment.
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Property, plant and equipment and other assets — assets to be disposed of

During the year ended December 31, 2001, our Marine Construction Services segment recorded an impairment loss totaling
$6,318,000 to reduce an idled derrick barge to scrap value. Prior to impairment, the vessel had a net book value of approximately
$6,913,000. We expect to sell the vessel for use as scrap material in 2002.

During the year ended December 31, 20600, our Marine Construction Services segment recorded impairment losses totaling
$3,346,000. These provisions included $1,982,000 for salvaged structures which were written down to net realizable value, a
$202,000 adjustment to a building for sale near London which we sold in 2001, and $4,072,000 of fixed assets in our Inverness
facility.

During the vear ended December 31, 2000, our Industrial Operations segment recorded an impairment loss totaling $833,000 at our
research facility in Alliance, Ohio for fixed assets that will no longer be used.

During the nine-month period ended December 31, 1989, our Marine Construction Services segment recorded an impairment loss of
$676,000 to reduce a building near London to its fair value less cost to sell. In the fiscal year ended iMarch 31, 1899, we recognized
an impairment loss of $877,000 for this building. Prior to impairment, the building had a net book value of approximately $7,549,000.
We decided to sell the building as a result of our withdrawal from traditional European engineering operations. Also during the nine-
month period ended December 31, 1998, this segment recognized $30,000 of impairment losses on leasehold improvements.

NOTE 8 - SUBSIDIARIES' STOCKS
JRM

During the nine-month period ended December 31, 1999, Mii acquired all of the publicly held shares of JRM common stock (see
Note 2).

NOTE ¢ - CAPITAL STOCK

The Panamanian regulations thet relate to acquisitions of securities of companies registered with the National Securities Commission,
such as Mill, have certain requirements. They require, among other matters, that deteiled disclosure concerning an offeror be finalized
before that person acquires beneficial ownership of more than five percent of the outstanding shares of any class of our stock pursuant
to a tender offer. The detailed disclosure is subject to review by either the Panamanian National Securitiss Commission or our Board of
Directors. Transfers of shares of common stock in violation of these regulations are invelid and cannot be registered for transfer.

We issue shares of our common stock in connection with our 1988 Officer Long-Term Incentive Pian (and its predecessor programs), our
1997 Director Stock Program, our 1982 Senior Managemant Stock Option Pian and contributions to our Thrift Plan. At December 31,

2001 and 2000, 9,026,795 and 10,048,426 shares of common stock, respectively, were reserved for issuance in connection with those
plans.

MII Preferred Stock

At December 31, 2001 and 2080, 100,000 shares of our non-voting Series A Participating Preferred Stock (the “Participating Preferred
Stock™) were issued and owned by MI. At December 31, 2000, 10,000 shares of the Series B non-voting Preferred Stock (the “Non-Voting
Preferred Stock™) were issued and owned by Mi. During the year ended Dacember 31, 2001, we redesmed these last 10,000 shares of
Non-Voting Preferred Stock at $250 per share under the applicable mandatory redemption provisions. The annual per share dividend
rates for the Participating Preferred Stock and the Non-Voting Preferred Stock was $10 and $20, respectively, payable quarterly, and with
dividends being cumulative to the extent not paid. The annual per share dividend rate for the Participating Preferred Stock is limited to
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no more than ten times the amount of the per share dividend on our common stock. In addition, shares of Participating Preferred Stock
(1) are entitled to receive additional dividends whenever dividends in excess of $3.00 per share on our common stock are declared (or
deemed to have been declared) in any fiscal year and (2) share equally with the shares of our common stock upon fiquidation, with each
share of Participating Preferred Stock being equivalent to 350 shares of common stock for these purposes. On August 1, 2000, Mil's
Board of Directors determined to suspend the declaration of dividends on our common stock. Accordingly, under the terms of the
Participating Preferred Stock, no dividends were payable in the year ended December 31, 2001. For our consolidated financial reporting
purposes, we treat the Participating Preferred Stock and the Non-Voting Preferred Stock as constructively retired, since they are owned
by our wholly owned subsidiary. The shares of Participating Preferred Stock are subject to the Intercompany Agreement. Ses Note 22.

We designated a series of our authorized but unissued preferred stock as Series D Participating Preferred Stock in connection with our
Stockholder Rights Plan. As of December 31, 2001, no shares of Series D Participating Preferred Stock were outstanding.

Our issuance of additional shares of preferred stock in the future and the specific terms thereof, such as the dividend rights, conversion
rights, voling rights, redemption prices and similar matters, may be authorized by our Board of Directors without stockholder approval.

MII Rights

On October 17, 2001, our board of directors adopted a Stockholder Rights Plan and declared a dividend of one right to purchase
preferred stock for each outstanding share of our common stock to stockholders of record at the close of business on November 1,
2001. Each right initially entitles the registered holder to purchase from us a fractional share consisting of one one-thousandth of a
share of our Series D Participating Preferred Stock, par value $1.00 per share, at a purchase price of $35.00 per fractional share, subject
to adjustment. The rights generally will not become exercisable until ten days after a public announcement that a person or group has
acquired 15% or more of our common stock ({thereby becoming an “Acquiring Person”) or the tenth business day after the
commencement of a tender or exchange offer that would result in a person or group becoming an Acquiring Person (we refer to the
earlier of those dates as the “Distribution Daie”). The rights are aitached to all certificates representing our currently outstanding
common stock and will attach to all common stock certificates we issue prior to the Distribution Date. Until the Distribution Date, the
rights will be evidenced by the certificates representing our common stock and will be transferable only with our common stock.
Generally, if any person or group becomes an Acquiring Person, each right, other than rights beneficially owned by the Acquiring Person
(which will thereupon become void), will thereafter entitle its holder to purchase, at the rights’ then current exercise price, shares of our
common stock having a market value of fwo times the exercise price of the right. If, after there is an Acquiring Person, and we or a
majority of our assets i acquired in certain transactions, each right not owned by an Acquiring Person will entitle its holder to purchase,
at a discount, shares of common stock of the acquiring entity (or its parent) in the transaction. At any time until ten days after a public
announcement that the rights have been triggered, we will generally be entitled to redeem the rights for $.01 per right and to amend the
rights in any manner other than to reduce the redemption price. Certain subsequent amendments are also permitied. Until a right is
exercised, the holder thereof, as such, will have no rights to vote or receive dividends or any other rights of a stockholder. As adopted
by our board of directors, the stockholder rights plan includes a provision that requires us to put the plan up for a vote at our 2002
annual meeting of stockholders. If the resolution in favor of the stockholder rights plan is defeated, the plan provides that the board of
directors will redeem the rights or terminate the plan, except in the case of certain disclosed acquisition plans or proposals. if our
stockholders approve the plan, it is scheduled to expire on the fifth anniversary of the date of its adoption.

NOTE 10 - STOCK PLANS
1996 Officer Long-Term Incentive Plan

At December 31, 2001, we had a total of 467,734 shares of our common stock (including shares that were not awarded under
predecessor plans) available for stock option grants and restricted stock awards to officers and key employees under our 19€8 Officer
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Long-Term Incentive Pian. That plan permits grants of nonqualified stock options, incentive stock options and restricted stock. Options
to purchase shares are granted at not less than 100% of the fair market value on the date of grant, become exercisable at such time or
times as determined when granted, and expire not more than ten years after ihe date of the grant. Under the plan, eligible employess
may be granted shares of comman stock which are subject to restrictions on transfer that lapse at such times and in such
circumstances as specified when granted. As of December 31, 2001, we had 38,737 shares of common stock available for award as
restricted stock. During the year ended December 31, 2000 and the ning-month period ended December 31, 1989, we granted
performance-based restricied stock awards under the plan to certain officers and key employess. Under the provisions of the
performance-based awards, no shares are issued at the time of the initial award, and the number of shares which will ultimately be
issued will be determined based on the change in the market value of our common stock over a specified performance period. The
performance-based awards in the year ended December 31, 2000 and the nine-month period ended Dacember 31, 1999 were represented
by initia! notional grants totaling 516,180 and 22,180 rights fo purchase restricted shares of common stock, respectively. These rights
had weighted average fair vdues of $8.30 and $7.22 on their respective dates of grant during the year ended Dacember 31, 2000 and the
nine-month period ended December 31, 1989, During the year ended December 31, 2001, the performance period for performance-based
awards represented by initial notional granis toteling 22,180 rights to purchase restricted shares lapsed with 27,277 restricted shares
issued. Through December 31, 2001, we issued a tofal of 1,592,417 shares of restricted stock under the plan (and 2 predecessor plen).
During the years ended December 31, 2001 and 2000, we issued 288,730 and 40,000 shares of restricted stock, respectively, with
weighted average fair values of $14.54 and $7.65 per share, respectively. During the nine-month period ended Dacember 31, 1999, we
issued 108,470 resiricted shares in accordance with the terms of the JRM merger. These shares had a weighted average fair value of
$27.19 per share.

1997 Director Stock Program

At December 31, 2001, we had a fotal of 71,731 shares of our common stock (including approved shares that were not awarded under a

predecessor plan) available for grants of options and rights to purchase restricted shares to non-employee directors under our 1897 Director
Stock Program. Under this program, we grant options to purchase 800, 300 and 300 shares on the first, second and third years, respectively, of
a director's term at not less than 100% of the fair market value on the date of grant. These options become exercisable, in full, six months after
the date of the grant and expire ten years and one day after the date of grant. Under this program, we grant rights to purchase 450, 150 and 150
shares on the first, second and third years, respectively, of a director's term, at par value ($1.00 per share), which shares are subject to
restrictions on transfer that lapse at the end of such term. Through December 31, 2001, we issuad a total of 28,584 shares of restricied stock
under the 1897 Director Stock Pian (and its predecessor plan) including 1,026 shares we issued in connection with the JRM merger.

1992 Senior Management Stock Option Plan

At December 31, 2001, we had a totel of 955,100 shares of common stock available for stock option grants under our 19892 Senior Managament
Stock Cption Plan. Cur Board of Directors determines the total number of shares available for grant from time to time. Under this plan, options
{o purchase shares are granted at not less than 100% of the fair market value on the date of grant, become exercisable at such time or times as
determined when granted and expire not more than ten years afier the date of grant. ;

in the event of a change in control of our company, all three programs have provisions that may cause restrictions to lapse and

accelerate the exercisability of outstanding options.

Buring the year ended December 31, 2000, the Compensation Committes of the Board of Directors modified our stock plans to provide
officers and senior management employees an alternative approach as to the manner in which their outstanding stock options granted
prior to February 22, 2000 would be treated. As of March 20, 2080, individuals were provided the opportunity to elect to cancel, on a
grant-by-grant basis, outstanding stock options granted prior to February 22, 2000, and in exchange, receive Deferred Stock Units
(*DSUs"). A DSU is a contractual right to receive a share of Mii common stock 2t a point in the future, provided applicable vesting
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requirements have been satisfied. DSUs granted as a result of this election will vest 50% upon judicial confirmation of a plan of
reorganization in connection with the Chapter 11 proceedings related to B&W and 50% one year later, or 100% on the fifth anniversary of
the date of grant, whichever is earlier. Under this program, 2,208,319 stock options were cancelled and 347,488 DSUs were granted with
2 weighted average fair value of $9.41 at the date of grant.

During the nine-month period ended December 31, 1698, in accordance with the terms of the JRM merger, we issued a {otal of 835,000
options to senior management employess, officers and directors of JRM who held JRM stock options at the effective time of the merger.
These options have the same terms and conditions as the options originally granted by JRM except that they are fully vested and their
exercise prices are not egual to the market price on the date of grant. The number of options we issued and their exercise prices were
determined in accordance with the merger agreement. These options had a weighted average exercise price of $22.72 and a range of
exercise prices from $4.47 to $30.12. The weighted average fair value of these options at the date of grant was $12.17.

The following table summarizes activity for Mil's stock option plans (share data in thousands):

Nine-Month
Year Ended Period Ended
December 31, December 31,
2001 2000 1999
Weighted- Weighted- Weighted-
Average Average Average
Exercise Exercise Exercise

Options Price  Options Price  Options Price

Outstanding, beginning of period 4855 § 1642 4812 $ 2438 4245 § 2475

Granted 1,921 1453 2479 9149 758 2164
Exercised (12) 037 ] 467 (88) 21.08
Cancelledfforfeited @17 1878 (2422 2545 (123) 253
Outstanding, end of period 8557 § 1558 48656 $ 1612 4812 § 2438
Exercisable, end of period 3304 $ 1884 2435 § 2304 4007 $§ 2404

Included in the table above are 355,000 options granted to B&W employees during 2001. These options are accounted for using the fair
value method of SFAS No. 123, as B&W employees are not considered employees of Mll for purposes of APB 25.

The following tables summarize the range of exercise prices and the weighted-average remaining contractual life of the options
outstanding and the range of exercise prices for the options exercisable at December 31, 2001 (share data in thousands):

Options Outstanding Options Exercisable
Weighted-
Average  Weighted- Weighted-

Remaining Average Average

Range of Number  Contractual Exercise Number Exercise
Exercise Prices  Outstanding Lifein Years  Price Exercisable Price
$ 7.72- 1148 2421 83 $ 916 1,053 $ 917
1148 - 15.30 1,998 8.9 1445 113 13.04
15.30 - 19.13 20 32 17.82 20 17.62
19.13- 2285 705 33 20.21 708 2021
285- 26.78 1,133 23 2485 1,133 24,65
26.78 - 30.80 188 1.8 2943 188 2913
30.60 - 34.00 AN 1.3 33.85 91 3388
$ 7.72- 3400 8,557 6.6 $ 1558 3,304 $ 1884

As discussed in Note 1, we apply APB 25 and related interpretations in accounting for our stock-based compensation plans. Charges to
income related to stock plan awards totaled approximately $5,617,000, $6,720,000 and $535,000 for the years ended December 31, 2001
and 2000 and the nine-month period ended December 31, 1988, respectively. For the years ended December 31, 2001 and 2000, these
charges include amounts related to approximately 1,053,000 stock options that require variable accounting as a conseguence of the DSU
program. If we had accounted for our stock plan awards using the alternative fair value method of accounting under SFAS No. 123,
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"Accounting for Stock-Based Compensation,” our net income (loss) and sarnings (loss) per share would have been the pro forma
amounts indicated as follows:

Nine-Month
Year Ended Period Ended
December 31, December 31,
2001 2000 1999

(In thousands, except per share data)

Net income (loss):

As reporied $ (20022) §  (22,082) § 440

Pro forma $ (22,715) §  (23957) § (3,398)
Basic earnings (loss) per share:

As reported $ (033 § (037 § 0.01

Pro forma $ (037 § (040) $ (0.06)
Diluted earnings (loss) per share;

As reported $ 033 $ 037) $ 0.01

Pro forma $ 037 § (0.40) § {0.05)

The above pro forma information is not indicative of future pro forma amounts. SFAS 123 does not apply to awards prior to the fiscal
year ended March 31, 1685, and we anticipate additional awards in fuiure years. The fair value of each option grant was estimated at the
date of grant using a Black-Scholes option-pricing madel with the following weighted-average assumptions:

Nine-Month

Year Ended Period Ended

December 31, December 31,

2001 2000 1999
Risk-free interest rate 4.80% 641% 57%%
Volatility factor of the expected market

price of Mil's common stock 0.51 048 049
Expected life of the option in years 5.00 5.00 2.80
Expected dividend yield of ill's common stock 0.0% 0.0% 0.7%

The weighted average fair value of the stock options granted in the years ended December 31, 2001 and 2000 and the nine-month period
ended December 31, 1989 was $7.26, $4.61 and $11.59, respectively. During the nine-month period ended December 31, 1999, weighted
average exercise prices and weighted average fair values of options whose exercise prices were equal to, greater than or less than the
market price of the sfock on the grant date were as follows:

Weighed-Average
EXxercise Fair
Price Value
Equal to § o6&l $ 511
Greater than $ 2025 $ 925
Less than $ 2080 $ 131

Thrift Plan

On both November 12, 1881 and June 5, 1895, 5,000,000 of the authorized and unissued shares of each of the Mil and JRM common
stock were reserved for issuance for the employer match to the Thrift Pian for Employees of McDermott Incorporated and Participating
Subsidiary and Affiliated Companies (the "Thrift Plan®). Those matching employer contributions equal 50% of the first §% of
compensation, as defined in the Thrift Plan, contributed by participants, and fully vest and are non-forfeitable after five yéars of service
or upon retirement, death, lay-off or approved disability. The Thrift Plan allows employess to sell their interest in Mi's common stock
fund at any time, except as limited by applicable securities laws and regulations. During the years ended December 31, 2001 and 2000
and the nine-month period ended Dacember 31, 1999, we issued 711,843, 910,287 and 289,508 shares, respectively, of Mil's common
stock as employer contributions pursuant to the Thrift Pian. During the nine-month period ended December 31, 1988 (prior to the JRi
merger) 4,336 shares of JRM's common stock were issued as employer contributions pursuant to the Thrift Pian. During the nine-month

period ended December 31, 1968, Mil completed its acquisition of all outstanding shares of JRM, and JRM shares are no longer issued as
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an employer's matching contribution. At December 31, 2001, 874,808 shares of Mll's common stock remained available for issuance
under the Thrift Plan.

NOTE 11 - CONTINGENCIES AND COMMITMENTS
Investigations and Litigation

In March 1997, we, with the help of outside counsel, began an investigation into allegations of wrongdoing by a limited number of former
employees of Mil and JRM and others. The allegations concerned the heavy-lift business of JRM's HesreMac joint venture ("HesreMac™)
with Heesrema Offshore Construction Group, Inc. ("Heerema™) and the heavylift business of JRM. Upon becoming aware of these
aliegations, we notified authorities, including the Antitrust Division of the DOJ, the SEC and the European Commission. As a result of
our prompt disclosure of the allegations, JRM, certain other affiliates and their officers, directors and employees at the time of the
disclosure were granted immunity from criminal prosecution by the DOJ for any anti-competitive acts involving worldwide heavy-lift
activities. In June 1998, the DOJ agreed to our request to expand the scope of the immunity to include a broader range of our marine
construction activities and affiliates. We have cooperated fully with the investigations of the DOJ and the SEC into these matters. In
February 2001, we were advised that the SEC has terminated its investigation and no enforcement action has been recommended.

On becoming aware of the affegations involving HeerelMac, we initiated action to terminate JRM's interest in HeereMac, and, on
December 19, 1897, Heerema acquired JRM's interest in exchange for cash and title to several pieces of equipment. On December 22,
19897, Heerelviac and one of its employees pled guilty to criminal charges by the DOJ that they and others had participaied in a
conspiracy to rig bids in connection with the heavyift business of HeereMac in the Gulf of Mexico, the North Sea and the Far East.
Hesreiiac and the Heereiviac employee were fined $49,000,000 and $400,000, respectively. As part of the plea, both HeerelMac and
certain employess of HeereMiac agreed to cooperate fully with the DOJ investigation. Neither Mil, JRM nor any of thair officers, directors
or employees was a party to those procesdings.

In July 1999, a former JRM officer pled guilty to charges brought by the DOJ that he participated in an international bid-rigging
conspiracy for the sale of marine construction services. In May 2000, another former JRM officer was indicted by the DOJ for
participating in a bid-rigging conspiracy for the sale of marine construction services in the Gulf of Mexico. His trial was held in February
2001 and, at the conclusion of the Government’s case, the presiding judge directed a judgment of acquittal.

We have cooperated with the DOJ in its investigation. The DOJ also has requested additional information from us refating to possible
anti-competitive activity in the marine construction business of McDermott-ETPM East, Inc., one of the operating companies within
JRM's former McDermott-ETPM joint venture with ETPM S.A., a French company. In connection with the termination of the McDermott-
ETPM joint venture on April 3, 1998, JRM assumed 100% ownership of McDermott-ETPM East, Inc., which was renamed J. Ray
McDermott Middle East, Inc.

In June 1998, Phillips Petroleum Company (individually and on behalf of certain co-venturers) and several related entities (the “Phillips
Plaintiffs”) filed a lawsuit in the U.S District Court for the Southern District of Texas against Mil, JRW, M, McDermott-ETPM, Inc., certain
JRM subsidiaries, HeereMac, Hearema, certain Hesrema affiliates and others, alleging that the defendants engaged in anti-competitive
acts in violation of Sections 1 and 2 of the Sherman Act and Sections 15.05 (2) and (b) of the Texas Business and Commerce Code,
engaged in fraudulent activity and tortiously interfered with the plaintiffs’ businesses in connection with certain offshore transportation
and installation projects in the Gulif of Mexico, the North Sea and the Far East (the " Phillips Litigation™). In December 1998, Den norske
stats oljeselskap a.s., individually and on behalf of certain of its ventures and its participants (collectively, “ Statoil”), filed a similar
lawsuit in the same court (the  Statoil Litigation™). In addition to seeking injunctive relief, actual damages and attorneys' fess, the
plaintiffs in the Phillips Litigation and Statoil Litigation have requested punitive as well as treble damages. In January 1989, the court
dismissed without prejudice, due to the court’s lack of subject matter jurisdiction, the claims of the Phillips Plaintiffs relating to alleged
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injuries sustained on any forgign projests. In July 1989, the court also dismissed the Statoll Litigation for lack of subject matter
jurisdiction. Statoil appealed this dismissal to the U.S. Court of Appeals for the Fifth Circuit (the “ Fifth Circuit”). The Fifth Circuit affirmed
the district court decision in February 2000 and Statoil filed 2 motion for rehearing en banc. In Sepiember 18£8, the Phillips Piaintifis
filed notics of their request to dismiss their remaining domestic claims in the lawsuit in order to sesk an appeal of the dismissal of thair
cleims on foreign projects, which request was subseguently denied. On March 12, 2001, the plaintiffs’ motion for rehearing en banc was
denied by the Fifth Circuit in the Statoil Litigation. The plaintifis filed a petition for writ of certiorari {o the U.S. Supreme Court. By order
issued October 1, 2001, the Supreme Court invited the Soliciior Ganeral of the United States to file a brisf expressing the view of the
United States on the issues presented in the writ application. On February 20, 2002, the U.S. Supreme Court denied the petition for
certiorari.

In June 1988, Shell Cifshore, Inc. and several related entities also filed a lawsuit in the U.S. District Court for the Southern District of
Texas against Mll, JRM, M, McDermoti-ETPM, Inc., certain JRM subsidiaries, Heareiiac, Hesrema and others, alleging that the
defendants engaged in anti-competitive acts in violation of Sections 1 and 2 of the Sherman Act (the * Shell Litigation”), Subsequently,
the following parties (acting for themselves and, in certain cases, on behalf of thelr respective co-venturers and for whom they operate)
intervened as plaintiffs in the Shell Litigation: Amoco Production Company and B.P. Exploration & Qil, Inc.; Amerada Hess Corporation;
Conoco Inc. and certain of its affiliates; Texaco Exploration and Production Inc. and certain of its affiliates; EIf Exploration UK PLC and
Elf Norge a.s.; Burlington Resources Ofishore, Inc.; The Louisiana Land & Exploration Company; Merathon Gil Company and certain of
its affiliates; ViK-Main Pass Gathering Company, L.L.C.; Green Canyon Pipeline Company, L.L.C.; Delos Gathering Company, L.L.C.;
Chevron U.S.A. Inc. and Chevron Overseas Petroleum inc.; Shell UK. Limited and certain of its afiiliates; Woodside Ensrgy, Lid; and
Saga Petroleum, S.A.. Also, in December 1998, Total Cil Marine p.l.c. and Norsk Hydro Produksjon a.s., individually and on behalf of
their respective co-venturers, filed similar lawsuits in the same court, which lawsuits were consolidated with the Shell Litigation. In
addition to sesking injunctive relief, actual damages and attorneys’ fees, the plaintiffs in the Shell Litigation request treble damages. In
February 1999, we filed a motion to dismiss the foreign project claims of the plaintiffs in the Shell Litigation due to the Texas district
court’s lack of subject matter jurisdiction, which motion is pending before the court. Subsaquently, the Shell Litigation plaintiffs were
allowed to amend their complaint to include non heavyift marine construction activity claims against the defendants. Currently, we are
awaiting the court's decision on our motion to dismiss the foreign claims.

On December 15, 2000, lawsuits wera filed by a2 number of Norwegian oil companies against Mil, Heeremac, Hesrema and Saipem S.p.A.
for violations of the Norwegian Pricing Act of 1853 in connection with projects in Norway. Plaintiffs include Norwegian affiliates of
various of the plaintiffs in the Shell civil case pending in Houston. Most of the projects were performed by Saipem S.p.A. or its affiliates,
with some by Hesrema/HeareMac and none by JRM. We understand that the conduct alleged by plaintiffs is the same conduct which
plaintiffs allege in the U.S. civil cases. The cases were heard by the Conciliation Boards in Norway during the first week of October 2001,
In all instances, the Boards referred the cases to the court of first instance for further proceedings. The plaintiffs have one year from the
date of referval to proceed with the casss.

As a result of the initia! allegations of wrongdoing in March 1997, we formed and have continued to maintain a special committes of our
Board of Direstors to monitor and overses our investigation into all of these matters.

it is not possible to predict the ultimate outcome of the BOJ investigation, our internal investigation, the above-eferenced lawsuits or
any actions that may be taken by others as a result of Heereliae's guilty plea or otherwise. These matters could result in civil and
criminal liability and have a material adverse effect on our consolidated financial position, resulis of operations and cash flows.

B&W and Atlantic Richfield Company (‘ARCO’) are defendants in a lawsuit filed by Donald F. Hall, Mary Ann Hall and others in the
United States District Court for the Western District of Pennsylvania. The suit involves approximately 300 separate claims for
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compensatory and punitive damages relating to the operation of two former nuclear fuel processing facilities located in Pennsylvania
(the “Hall Litigation”). The plaintiffs in the Hall Litigation allege, among other things, that they suffered personal injury, property damage
and other damages as a result of radioactive emissions from these facilities. In September 1998, a jury found B&W and ARCO liable to
eight plaintiffs in the first cases brought to rial, awarding $36,700,000 in compensatory damages. In June 1988, the district court set
aside the $36,700,000 judgment and ordered a new trial on all issues. In November 1989, the district court aliowed an interlocutory
appeal by the plaintiffs of certain issues, including the granting of the new trial and the court's rulings on certain evidentiary matters,
which, following B&W's bankruptcy filing, the Third Circuit Court of Appeals declined to accept for review.

In 1988, B&W settied all pending and future punitive damage claims in the lawsuit filed against B&W and ARCO by Donald F. Hall, Mary
Ann Hall and others (the “Hall Litigation”) for $8,000,000 for which B&W seeks reimbursement from other parties. There is a controversy
between B&W and its insurers as to the amount of coverage available under the ligbility insurance policies covering the facilities. B&W
filed a declarafory judgment action in a Pennsylvania State Court seeking a judicial determination as to the amount of coverage available
under the policies. On April 28, 2001, in response to cross-mations for partial summary judgment, the Pennsylvania State Court issued
its ruling regarding: (1) the applicable trigger of coverage under the Nuclear Energy Liability Policies issued by B&W's insurers; and (2)
the scope of the insurers’ defense obligations to B&W under these policies. With respect to the trigger of coverage, the Pennsylvania
State Court held that 2 "manifestation® trigger applied to the underlying claims at issue. Although the Court did not make any

determination of coverage with respect to any of the underlying claims, we believe the effect of its ruling is to increase the amount of
coverage potentially available to B&W under the policies at issue o $320,000,000. With respact to the insurers' duty to defend B&W, the
Court held that B&W is entitled to separate and independent counsel funded by the insurers. On May 21, 2001, the Court granted the
insurers’ motion for reconsideration of the April 25, 2001 order. On October 1, 2601, the Court entered its ordar reaffirming its original
substantive insurance coverage rulings and further certified the order for immediate appeal by any party. One of B&W's insurers filed an
appeal in November 2001. The appeal is pending. The plaintiffs’ remaining claims against B&W in the Hall Litigation have been
automatically stayed as a result of ihe B&W banlruptey filing, B&W filed a complaint for declaratory and injunctive relief with the
Bankruptey Court seeking to stay the pursuit of the Hall Litigation against ARCO during the pendency of B&W's bankruptey proceeding
due to common insurance coverage and the risk to B&W of issue or claim preciusion, which stay the Bankruptey Court denied in
October 2000. B&W appealed the Bankruptey Court's Order and on iMay 18, 2001, the U.S. District Court for the Eastern District of
Louisiana, which has jurisdiction over portions of the B&W Chapter 11 proceeding, affirmed the Bankruptcy Court's Order. We believe
thet all claims under the Hali Litigation will be resolved within the limits of coverage of our insurance policies; however, our insurance
coverage may not be adeguate and we may be materially adversely impacted if our liabilities excesd our coverage. B&W {ransferred the
two facilities subject to the Hall Litigation to BWXT in June 1887 in connection with BWXT's formation and an overall corporate
restructuring.

In December 1988 and early 2000, several persons who allegedly purchased shares of our common stock during the period from May 21,
19€9 through November 11, 1999 filed four purported class action complaints against Mll and two of its executive officers, Roger E.
Tetrault and Daniel R. Gaubert, in the United States District Court for the Eastern District of Louisiana. Each of the complaints alleged
that the defendants violated federal securities laws by disseminating materially false and misleading information andfor concealing
material adverse information relating to our estimated liability for asbestos-related claims. Each complaint sought relief, including
unspecified compensatory damages and an award for costs and expenses. The four cases were subsequently consolidated. In June
2000, the plaintiffs filed a consolidated amended complaint, and in July 2000, we filed 2 motion to dismiss all claims asserted in that
complaint. In September 2000, the District Court dismissed with prejudice the plaintiffs' consolidated amended complaint for failure to

state a claim upon which relief can be granted, which dismissal the plaintiffs appealed to the Fifth Circuit in October 2000. Cn April 25,
2001, the plaintiffs-appellants filed a motion to voluntarily dismiss their appeal, and the appeal was dismissed by the Fifth Circuit on
April 26, 2001.
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In December 1998, JRM was in the process of installing a deck module on a compliant tower in the Gulf of Mexico for Texaco Exploration
and Production, Inc. (* Texaco”) when the main hoist load line failed, resulting in the loss of the module. As a result, Texaco has caused
approximately $23,000,000 due to JRM to be withheld, and, in January 2000, JRM instituted an arbitration proceeding against Texaco
sesking the amount owed. Texaco has countered in the arbitration, claiming consequential damages for delays resuliing from the
incident, as well as costs incurred to complste the project with another contractor. Texaco has also filed a lawsuit against a number of
other parties, claiming that they are responsible for the incident. it is our position that the contract between the parties prohibits
Texaco’s claims egeinst JRM and JRM is entitled to the amount withheld.

In early April 2001, 2 group of insurers (the “Plaintiff Insurers®) who have previously provided insurance to B&W under our excess
liability policies filed (1) a complaint for declaratory judgment and damages against Ml in the B&W Chapter 11 proceeding in the U.S.
District Court for the Eastern District of Louisiana and (2) a declaratory judgment complaint against B&W in the Bankruptcy Court, which
actions have bean consolidated before the U.S. District Court for the Eastern District of Louisiana, which has jurisdiction over portions of
the B&W Chapter 11 procesding. The insurance policies at issue in this litigation provide a significant portion of B&W's excess liability
coverage available for the resolution of the asbesios-related claims that are the subject of the B&W Chapter 11 proceeding. The
consolidated complaints contain substantially identical factual allegations. These include allegations that, in the course of settiement
discussions with the representatives of the asbestos claimants in the B&W bankruptcy procesding, Mil and B&W breached the
confidentiality provisions of a seitlement agreement they entered into with these Plaintiff Insurers relating to insurance payments by the
Plzintiff Insurers as a result of asbestos claims. They also allege that Ml and B&W have wrongfully attempted to expand the
underwriters’ obligations under that setilement agresment and the applicable policies through the filing of a plan of reorganization in the
B&W bankruptey procseding that contemplates the fransfer of rights under that agresment and thoss policies o a trust that will manage
the pending and future asbestoselated claims against B&W and certain of its affiliates. The complaints seek declarations that, among

other things, the defendants are in material breach of the settisment agresment with the Plaintiff Insurers and that the Plaintiff Insurers
owe no further obligations to Mil and B&W under that agresment. With respect to the insurancs policies, if the Plaintiff insurers should
succeed in terminating the seftlement agresment, they seek to litigate issues under the policies in order to reduce their coverage
obligations. The complaint against Mil also seaks a recovery of unspecified compensatory damages. B&W filed a counterclaim against
the Plaintiff Insurers which asserts a claim for breach of contract for amounts owed and unpaid under the seftlement agreament, as well
as a claim for anticipatory breach for amounts that will be owed in the future under the settlement agreement. B&W seeks a declaratory
judament as to B&W's rights and the obligations of the Plaintiff Insurers and other London iarket insurers under the seftlement
agresment and under their respective insurance policies with respect to ashestos claims. On October 2, 2001, Ml and B&W filed
dispositive motions with the Court sesking dismissal of the Piaintiff Insurers’ claim that Ml and B&YY had materially breached the
settlement agresment at issue. In a ruling issued January 4, 2002, the U.S. District Court for the Eastern District of Louisiana granted
Mll's and B&W's motion for summary judgment and dismissed the declaratory judgment action filed by the Plaintiff Insurers. The ruling
concluded that the Piaintiff Insurers’ claims lacked a factual or legal basis. Our agreement with the underwriters went into effect in April
1980 and has served as the allocation and payment mechanism to resolve many of the asbestos claims against B&W. We believe this
ruling reflects the extent of the underwriter's contractual obligations and underscores that this coverage is available to seftle B&W's
asbestos claims. As a result of the January 4, 2002 ruling, the only claims that remained in the litigation were B&W's counterclaims
against the Plaintiff Insurers and against other London iiarket Insurers. The parties have recently agreed to dismiss without prejudice
those of B&W's counterclaims segking a declaratory judgment regarding the parties' respective rights and obligations under the
settlement agresment. B&W's counterclaim sesking a money judgment for approximately $5,500,000 due and owing by London Market
Insurers under the settlement agreement remains pending. A trial of this counterclaim is scheduled for April 15, 2002. Following the
resolution of this remaining counterclaim, the Plaintiff Insurers will have an opportunity to appeal the January 4, 2002 ruling. At this
point, the Plaintiff Insurers have not indicated whether they intend to pursue an appeal.
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On or about November 5, 2001, The Travelers Indemnity Company and Travelers Casualty and Surety Company (collectively,
“Travelers”) filed an adversary proceeding against B&W and related entities in the U.S. Bankruptcy Court for the Eastern District of
Louisiana seeking a declaratory judgment that Travelers is not obligated to provide any coverage to B&W with respect to so-called “non-
products” asbestos bodily injury liabilities on account of previous agreements entered into by the parties. On or about the same date,
Travelers filed a similar declaratory judgment against Ml and MIl in the U.S. District Court for the Eastern District of Louisiana. The cases
filed against Ml and Mil have been consolidated before the District Court and the Asbestos Claimants Committee (*ACC”) and the Future
Claimants Representative (“FCR’) have intervened in the action. On February 4, 2002, B&W and Mll filed answers to Travelers’
complaints, denying that previous agreements operate to release Travelers from coverage responsibility for asbestos “non-products”
liabilities and asseriing counterclaims requesting a declaratory judgment specifying Travelers’ duties and obligations with respect to
coverage for B&W's asbestos liabilities. Discovery in the action has not yet commenced, and no trial date has yet been established.
This insurance, if available, would be in addition to the amounts already included in B&W's financial statemenis as of December 31,
2001,

On April 30, 2001, B&W filed a declaratory judgment action in its Chapter 11 proceeding against M, BWICO, BWXT, Hudson Products
Corporation and McDermott Technology, Inc. sesking a judgment, among other things, that (1) B&W was not insolvent at the time of, or
rendered insolvent as a result of, a corporaie reorganization that we completed in the fiscal year ended March 31, 1999, which included,
among other things, B&W's cancellation of a $313,000,000 note receivable and B&W's transfer of all the capital stock of Hudson
Products Corporation, Tracy Power, BWXT and McDermott Technology, Inc. to BWICO, and (2) the transfers are not voidable. As an
alternative, and only in the event that the Bankruptcy Court finds B&W was insolvent at a pertinent time and the transactions are
voidable under applicable law, the action preserved B&W's claims against the defendants. The Bankruptcy Court permitted the ACC and
the FCR in the Chapter 11 proceeding to intervene and proceed as plaintiff-intervenors and realigned B& as a defendant in this action.
The ACC and the FCR are asserting in this action, among other things, that B&W was insolvent at the time of the transfers and that the
transfers should be voided. The Bankruptey Court ruled that Louisiana law applied to the solvency issue in this action. Trial commenced
on Cctober 22, 2001 to determine B&W's solvency at the time of the corporate reorganization and concluded on November 2, 2001. Ina
ruling filed on February 8, 2002, the U.S. Bankruptcy Court for the Eastern District of Louisiana found B&W solvent at the time of the
corporate reorganization. On February 19, 2002, the ACC and FCR filed a motion with the District Court seeking leave to appeal the
February 8, 2002 ruling. On February 20, 2002, MI, BWICO, BWXT, Hudson Products Corporation and McDermott Technology, Inc. filed a
motion for summary judgment asking that judgment be entered on a variety of additional pending counts presented by the ACC and FCR
that we beligve are resolved by the February 8, 2002 ruling. In addition, an injunction preventing asbestos suits from being brought
against non-filing affiliates of B&W, including M, JRM and Mill, and B&W subsidiaries not involved in the Chapter 11 extends through
Aprit 15, 2002.

Additionally, due to the nature of our business, we are, from time to time, involved in routine litigation or subject to disputes or claims
related to our business activities, including psrformance or warranty related matters under our customer and supplier contracts and
other business arrangements. In our management's opinion, none of this litigation or disputes and claims will have a material adverse
effect on our consolidated financial position, results of operations or cash flows.

See Note 20 for information regarding B&W's potential liability for non-employee asbestos claims and the Chapter 11 reorganization
procesdings commenced by B&W and certain of its subsidiaries on February 22, 2000.

Environmental Matters

We have been identified as a potentially responsible party at various cleanup sites under the Comprehensive Environmental
Response, Compensation, and Liability Act, as amended (“CERCLA"). CERCLA and other environmental laws can impose liability for
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the entire cost of cleanup on any of the potentially responsible parties, regardless of fault or the lawfulness of the original conduct.
Generally, howeaver, where there are muitiple responsible parties, a final allocation of costs is made based on the amount and type of
wastes disposed of by each party and the number of financizlly viable parties, although this may not be the case with respect fo any
particuler site. We have not besn determined to be a major contributor of wastes to any of these sites. On the basis of our relative
coniribution of waste to each site, we expect our share of the ultimate lizbility for the various sites will not have a material edverse
effect on our consolidaied financial position, resulis of operations or liquidity in any given year.

Environmental remediation projects have besn and confinue {o be undertaken at cerfain of our current and former plant sites. During the
fiscel year ended March 31, 1985, we decided (o close B&W's nuclear manufacturing facilities in Parks Township, Armstrong County,
Pennsylvania (the “Parks Facilities”) and B&W procesded to decommission the facilities in accordance with its existing Nuclear
Regulatory Commission (“NRC’) license. B&W subseguently transferred the facilities to BWXT in the fiscal year ended March 31, 1938.
During the fiscal year ended March 31, 1938, BWXT reached an agresment with the NRC on a plan that provides for the completion of
facilities dismantlement and soil restoration by 2001 and license termination in 2003. BWXT expects to request approval from the NRC to
release the site for unrestricted use at that fime. At December 31, 2001, the remaining provision for the decontamination,
decommissioning and closing of these facilities was $3,593,000.

The Department of Environmental Protection of the Commonwealth of Pennsylvania ("PADEP") advised B&W in March 1894 that it
would sezk monetary sanctions and remedial and monitoring relief related to the Parks Facilities. The relief sought related to potential
groundwater contamination resuling from previous operations at the facilities. BWXT now owns these facilities. PADEP has advised
BWXT thet it does not intend to assess any monetary sanctions, provided that BWXT continues its remediation program for the Parks
Facilities.

We perform significant amounts of work for the U.S. Government under both prime contracts and subconiracts and operate certain
facilities that are licensed to possess and process special nuclear materials. As a result of these activities, we are subject to continuing
reviews by governmental agencies, including the Environmental Protection Agency and the NRC.

The NRC's decommissioning regulations reguire BWXT and MTI to provide financial assurance that they will be able to pay the expected
cost of decommissioning their facilities at the end of their service lives. BWXT and MTI will continue to provide financial assurance
aggregating $29,931,000 during the year ending December 31, 2002 by issuing letters of credit for the ultimate decommissioning of all
their licensed facilities, except one. This facility, which represents the largest portion of BWXT's evantual decommissioning costs, has
provisions in its government contracts pursuant to which all of its decommissioning costs and financial assurance obligations are
covered by the DOE.

An agresment between the NRC and the State of Ghio to transfer regulatory authority for MTI's NRC licenses for byproduct and source
nuclear material was finalized in December 1989. In conjunction with the transfer of this regulatory authority and upon notification by the
NRC, MTl issued decommissioning financial assurance instruments naming the State of Ohio as the beneficiary.

At December 31, 2001 and 2000, we had total environmental reserves (including provisions for the facilities discussed above) of
$21,168,000 and $16,456,000, respectively. Cf our total environmental reserves at December 31, 2001 and 2000, $5,085,000 and
$6,162,000, respectively, were included in current liabilities. Cur estimated recoveries of these costs totaling $3,154,000 and $1,527,000,
respectively, are included in accounts receivable - other in our consolidated balance shest at Dscember 31, 2001 and 2000. Inherent in
the estimates of those reserves and recoveries are our expestations regarding the levels of contamination, decommissioning costs and
recoverability from other parties, which may vary significantly as decommissioning activities progress. Accordingly, changes in
estimates could result in material edjustments to our oparating results, and the ultimate loss may differ materially from the amounis we
have provided for in our consolidated financial statements.
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Operating Leases

Future minimum payments required under operating leases that have initial or remaining noncancellzble lease terms in excess of one
year at December 31, 2001 are as follows:

Fiscal Year Ending December 31, Amount
2002 $ 6,814,000
2003 $ 5436000
2004 $ 3,351,000
2005 $ 2,944,000
2006 $ 2,184,000
thereafier $ 46,531,000

Total rental expense for the years ended December 31, 2001 and 2000 and the nine-month period ended December 31, 1999 was
$43,328,000, $44,083,000 and $34,850,000, respectively. These expense amounts include contingent rentals and are net of sublease
income, neither of which is material.

Other

We perform significant amounts of work for the U.S. Government under both prime contracts and subconiracts. As a result, various
aspects of our operations are subject to continuing reviews by governmental agencies.

We maintain liability and property insurance against such risk and in such amounts as we consider adequate. However, certain risks

are either not insurable or insurance is available only at rates we consider uneconomical.

We are contingenily liable under standby letters of credit totaling $213,471,000 at December 31, 2001, all of which were issued in the
normal course of business. We have guaranteed a $1,000,000 line of credit, of which $75,000 is outstanding at December 31, 2001,t0 a
certain unconsolidated foreign joint venture. At December 31, 2001, we had pledged approximately $255,805,000 fair value of our
investment portfolio of $331,003,000 ($211,000,000 to secure the Ml Credit Facility and $45,805,000 to secure payments under and in
connection with certain reinsurance agreements).

At the time of the B&W banlcruptey filing, Mil was a malker or a guarantor of outstanding letters of credit aggregating approximately
$146,485,000 ($33,921,000 at December 31, 2001) which were issued in connection with the business operations of B&W and its
subsidiaries. At that time, Ml and BWICO were similarly obligated with respect to additional letters of credit aggregating approximately
$24,884,000 which were issued in connection with the business operations of B&W and its subsidiaries. Although a permitted use of the
DIP Credit Facility is the issuance of new letters of credit to backstop or replace these preexisting letters of credit, each of Mll, Ml and
BWICO has agresd to indemnify and reimburse B&W and its filing subsidiaries for any customer draw on any letter of credit issued
under the DIP Credit Facility to backstop or replace any such preexisting letter of credit for which it has exposure and for the associated
letter of credit fess paid under the facility. As of December 31, 2001, approximately $64,118,000 in letters of credit have been issued
under the DIP Credit Facility to replace or backstop these preexisting letters of credit.

Mil has agreed fo indemnify our two surety companies for obligations of various subsidiaries of Ml, including B&W and several of its
subsidiaries, under surety bonds issued to meet bid bond and performance bond requirements imposed by their customers. As of
December 31, 2001, the aggregate outstanding amount of surety bonds that were guarantesd by Mil and issued in connection with the
business operations of its subsidiaries was approximately $169,000,000, of which §150,000,000 related to the business operations of
B&W and its subsidiaries.
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NOTE 12 - RELATED PARTY TRANSACTIONS

A company affiliated with two of our directors managss and operates an offshore producing oil and gas property for JRM. The
management and operation agreament requires JRM to pay an operations management fee of approximately $11,000 per month, a
marketing service fee based on production, a minimum accounting and property supervision fee of $5,000 per month, and certain other
costs incurred in connection with the agreement. JRM paid approximately $385,000, $943,000 and $464,000 in fees and costs under the
agresment during the years ended December 31, 2001 and 2000 and the nine-month period ended December 31, 1999, respectively. JRM
subsidiaries also sold natural gas at established market prices to the related party. JRM has periodically entered into agresments to
design, fabricate and insta!l offshore pipelines for the same company. In addition, JRM received approximately $2,058,000 and
$4,892,000 for work performed on those agreements in the years ended Dacember 31, 2001 and 2000, respectively.

Under a2 non-competition agresment JRM entered into in connection with its acquisition of OPI, a former director of JRM, who resigned in
April 1896, received $1,500,000 in the nine-month period ended December 31, 1989.

Ses Note 3 for transactions with unconsolidated affiliates and Note 20 for transactions with B&W.

NOTE 13 - FINANCIAL INSTRUMENTS WITH CONCENTRATIONS OF CREDIT RISK

Our Marine Construction Services segment's principal customers are businesses in the offshore oil, natural gas and hydrocarbon
processing industries and other marine construction companies. The principal customers of our Power Generation Systems segment
are mainly businesses and utilities in the electric power generation industry (including government-owned utilities and independent
power producers) and the pulp and paper industry and other process industries, such as oil refineries and steel mills. The primary
customer of our Government Operations segment is the U.S. Government (including its contractors). The principal customers of our
Industrial Operations segment are oil and natural gas producers, and businesses in the electric power generation industry and the
petrochemical and chemical processing industries. These concentrations of customars may impact our overall exposure to credit risk,
either positively or negatively, in that our customers may be similarly affected by changes in economic or other conditions. In addition,
we and many of our customers operate worldwide and are therefore exposed to risks associated with the economic and political forces
of various countries and geographic areas. Approximately 28% of our trade receivables are due from foreign customers. (See Note 17
for additional information about our operations in different geographic areas.) \We generally do not obtain any collateral for our
receivables.

We believe that our provision for possible losses on uncollectible accounts receivable is adeguate for our credit loss exposure. At
December 31, 2001 and 2080, the allowance for possible losses we deducted from accounts receivable-trade on the accompanying
balance shest was $1,140,000 and $898,000, respectively.

NOTE 14 - INVESTMENTS

The following is 2 summary of our available-for-sale securities at December 31, 2001:

Amortized Gross Gross Estimated
Cost Unrealized Gains Unrealized Losses  Fair Value
(In thousands)
Debt securities:

U.S. Treasury securities and obligations
of U.S. Government agencies $ 285753 $ 1,015 $ 9 $ 295,759
Corporate notes and bonds 18,672 255 21 18,607
COther debt securities 15,277 80 - 15,337
Total § 320707 $ 133 b 30 5 331.003
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The following is a summary of our available-for-sale securities at December 31, 2000:

Amortized Gross Gross Estimated
Cost Unrealized Gains Unrealized Losses — Fair Value
(In thousands)
Debt securities:
U.S. Treasury securities and obligations
of U.S. Government agencies $ 297,300 $ 1,808 $ 2938 $ 295170
Corporate notes and bonds 52,644 5 3723 48,926
Other debt securities 16,088 - 12 15,856
Total debt securities 366,032 1813 6,783 361,062
Equity securities 198 - 65 133
Total $ 366,230 $ 1813 $ 6848 $ 361,195
Proceeds, gross realized gains and gross realized losses on sales of available-for-sale securities were as follows:
Gross Gross
Proceeds  Realized Gains  Realized Losses
(In thousands)
Year Ended December 31, 2001 $ 1,229087 $ 70614 $ 4,634
Year Ended December 31, 2000 $ 235 $ 23 $ 2
Nine-Month Period Ended December 31, 1999 $ 404811 § 199 $ 30

The amortized cost and estimated fair value of available-for-sale debt securities at December 31, 2001, by contractual maturity, are as

follows:
Amortized Estimated
Cost Fair Value
(In thousands)
Due in one year or less $ 99400 $ 100,164
Due after one through three years 230,302 230,839
Total $ 328,102 % 331,003

We expect to convert $158,000,000 of our investments into cash in 2002 and have classified these investments as current assets.
NOTE 15 - DERIVATIVE FINANCIAL INSTRUMENTS

Effective January 1, 2001, we adopted SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities,” as amended by
SFAS No. 138, which adds to the guidance related to accounting for derivative instruments and hedging activities. SFAS No. 133
requires us to recognize all derivatives on our consolidated bafance sheet at their fair values. The initial adoption of SFAS No. 133, as
amended by SFAS No. 138, had no material effect on our consolidated financial position or results of operations.

Our worldwide operations give rise to exposure to market risks from changes in foreign exchange rates. We use derivative financial
instruments, primarily forward confracts, to reduce the impact of changes in foreign exchange rates on our operating results. We use
these instruments primarily to hedge our exposure associated with revenues or costs on our long-term contracts which are denominated
in currencies other than our operating entities’ functional currencies. We do not hold or issue financial instruments for trading or other

speculative purposes.

We enter into forward contracts primarily as hedges of certain firm purchase and sale commitments denominated in foreign currencies.
We record these contracts at fair value on our consolidated balance sheet. Depending on the hedge designation at the inception of the
contract, the refated gains and losses on these contracts are either deferred in stockholders’ equity (as a component of accumulated
other comprehensive loss) until the hedged item is recognized in earnings or offset against the change in fair value of the hedged firm
commitment through earnings. The ineffective portion of a derivative's change in fair value and any portion excluded from the
assessment of effectiveness are immediately recognized in earnings. The gain or loss on 2 derivative instrument not designated as a
hedging instrument is also immediately recognized in earnings. Gains and losses on forward contracts that require immediate
recognition are included as a component of other-net in our consolidated statement of income (loss).
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At Dacember 31, 2001, we had forward contracts to purchase $42,817,000 in foreign currencies (primarily Indonesian Rupiah, Australian
Dollar, Euro and Singapore Dollar) and to sell $725,000 in foreign currencies at varying maturities through October 2002. We have
designated substantially all of these contracts as cash flow hedging instruments. The hedged risk is the risk of changes in our
functional-currency-equivalent cash flows atfributable to changes in spot exchange rates of forecasted transactions related to our long-
term contracts. We exclude from our assessment of effectiveness the portion of the fair value of the forward contracts attributable to the
difference between spot exchange rates and forward exchange rates. At December 31, 2001, we had deferred approximately $2,240,000
of net losses on these forward contracts, 63% of which we expect o recognize in income over the next fwelve months in accordance
with the percentage-of-completion method of accounting. For the year ended December 31, 2001, 2 net gain on forward contracts of
approximately $146,000 was recognized immediately. Substantially all of this net gain represents changes in the fair value of forward
contracts excluded from hedge effectiveness.

At December 31, 2000, we had forward conracts to purchase $24,697,000 in foreign currencies (primarily Australian Dollar and Euro),
and to sell $3,855,000 in foreign currencies (primarily Pound Sterling), at varying maturities from 2001 through 2002. At December 31,
2000, we had deferred gains of $286,000 and deferred losses of $280,000 related to these forward contracts. We hed included deferred
realized and unrealized gains and losses from hedging firm purchase and sale commitments on a net basis in the balance shest as a
component of either contracts in progress or advance billings on contracts or as a component of either other current assets or accrued
liabilities.

We are exposed to credit-related losses in the event of nonperformance by counterparties to derivative financial instruments. We

mitigate this risk by using major financial institutions with high credit ratings.

NOTE 16 - FAIR VALUES OF FINANCIAL INSTRUMENTS
We used the following methods and assumptions in estimating our fair value disclosures for financial instruments:

Cash and cash eguivalents: The carrying amounts we have reported in the accompanying balance sheet for cash and cash equivalents
approximate their fair values.

Investments: We estimate the fair values of invesiments based on quoted market prices. For investments for which there are no quoted
market prices, we derive fair values from available yield curves for investments of similar quality and terms.

Long- and shori-term debt; We base the fair values of debt instruments on quoted market prices. Where quoted prices are not available,
we base the fair values on the present value of future cash flows discounted at estimated borrowing rates for similar debt instruments or
on estimated prices based on current yields for debt issues of similar quality and terms.

Foreign currency forward contracts: We estimate the fair values of foreign currency forward contracts by obtaining quotes from brokers.
At December 31, 2001 and 2000, we had net forward contracts outstanding to purchase foreign currencies with notional values of
$42,092,000 and $20,742,000, respectively, and fair values of ($1,855,000) and $122,000, respectivaly.

The estimated fair values of our financial instruments are as follows:

December 31, 2001 December 31, 2000
Carrying Fair Carrying Fair
Amount Value Amount Value
(In thousands)
Balance Shest Instruments
Cash and cash equivalents $§ 196912 § 196912 § 84820 § 84520
Investments $ 331,003 § 331,003 § 361,85 $ 361,195
Debt excluding capital leases $ 30537 § 292875 $ 419382 $§ 393,920
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NOTE 17 - SEGMENT REPORTING

Our reportable segments are Marine Construction Services, Government Operations, Industrial Operations and Power Generation
Systems. These segments are managed separately and are unique in technology, services and customer class.

Marine Construction Services, which includes the results of JRM, supplies worldwide services for the offshore oil and gas exploration,
production and hydrocarbon processing industries and to other marine construction companies. Principal activities include the design,
engineering, fabrication and installation of offshore drilling and production platforms, specialized structures, modular facilities, marine
pipelines and subsea production systems. JRM also provides project management services, engineering services, procurement
activities, and removal, salvage and refurbishment services of offshore fixed platforms.

Government Operations supplies nuclear reactor components and nuclear fuel assemblies to the U.S. Government, manages and
operates government-owned facilities and supplies commercial nuclear environmental services and other government and commercial
nuclear services.

Industrial Operations is comprised of the engineering and construction activities and plant outage maintenance of certain Canadian
operations and manufacturing of auxiliary equipment such as air-cooled heat exchangers and replacement parts. Industrial Operations

also includes contract research activities.

Power Generation Systems supplies engineered-fo-order services, products and systems for energy conversion, and fabricates
replacement nuclear steam generators and environmental control systems. In addition, this segment provides aftermarket services
including replacement parts, enginesred upgrades, construction, maintenance and field technical services to electric power plants and
industrial facilities. This segment also provides power through cogeneration, refuse-fueled power plants and other independent power
producing facilities. Included in the year ended December 34, 2000 are charges of $23,449,000 to exit certain foreign joint ventures, The
Power Generation Systems segment's operations are conducted primarily through B&W. Due to B&W's Chapter 11 filing, effective
February 22, 2000, we no longer consolidate B&W's and its subsidiaries’ results of operations in our consolidated financial statements.
Through February 21, 2000, B&W's and its subsidiaries’ results are reported as Power Generation Systems - B&W in the segment
information that follows. See Note 20 for the consolidated results of B&W and its subsidiaries.

We account for intersegment sales at prices that we generaily establish by reference to similar fransactions with unaffiliated customers.
Reportable segments are measured based on operating income exclusive of general corporate expenses, contract and insurance claims
provisions, legal expenses and gains (losses) on sales of corporate assets. Other reconciling items to income before provision for
income taxes are interest income, interest expense, minority interest and other-net. Certain amounts previously reported as other
unallocated items are allocated to the reportable segments. In addition, income from over-funded pension plans of discontinued
businesses previously reported in other-net is included in corporate. We have restated segment income and corporate for prior periods
to conform to the current presentation. We exclude the following asseis from segment assets: investments in debt securities, prepaid
pension costs and our investment in B&W. Previously, we also excluded insurance recoverables for products liability claims and certain
goodwill from segment assets. We have restated segment assets for prior periods o conform to the current presentation of segment
assets. Segment assets decreased approximately $2,077,000,000 in the year ended December 31, 2000, primarily in the Power
Ceneration Systems segment, as a result of the deconsclidation of B&W as described in Note 1.

In the year ended December 31, 2001 and 2000 and the nine-month period ended December 31, 1989, the U.S. Government accounted for
approximately 23%, 22% and 16%, respectively, of our tofal revenues. We have included most of these revenues in our Government

Operations segment.




On Qctober 28, 2001, we sold MECL to a unit of Jacobs Enginesring Group Inc. MECL had revenues of approximately $507,223,000 and
ssgment income of approximately $8,884,000 through October 29, 2001, the date of the sale. These results are included in our Industrial
Cperations segment. See Note 2 for further information. We recognized a gain of approximately $28,000,000 on the sale.

SEGMENT INFORMATION FOR THE YEARS ENDED DECEMBER 31, 2001 AND 2000 AND THE NINE-
MONTH PERIOD ENDED DECEMBER 31, 1899.

1. Information about Operations in our Different Industry Segments

Nine-Month

Year Ended Period Ended

December 31, December 31,

2001 2000 1999
(In thousands)
REVENUES ()

Marine Construction Services $ 848528 § 757,508 § 490,718
Government Operations 472,352 431,252 308,282
Industrial Operations 601,676 503,870 366,582
Power Generation Systems - B&W - 155,774 731,042
Power Generation Systems 47778 33,794 242
Adjustments and Eliminations {538) {4,545) {3,779)

$ 1009806 § 1877753 § 1,891,088

(1) Segment revenues are net of the following intersegment transfers and other adjustments:

Marine Construction Services Transfers $ 282 § 8% § 1,379
Government Operations Transfers 227 958 830
Industrial Operations Transfers 29 460 183
Power Generation Systems Transfers - B&W - 59 1,328
Eliminations - 2172 59

§ 538 %5 4545 § 3,779
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Nine-Month

Year Ended Period Ended
December 31, December 31,
2001 2000 1999
(In thousands)
OPERATING INCOME:
Segment Operating Income:
Marine Construction Services $ 14508 $  (335%4) $ 31,078
Government Operations 31,939 34,861 28215
Industrial Operations 12,279 12,333 9,928
Power Generation Systems — B&W - 7172 36,584
Power Generation Systems (3,656) (7,783) (540)
$ 55068 § 13049 3 105,265
Gain (Loss) on Asset Disposal and
Impairments - Met:
Marine Construction Services $ (3624) $ (1012) $ (1,652)
Government Operations (128) (30 (551)
Industrial Operations 19 (1,155) (253)
Power Generation Systems - B&W - 33 (408)
Power Generation Systems - - 950
$ (3733 % 2230) § (1,914)
Income (Loss) from Investees:
Marine Construction Services $ 10442 § 2836 § (13,208)
Government Operations 23,004 11,107 4322
Industrial Operations 254 104 (1,458)
Power Generation Systems - B&W - 812 3,346
Power Generation Systems 804 (24,630) (3,984)
§ 34304 5 (747) § (10,982)
SEGMENT INCOME:
Marine Construction Services $ 21324 $§  (31,680) $ 16,218
Government Operations 54815 45,938 31,986
Industrial Operations 12,552 11,282 8217
Power Generation Systems - B&W - 7,951 39,522
Power Generation Systems (3,052) (32,413) (3,574)
85,639 1,078 92,369
Corporate(!) (5,080 8,055 (12,688)
3 80559 § 9,133 % 79,681
() Corporate Departmental Expenses § (41,755) $  (60,019) § (40,230)
Legal/Professional Services related to
Chapfer 11 Proceedings (15471) (2,860) (603)
Other Corporate Administrative Expenses (6,274) (2,716) (3,106)
Gross Corporale General & Administrative
Expenses (63,500} (65,595) (43,939)
General & Administrative Expenses
Allocated to Segments 31,343 35,904 20,020
Net Corporate General & Administrative
Expenses (32,157) (29,691) {23,919)
Income from Over Funded Pension Plans 21,783 34,941 6,546
Insurance related ltems 6,690 7,156 3141
Other items, net (1,396) (4,351) 1,544
Tota/ 3 (5080) § 8055 § (12,688)




Nine-Month
Year Ended Period Ended
December 31, December 31,
2001 2000 1999
(In thousands)

SEGMENT ASSETS:
Marine Construction Services $ 1010300 $ 895815 $§ 1,061,417
Government Operations 245,830 229,804 207,937
Industrial Operations 46,409 132,603 117,639
Power Generation Systems — B&W - - 1,952,665
Power Generation Systems 38,162 30,780 22,538
Total Segment Assets 1,340,701 1,289,002 3,362,284
Corporate Assets 763,139 756,625 512,597
Total Asséls ¥ 2103840 § 2055527 $ 4,874891

CAPITAL EXPENDITURES:
Marine Construction Servicas (1) $ 25670 $ 31,341 § 34,756
Government Operations 18,859 15,320 10,580
Industrial Operations 3418 1,898 2,146
Power Generation Systems ~ B&W - 498 5171
Power Generation Systems (2 718 6,800 -
Segment Capifal Expenditures 48,455 55,143 52,563
Corporate Capital Expenditures 1,082 101 138
Total Capital Expenditures ] 49558 % 56,244 % 52,807

DEPRECIATION AND AMORTIZATION:
Maring Construction Services $ 45634 § 45819 § 43,017
CGovernment Cperations 9,346 9,330 7,750
Industrial Operations 3,163 3,873 2,693
Power Generation Systems ~ B&W - 2489 12,580
Power Generation Sysiems 1,106 763 10
Szgment Depreciation and Amortization 80,249 82214 85,030
Corporate Depreciation and Amortization 212 1,616 1,619

Total Depreciation and Amorfization [ 62:371 $ 63820 $ 67,649

INVESTMENT IN UNCONSOLIDATED AFFILIATES:

Marine Construction Services $ 6524 § 14,086 § 17,047
CGovernment Cperations 5434 2,527 3,823
Industrial Operations 3,164 2,227 2430
Povser Generation Systems — B&W - - 194717
Power Generation Systems 9,037 8,585 20,829

~ Total Invesiment in Unconsolidated
Affiliates $ 24159 § 25405 $ 83,606

(1) Includes new capital lease of $4,550,000 in the Eastern Hemisphere at December 31, 2001,
@ Includes property, plant and equipment of $6,944,000 acquired in the acquisition of BEWY Volund in the year ended
December 31, 2000.
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2. Information about our Product and Service Lines:

Nine-Month
Year Ended Pertod Ended
December 31, December 31,
2001 2000 1999
(In thousands)
REVENUES:
Marine Construction Services:
Offshore Operations $ 345743 § 204,399 § 311,544
Fabrication Operations 310,950 170,883 109,493
Engineering Operations 201,116 76,818 39,518
Procurement Activities 63,864 255,512 51,004
Eliminations (163,155) (40,105) {20,840)
848,528 157,508 450,719
Government Operafions:
Nuclear Reactor Program 327,938 288,800 189,197
Management & Operation Contracts
of U.S. Government Facilities 83,204 102,080 82,488
Other Commercial Operations 26,708 16,339 10,141
Nuclear Environmental Services 24,046 22,285 8,245
Other Government Operations 9,035 16,132 17,025
Eliminations (8,588) (14,515) (1,814)
4723682 431,252 305,282
Industrial Operations:
Engineering & Construction 312,028 190,199 182,187
Plant Outage Maintenance 200,148 237,798 131,535
Auxiliary Equipment 72,858 64,084 46,790
Contract Research 16,640 11,893 0,436
All Others - - (3,364)
Eliminations 2 @ 2
007,676 SU3,870 ~366,082
Power Generation Systems - B&W:
Original Equipment Manufacturers'

Operations - 42,674 130,448
Nuclear Equipment Operations - 9,051 71,208
Aftermarket Goods and Services - 95,717 469,054
Operations and Maintenance - 6,304 32,726
Boiler Auxiliary Equipment - 8,258 38,707
Eliminations - (6,230) (11,102)

- 195,774 137,042
Power Generation Systems:
Original Equipment Manufacturers'

Operations 27,848 16,837 -
Plant Enhancements 21,004 15,958 -
New Equipment - 145 242
Other {1,074) 854 -

47,778 33704 242
Eliminations 53 1@.5%8) B.779)

§ 1959806 § 1877753 § 1,891,088
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3. Informaticon about our Operations in Different Geographic Areas.

Nine-Month
Year Ended Period Ended
December 31, December 31,
2001 2000 1999
(In thousands)
REVENUES:; ()

United States $ 820,800 $§ 902279 $ 1,139,010
Canada 480,027 336,431 277,917
Mexico 108,168 61,603 07,467
Trinidad 73513 21,018 11,268
Malaysia 55,803 3,920 10,898
Qatar 46,515 3,739 29,048
Thailand 35,702 3,303 -
United Kingdom 30677 59,447 50,456
Australia 26,435 234 14,837
Saudi Arabia 26,289 23,330 32,701
Denmark 24,686 18,750 717
Nigeria 23,889 12 1,100
Indonesia 19,654 348,665 35,369
India 15,435 41,188 28,202
China 808 3,716 27,807
Other Countries 62,493 50,118 135,491

¥ 1050805 §  T1877.75: T.897,088

PROPERTY, PLANT AND EQUIPMENT, NET:

United States $ 201332 $ 201,680 $ 255,332
Indonesia 61,167 64,513 86,508
Mexico 51,678 56,712 37811
United Arab Emirates 34,035 18,149 20,880
Denmark 6,276 6,518 -
United Kingdom 1,048 2,614 6,671
Caneda - 577 33,197
Other Countries 9,103 14,593 16,388

H 364839 § 365356 § 431,797

() We allocate geographic revenues based on the location of the customer.

NOTE 18 - QUARTERLY FINANCIAL DATA (UNAUDITED)

The following tables set forth selected unaudited quarterly financial information for the years ended December 31, 2001 and 2000:

Year Ended December 31, 2001

Quarter Ended
March 31, June 30, Sept. 30, Dec. 31,
2001 2001 2001 2001

(In thousands, except per share amounts)

Revenues $ 432735 § 495814 $§ 591,169 § 450,088
Operating income $ 5857 § 21,158 § 33612 § 19832
income from investees $ 4957 § 7921 § 11246 $ 10,180
Net income (loss) $ @433 § 798 § 19345 § (42892
Earnings (loss) per common share:

Basic : $ 007) § 013 § 032 § (0.70)
Diluted $ 007) § 013 § 031 $ (0.70)

1 Includes equity income from investees.
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Included in the quarter ended December 31, 2001 is a pre-tax gain on our sale of MECL totaling $27,998,000, a tax of approximately $85,400,000
associated with the intended exercise of an intercompany stock purchase and sale agresment (see Note 22) and an extraordinary item of
$835,000 (net of taxes of $450,000) related to the early retirement of debt.

Year Ended December 31, 2000

Quarter Ended
March 31, June 30, Sept. 30, Dec. 31,
2000 2000 2000 2000

(In thousands, except per share amounts)

Revenues $ 591,741 § 487288 § 390881 $ 407,793
Operating income (loss) () $ 10449 $ (2872) $ 12749 § (11,193)
Income (loss) from investees $ (6223 § (14051) § 5692 $ 4,841
Net income (loss) $ 7867 § (10047) § 5622 § (25524)
Earnings (loss) per common share:

Basic $ 013 § 0.47) $ 009 § (0.42)
Diluted $ 013 § 0.47) $ 009 $ (0.42)

) Includes equity income from investees

Pre-tax results for the quarters ended June 30, September 30 and Dacember 31, 2000 include losses of $20,302,000, $2,340,000, and $807,000,
respectively, to exit certain foreign joint ventures.

NOTE 19 - EARNINGS (LOSS) PER SHARE

The following table sets forth the computation of basic and diluted earnings ({loss) per share:

Nine-Month
Year Ended Period Ended
December 31, December 31,
2001 2000 1999
(In thousands, except shares and per share amounts)
Basic:
Income (loss) before extraordinary item $ (20,857) § (22,082) § 40
Extraordinary item 835 - -
Netincome (loss) for basic computation $ (20,022) % (22,082) % 440
Weighted average common shares 60,683,585 59,769,862 58,033,154
‘Basic earnings ([0ss) per common share:
Income (loss) before extraordinary item $ (034) § (037 $ 0.01
Extraordinary item 0.01 - -
Net income ([oss) $ {033) § 037) § 0.01
Diluted:
Income (loss) before extraordinary item $ (20,857) $ (22,082) § 440
Extraordinary item 835 - -
Net income (loss) for diluted computation $ {20,022) % (22,082) % 440
Weighted average common shares (basic) 60,663,585 59,769,662 59,033,154
Effect of dilutive securities:
Stock options and restricted stock - - 724,089
Adjusted weighted average common shares
and assumed conversions 60,663,565 59,769,662 59,757,243
Dilufed earnings (loss) per common share:
Income (loss) before extraordinary item $ (034) $ (037) § 0.
Extraordinary item 0.01 - -
Net income (loss) $ (033) § 037) $ 0.01

Incremental shares of 1,983,314 and 1,050,242 at December 31, 2001 and 2000, respectively, related to stock options and restricted stock were
excluded from the diluted share calculation, as their effect would have been anti-dilutive.
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NOTE 20 - THE BABCOCK & WILCOX COMPANY

General

As aresult of asbestos-containing commercial boilers and other products B&W and certain of its subsidiaries sold, installed or serviced in
prior decades, B&W is subject to a substantial volume of non-employes liability claims asserting asbestos-related injuries. All of the personal
injury claims are similar in nature, the primary difference being the type of alieged injury or illness suffered by the plaintiff as a result of the
exposure to asbestos fibers (e.g., mesothelioma, lung cancer, other types of cancer, asbestosis or pleural changes).

On February 22, 2000, B&W and certain of its subsidiaries filed a voluntary peition in the Bankruptcy Court to reorganize under Chapter 11 of
the U.S. Bankrupicy Code. Included in the filing are B&W and its subsidiaries Americon, Inc., Babcock & Wilcox Construction Co., inc. and
Diamond Power International, Inc. B&W and these subsidiaries took this action as a means to determine and comprehensively resolve all
pending and future asbestos liability claims against them. As a result of the filing, the Bankruptey Court issued a temporary restraining order
prohibiting asbestos liability lawsuits and other actions for which there is shared insurance from being brought against non-filing affiliates of
B&W, including i, JRM and Mill. The temporary restraining order was converted to a preliminary injunction, which is subject to periodic
hearings before the Bankruptcy Court for extension. Currenily, the preliminary injunction runs through April 15, 2002. On February 20, 2001,
the Bankruptey Court appointed a mediator to facilitate negotiations among the debtors and the committee representing the asbestos
claimants and other participants in the Chapter 11 proceedings to reach a final determination of the debtors’ ultimate liability for asbestos
relaied cleims. The mediator's appointment terminated on January 31, 2002 and no court order extending his appointment has besn entersd.

On February 22, 2001, B&W and its affiliate debtors filed a plan of reorganization and a disclosure statement. The plan of reorganization
contemplates a resolution under either a settiement process or a strategy of litigating asbestos claims. Under the settlement process, there
would be a consensual agreement of 75% of the asbestos personal injury claimants. A trust would be formed and assigned all of B&W's and

its filing subsidiaries' insurance rights with an aggregete products liability value of approximately $1,150,000,000. In addition, $50,000,000 cash
and a $100,000,000 subordinated 10-year note payable would be transferred into the trust. The debtors and non-debtor affiliates would consent
to the assignment of the insurance and would release and void any right that they have to the insurance, with the non-debtor defendants
receiving a full release and protection under the Bankruptcy Code against all present and future asbestos liability claims relating to B&W. The
trust's rights to the insurance would be protected and could be dedicated solely to the resolution of the asbestos claims. As a result of the
creation of the trust, B&W and all affiliates would be released and discharged from all present and future liability for asbestos claims arising out
of exposure to B&W's products.

Under the litigation strategy, if B&W is not able to reach a consensual agreement with the plaintiffs, a cram-down option is available. The
claims would still be channeled through a trust with $50,000,000 cash and a $100,000,000 subordinated 10-year note payable, but the debtors
and their affiliates would not transfer their insurance rights. The debtors would manage the insurance rights and claims would be handied
through the litigation process by the trust. Funding of the {rust would be from the insurance, the cash, the note payable and equity of the
debtors, if necessary. The period of B&W's exclusivity for filing a plan of reorganization currently extends through April 30, 2602.

Prior to its bankruptey filing, B&W and its subsidiaries had engaged in a strategy of negotiating and settling asbestos personal injury
claims brought against them and billing the setiled amounts to insurers for reimbursement. The average amount per settied claim over
the three calendar years prior 1o the Chapter 11 filing was approximately $7,00. Reimbursed amounts are subject to varying insurance
limits based upon the year of coverage, insurer solvency and collection delays (due primarily to agresd payment schedules with specific
insurers delaying reimbursement for three months or more). No claims have been paid since the bankruptey filing. Claims paid during
the year ended December 31, 2000, prior to the bankruptey filing, were $23,640,000, of which $20,121,000 has been recovered or is due
from insurers. At Dscember 31, 2001, receivables of $28,988,000 were due from insurers for reimbursement of seftled claims. Currently,
certain insurers are refusing to reimburse B&W for settled claims uniil B&W's assumption, in bankruptey, of its pre-bankruptcy filing
contractual reimbursement arrangements with such insurers. To dats, this has not had a material adverse impact on B&W's liquidity or
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the conduct of its business and we do not expect it to in the future. Ve anticipate that B&W will eventually recover these insurance
reimbursements.

We have insurance coverage for asbestos products liability claims against B&W, which coverage is subject to varying insurance
limits that are dependent upon the year involved. Pursuant to agreements with the majority of our principal insurers concerning the
method of allocation of claim payments to the years of coverage, B&W historically negotiaied and seitled these claims and billed the
appropriate amounts to the insurers. Ever since these claims began in the early 1880’s, B&W adopted a strategy of grouping claims
that met certain basic criteria and settling them at the lowest possible average cost per claim. We have recognized provisions in our
consolidated financial statements to the extent that settled claim payments are not deemed recoverable from insurers.

At February 21, 2000, the day prior to the bankruptcy filing, B&W had recorded an asbestos products liability of $1,307,583,000 and an asbestos
products liability insurance recoverable of $1,153,619,000. Historically, B&W's estimated liabilities for pending and future non-employes
products lizbility asbestos claims have been derived from its prior claims history. Inherent in the estimate of such liabilities were expected
trend claim severity frequency, and other factors. B&W's estimated liabilities were based on the assumption that B&W would continue to settle
claims rather than litigate them, that new claims would conclude by 2012, that there would be a significant decline in new claims received after
2003, and that the average cost per claim would continue to increase only moderately.

Beginning in the third quarter of calendar year 1989, B&W experienced a significant increase in the amount demanded by several
plaintiffs’ attornays to settle certain types of asbestos personal injury claims. These increased demands significantly impaired B&W's
ability to continue to resolve its asbestos liability through out-of-court settlements. As a result, B&W undertook the bankruptcy filing
because it believes that a Chapter 11 procesding offers the only viable legal process through which it and its subsidiaries can seek a
comprehensive resolution of their asbestos liability. The filing increases the uncertainty with respect to the manner in which such
liabilities will ultimately be settled.

Pursuant to the Bankruptey Court's order, a March 29, 2001 bar date was set for the submission of allegedly setiled asbestos claims and a

July 30, 2001 bar date for all other asbestos personal injury claims, asbestos property damage claims, derivative asbestos claims and claims
relating to alleged nuclear liabilities arising from the operation of the Apollo Parks Township facilities against B&W and its filing subsidiaries.
As of the March 29, 2001 bar date, over 49,000 allegedly settled claims had been filed. B&W has accepted approximately 8,100 as settled claims
at this time with an approximate value of $49,000,000. The Bankrupicy Court has disallowed approximately 10,000 claims as settled claims and
B&W is in the process of challenging virtually all of the remaining claims. If the Bankruptey Court determines these claims were not settied
prior to the filing of the Chapter 11, these claims may be refiled as unsetiled personal injury claims. As of July 30, 2001, approximately 220,00
additional asbestos personal injury claims, 80,000 related party claims, 168 property damage claims, 212 derivative asbestos claims and 524
claims relating to the Apolio Parks Township facilities had been filed. Since the July 30, 2001 bar date, approximately 4,224 additional personal
injury claims were filed. The estimated total alleged value, as asserted by the claimants in the Chapter 11 proceeding and in filed proofs of
claim, of the asbestos related claims, including the alleged settled claims, exceeds the combined value of B&W and cerfain assets transferred
by B&W to its parent in a corporate reorganization completed in fiscal year 1992 and the known available products liability and property
damage coverages. As set forth in the proposed Litigation Protocol filed with the District Court on October 18, 2001, we intend to challenge al!
unsupported claims and believe that a significant number may be disallowed by the Bankruptcy Court. The ACC and FCR filed briefs opposing
the Litigation Protocol and requesting an estimation of pending and future claims. While we continue to review the filed claims and the ultimate
asbestos liability of B&W and Its subsidiaries remains uncertain, wae believe that the $1,307,725,000 that B&W provided for asbestos products
liability claims at December 31, 2001, represents our best estimats of its minimum [iability for asbestos claims under a settlement strategy. It is
not possible to astimate the range of loss under the litigation strategy, however, amounts claimed by the asbestos claimants are in a wide
range and exceed the value of B&W and certain assets transferred by B&W to its parent in a corporate reorganization completed in fiscal year
1998 and our known available products liability and properly damage coverages. While the B&W Chapter 11 reorganization proceadings
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continue to progress, there are a number of issues and matters related to B&W's asbestos liability to be resolved prior to its emergence from
the proceedings. Remaining issues and matters to be resolved include, but are not limited to:

o the ultimate asbestos liability of B&W and its subsidiaries;

e  the outcome of negotiations with the ACC, the FCR and other participants in the Chapter 11, concerning, among other
things, the size and structure of a trust to satisfy the asbestos liability and the means for funding that trust;

o the outcoms of negotiations with our insurers as to additional amountis of coverage of B&W and its subsidiaries and their
participation in a plan to fund the seftlement trust;

o  fthe Bankruptcy Courl’s decisions relating to numerous substantive and procedural aspects of the Chapter 11 proceadings,
including the Court's periodic determinations as to whether to extend the existing preliminary injunction that prohibits
asbestos liability lawsuits and other actions for which there is shared insurance from being brought against non-filing
affiliates of B&W, including Ml, JRV and Mil;

o the anticipated need for an extension of the three-yaar term of the DIP Credit Facility, which is scheduled to expire in
February 2003, to accommodate the issuance of letiers of credit expiring after that date in connection with new
construction and other contracts on which B&W intends to bid; and

e the continued ability of our insurers to reimburse us for payments made to asbestos claimants; and

o  the ultimate resolution of the ruling issued on February 8, 2002 by the Bankruptcy Court (the “ Transfer Case”) which found
B&W solvent at the time of a corporate reorganization completed in the fiscal year ended March 31, 1989. Ses ltem 3 and
Note 11 for further information.

Any changes in (1) the estimates of B&W's nonemployes asbestos liability and insurance, (2) the differences between the proportion of those
liabilities covered by insurance and that experienced in the past and (3) the ultimate resolution of the Transfer Case could result in material
adjustments to B&W's financial statements and negatively impact our ability to realize our net investment in B&W and certain assets
transferred by B&W to its parent in the corporate reorganization.

Debtor-In-Possession Financing

in connection with the bankruptey filing, B&W and its filing subsidiaries entered into the DIP Credit facility with Citibanl, N.A. and
Salomon Smith Barney Inc. with a three-year term. The Bankruptcy Court approved the full amount of this facility, giving all amounts
owed under the facility a super-priority administrative expense status in bankruptcy. B&W's and its filing subsidiaries’ obligations under
the facility are (1) guaranteed by substantially all of B&W's other domestic subsidiaries and B&W Canada Ltd. and (2) secured by a
security interest on B&W Canada Ltd.'s assels. Additionally, B&W and substantially all of its domestic subsidiaries granted a security
interest in their assets to the lenders under the DIP Credit Facility upon the defeasance or repayment of Ml's public debt. The DIP Credit
Facility generally provides for borrowings by B&W and its filing subsidiaries for working capital and other general corporate purposes
and the issuance of lstters of credit, except that the total of all borrowings and non-performance letters of credit issued under the facility
cannot exceed $100,000,000 in the aggregate. The DIP Credit Facility also imposes certain financial and non-financial covenants on
B&W and its subsidiaries. There were no borrowings under this facility at December 31, 2001 or 2000. A permitted use of the DIP Credit
Facility is the issuance of new letters of credit to backstop or replace pre-existing letters of credit issued in connection with B&W's and
its subsidiaries’ business operations, but for which Mi, Ml or BWICO was & maker or guarantor. As of February 22, 2000, the aggregate
amount of all such pre-existing letters of credit totaled approximately $172,000,000 (the “ Pre-existing LCs”). il, Ml and BWICO have
agreed to indemnify and reimburse B&W and its filing subsidiaries for any customer draw on any letter of credit issued under the DIP
Credit Facility to backstop or replace any Pre-existing LC for which it already has exposure and for the associated letter of credit fees
paid under the facility. As of December 31, 2001, approximately $116,000,000 in letters of credit have been issued under the DIP Credit
Facility of which approximately $64,119,000 were to replace or backstop Pre-existing LCs. At Dscember 31, 2001, B&W was in violation of
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a covenant under the DIP Credit facility caused by the acquisition of 80% of the common stock of 2 company for approximately $80,000.
We received a consent from the lenders to remedy this defaul (see Note 22).

Financial Results and Reorganization Items

The B&W condensed consolidated financial statements set forth below have been prepared in conformity with the American Institute of
Certified Public Accountants’ Statement of Position 80-7, *Financial Reporting by Entities in Reorganization Under the Bankruptcy
Code,"issued November 19, 1990 ("SOP 80-7"). SOP 80-7 requires a segregation of liabilities subject to compromise by the Bankruptcy Court
as of the bankruptcy filing date and identification of all transactions and events that are directly associated with the reorganization. Liabilities
subject to compromise include prepetition unsecured claims, which may be settled at amounts which differ from those recorded in the B&W
condensed consolidated financial statements.

THE BABCOCK & WILCOX COMPANY
DEBTOR-IN-POSSESSION

CONSOLIDATED STATEMENTS OF INCOME (LOSS)

Nine-Month
Year Ended Period Ended
December 31, December 31,
2001 2000 1999
(In thousands)
Revenues $ 1,431,008 § 1,162,458 §$ 731,283
Costs and Expenses:
Cost of operations 1,243,553 1,042,663 500,024
Selling, general and administrative expenses 117,090 110,215 80,167
Reorganization charges 32627 17,888 -
1,393,270 1,770,766 690,191
Equity Tn Income from Tnvestees 2,948 5,098 3246
Operafing Income (Loss) 41584 (3.210) 4438
Other Income:
Interest income 4,981 4,051 3,148
interest expense (6,709) (4,221) (1,677)
Other-net (4,479) (192) 1,051
{6.207) (362) 2522
Income (Loss) before Provision for Income Taxes 35,377 (3572) 45,980
Provision for Income Taxes 17,878 736 20877
Vet Income (Loss) § 17489 § 4308 § 25083

(77 Reorganization charges at December 37,2007 consist of professional fees of $35,172,000, net of interest income of $2,545,000.
At December 31, 2000, reorganization charges include professional fees of $21,642,000, net of interest income of $3,754,000.
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CONDENSED CONSOLIDATED BALANCE SHEET

December 31,
2001 2000
(In thousands)
Assels:
Current Assets $ 592,068 § 553,937
Property, Plant and Equipment 77,185 80459
Products Liabilities Recoverable 1,152,489 1,153,761
Goodwill 74,394 77,083
Prepaid Pension Costs 12411 20,389
Other Assets 158,692 128,043
Tofal Assels $ 2069938  § 2073662
Lizbilities:
Current Liabilities 431,702 § 364,977
Liabilities Subject to Compromise 1,441,869 1,456,313
Accrued Postretirement Benefit Obligation 2 897 585
Other long-term liabilities 14,693 18,389
Stocknholder's Equity:
Common Stock 1,001 1,001
Capital in Excess of Par Value 134,728 134,733
Retained Earnings 78,323 80,824
Accumulated Cther Comprehensive Loss (34,075) (23,341)
“Total Liabililies and Stockholder's Equity $ 2,069,139 $ 2,073,652
“ILi2biNties SUDJeCt to COMpIOIMISe Consist Of ihe Iolowing.
Accounts payable $ 3720 § 3113
Provision for warranty 16,346 21,742
Other current liabilities 25,758 25,302
Proalicts liabilities 1,307,725 1,307,725
Accumulated postretirement benefit obligation 70,909 75910
Other long-term liabilities 17411 22521

§ 1441869 % 1,456.31

B&W and its subsidieries routinely engage in intercompany transactions with other entities within the McDermott group of companies in the
ordinary course of business. These transactions include services received by B&W and its subsidiaries from Ml and Ml under a support
services agreement. These services include the following: accounting, treasury, tax administration, and other financial services; human
relations; public relations; corporate secretarial; and corporate officer services. In addition, B&W is responsible for its share of federal income
taxes included in Mi's federal tax return under a tax-sharing arrangement. B&W incurred net charges of approximately $28,000,000 and
$38,000,000 in the years ended December 31, 2001 and 2000, respectively, from the McDarmott group of companies, exclusive of its share of
federal income taxes. As aresult of its bankruptey filing, B&W and its filing subsidiaries are precluded from paying dividends to shareholders
and making payments on any pre-banlruptey filing accounts or notes payable that are due and owing to any other entity within the McDermott
group of companies (the “ Pre-Petition Inter-company Payables”) and other creditors during the pendency of the bankruptcy case, without the
Bankruptcy Court's approvel. Moreover, no assurances can be given that any of the Pre-Petition Inter-company Payables will be paid or
othenwise satisfied in connection with the confirmation of a B&W plan of reorganization. As of February 21, 2000, the day prior to the
bankruptcy filing, B&W and its filing subsidiaries had Pre-Petition Inter-company Payables of approximately $51,350,000 and pre-petition inter-
company receivables from other entities within the McDermott group of companies (other than subsidiaries of B&W) of approximately
$58,143,000. In the course of the conduct of B&W's and its subsidiaries’ business, Mll and Ml have agreed to indemnify two surety companies
for B&W's and its subsidiaries’ obligations under surety bonds issued in connection with their customer contracts. In addition to this
indemnity, these two surety companies requested and, in June 2000, obtained from the Bankruptey Court, subject to the DiP Credit Facility and
certain professional fess, super-priority administrative expense status in bankruptcy for their claims against B&W and its filing subsidiaries
resuliing from their exposure under any bond issued post-bankruptey filing for B&W's and iis subsidiaries’ businesses. At December 31, 2001,
the total value of B&W's and its subsidiaries’ customer contracts vet to be completed covered by such indemnity arrangements was
approximately $150,000,000 of which approximately $57,000,000 relates to bonds issued after February 21, 2000.
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B&W's financial results are included in our consolidated results through February 21, 2000, the day prior to B&W's Chapter 11 filing. However,
generally accepted accounting principles specifically require that any entity whose financial statements were previously consolidated with
those of its parent (as B&W's were with ours) that files for protection under the U.S. Bankruptcy Code, whether solvent or insolvent, must be
prospectively deconsolidated from the parent and presented on the cost method. The cost method requires us to present the net assets of
B&W at February 22, 2000 as an investment and not recognize any income or loss from B&W in our resulis of operations during the
reorganization period. This investment of $165,234,000, as of February 21, 2000, increased to $185,856,000 due to post-bankruptcy filing
adjustments to the net assets of B&W and is subject to periodic reviews for recoverability. When B&W emerges from the jurisdiction of the
Bankruptcy Court, the subsequent accounting will be determined based upon the applicable circumstances and facts at such time, including
the terms of any pian of reorganization. It is possible that a material adjustment to our financial statements will be required on the completion

of the B&W reorganization.

We have assessed B&W's liquidity position as a result of the bankruptoy filing and believe that B&W can continue to fund its and its
subsidiaries’ operating activities and meet its debt and capital requirements for the foreseeable future. However, B&W's ability o continue as a
going concern depends on its ability to settle its ultimate asbestos liability from its net assets, future profits and cash flow and available
insurance proceeds, whether through the confirmation of a plan of reorganization or otherwise. The B&W condensed consolidated financial
information set forth above has been prepared on a going concern basis which contemplates continuity of operations, realization of assets,

and liquidation of liabilities in the ordinary course of business. As a result of the bankruptcy filing and related events, there is no assurance
that the carrying amounts of assets will be realized or that liabilities will be liquidated or settled for the amounts recorded. In addition, a
rejection of B&W's plan of reorganization could change the amounts reported in the B&W financial statements and cause a material decrease in
the carrying amount of our investment. The independent accountant’s report on the separate consolidated financial statements of B&W for the
years ended December 31, 2001 and 2000 includes an explanatory paragraph indicating that these issues raise substantial doubt about B&W's

ability to continue as a going concern.

Following are our condensed Pro Forma Consolidated Statements of income (Loss) data, assuming the deconsolidation of B&W for all periods

presented.

Assumes deconsolidation as of the beginning of the period presented, all data unaudited:

Year Nine-Month
Ended  Period Ended
December 31,
2000 1
(In thousands)

Revenues $ 1,722,038 § 1,159,805
Operating income (Loss) $ (3699 § 35243
Loss before Provision for Income Taxes  §  (19271) §  (11,862)
Net Loss $ (27587) § (25643)

Loss per Common Share:
Basic

(048) $  (043)
Diluted $

(0.46) (0.43)

<P A

NOTE 21 - LIQUIDITY

As a result of the B&W bankruptcy filing, our access to the cash flows of B&W and its subsidiaries has been restricted. In addition, Mi
and JRM and their respective subsidiaries are limited, as a result of covenants in debf instruments, in their ability to transfer funds to Mll
and its other subsidiaries through cash dividends or through unsecured loans or investments. As a result, we have assessed our ability
to continue as a going concern and have concluded that we can continue to fund our operating activities and capital requirements for

the foresesable future. In this regard, management will be required to address several significant issues:
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o MI's Negative Cash Flows. We expect Ml to experience negative cash flows in 2002, primarily due to tax payments on the
exercise of M's rights under an intercompany stock purchase and sale agreement (see Note 22). M) expects to mest its cash
needs through short-term borrowings by BWXT on the MIf Credit Facility, sale of assets, obtaining loans from either JRM or
Mill, a capital contribution from M1l or some combination thereof. While we expect Ml's cash flow to improve considerably in
2003, MI's lack of liquidity poses substantial risk in the short term.

e  Reduction in Surety Bond Capacity. Two of our surety companies notified us in the first quarter of 2001 that they are no
longer willing to issue bonds on our behalf. We obtain sursty bonds in the ordinary course of business of several of our
operations to secure contract bids and to mest the bonding requirements of various construction and other contracts with
customers. We are currently canvassing the surety market to obtain additional bonding capacity. Since we recsived the
notice from our surety companies, we have been satisfying most of our bonding reguirements by letters of credit and
enhanced contract terms and conditions. However, if we fail to obtain replacement bonding capacity, our ability to secure
customer contracts and pursue additional projects in the future may be materially adversely affected. As of December 31,
2001, Mil guaranteed previously issued surety bonds of $169,000,000, $150,000,000 of which were issued in connection with
business operations of B&W and its subsidiaries. We do not believe that either Ml or any of its subsidiaries, including B&W,
have ever had a surety bond called. However, Mil does not currently have sufficient cash or other liquid resources available
if contract defaults require it to fund a significant amount of its surety bonds.

e  Credit Rating Downgrade. In September 2001, Moody's Investor Service lowered MI's credit rating from BA3 to B2. JRM's
credit rating remained unchanged at BA3. Our rating by Standard & Poors remained unchanged at B. This downgrade by
Moody's Investor Service has impacted our cost of capital and could impact our access to capital.

o Upcoming Maturity of our Credit Facilities. The M, JRM and B&W DIP Credit Facilities are scheduled to expire in March
2003. Ve plan to negotiate an extension of these facilities. However, if we are unable to negotiate an extension, this could
impact our access to capital as we may not be able to obtain alternative financing.

NOTE 22 - SUBSEQUENT EVENT

Subseguent to December 31, 2001 and prior to March 15, 2002, Mi repurchased $12,708,000 principal amount of its 9.375% Notes due
March 15, 2002 at a cost totaling $12,181,050 (excluding accrued interest). On March 15, 2002, Ml fully repaid these notes. In order to
repay these noles, on February 22, 2002, Ml executed its right pursuant to a stock purchase and sale agreement with Mll (the
“Intercompany Agresment”), under which Ml had the right to sell to Mil and Mil had the right to buy from M, 100,000 units, each of which
consisted of one share of Mii common stock and one share of Mil Series A Participating Preferred Stock. MI held this financial asset
since prior to the 1982 reorgenization iransaction under which Mil became the parent of MI. The price was based on (1) the stockholders’
equity of Mil at the close of the fiscal year preceding the date on which the right to sell or buy, as the case may be, was exercised and (2)
the price-to-bool value of the Dow Joneé Industrial Average. At January 1, 2002, the aggregate unit value of MI's right to sell all of its
100,000 units to il was approximately $243,000,000. M received this amount from the exercise of the Intercompany Agresment. Mll
funded that payment by (1) receiving dividends of $80,000,000 from JRM and of $20,000,000 from one of our captive insurance
companies and (2) reducing its short-term investments and cash and cash equivalents. These proceeds are subject to U.S. federal, state
and other applicable taxes and we recorded a tax provision totaling approximately $85,400,000 at December 31, 2001.

On Merch 7, 2002, we reduced our pledged securities under the Ml Credit Facility by approximately $100,000,000.

On March 18, 2002, we received a consent from the lenders to remedy & covenant violation under the DIP Credit Facility (see Notes 5 and
20).

See Note 21 for 2 discussion of liquidity.
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Iltem 9.CHANGES IN AND DISAGREEMENTS WITH AUDITORS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

For the years ended December 31, 2001 and 2600 and the nine-month period ended December 31, 1998, we had no disagreements with

PricewaterhouseCoopers LLP on any accounting or financial disclosure issues.

PART 11011
ltem 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Information required by this item with respect to directors and executive officers is incorporated by reference to the material appearing under
the headings "Election of Directors” and "Executive Officers” in The Proxy Statement for our 2002 Annual Meeting of Stockholders.

ltem 11. EXECUTIVE COMPENSATION

Information required by this item is incorporated by reference to the material appearing under the heading "Compensation of Executive
Officers™ in The Proxy Statement for our 2002 Annual Meeting of Stockholders.

ltem 12. SECURITY OWNERSHIP CF CERTAIN BENEFICIAL OWNERS AND
MANAGEMENT

Information required by this item is incorporated by reference to the material appearing under the headings "Security Ownership of Directors

and Executive Officers™ and "Security Gwnership of Certain Beneficial Gwners” in The Proxy Statement for our 2002 Annual Mesting of

Stoclkholders.

ltem 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS
The information in Note 12 to our consolidated financial statements included in this report is incorporated by reference.

PART 1V

ltem 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM
8-K

(a) The following documents are filed as part of this Annual Report or incorporated by reference:
1. CONSOLIDATED FINANCIAL STATEMENTS
Reports of Independent Accountants
Consolidated Balance Sheets as of December 31, 2001 and 2000
Consolidated Statements of Income for the Years Ended December 31, 2001 and 2000 and the Nine-Month
Period Ended December 31, 1989

Consolidated Statements of Comprehensive Loss for the Years Ended December 31,2001 and 2000 and the
Nine-Month Period Ended December 31, 1989

Consolidated Statements of Stockholders' Equity for the Years Ended Dscember 31, 2001 and 2000 and the
Nine-Month Period Ended December 31, 1699

Consolidated Statements of Cash Flows for the Years Ended December 31, 2001 and 2000 and the Nine-Month
Period Ended December 31, 1998

Notes to Consolidated Financial Statements for the Years Ended December 31, 2001 and 2000 and the Nine-
Month Period Ended December 31, 1999
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2. CONSOLIDATED FINANCIAL STATEMENT SCHEDULES
All required financial statement schedules will be filed by amendment {o this Form 10X on Form 10-K/A.

3. EXHIBITS
Exhibit Number Description

2.1 Agresment and Plan of Merger dated as of May 7, 1939 betwean McDermott International, Inc.
and J. Ray McDermott, S.A. (incorporated by reference to Annex A of Exhibit (a)(1) to the
Schedule 14D-1 filed by McDermott International, Inc. with the Commission on May 13, 1999).

3.1 McDermoft International, Inc.'s Articles of Incorporation, as amended (incorporaied by
reference to Exhibit 3.1 of McDermott International, Inc.'s Annual Report on Form 10-K for the
fiscal year ended March 31, 1995 (File No. 1-08430)).

32 McDermott International, Inc.'s Amended and Restated By-Laws.

33 Amended and Restated Certificate of Designation of Series D Participating Preferred Stock
{incorporated by reference herein to Exhibit 3.1 to McDermott International, Inc.’s Quarterly
Report on Form 10-Q for the quarter ended September 30, 2001 (File No. 1-08430)).

4.1 Rights Agreement dated as of October 17, 2001 between McDBermoit International, inc. and

-/ EquiServe Trust Company, N.A., as Rights Agent (incorporated by reference herein to Exhibit
T 1 to iicDermott International, Inc.’s Current Report on Form 8-K dated October 17, 2001 (File
No. 1-08430)).

We and certain of our consolidated subsidiaries are parties to debt instruments under which the total
amount of securities authorized does not excesd 10% of our total consolidated assets. Pursuant to
paragraph 4(iii}{A) of item 601 (b) of Regulation S-K, we agree to furnish a copy of those instruments to the

Commission on request.

10.4* McDermott International, Inc.'s Supplemental Executive Retirement Plan, as amended
(incorporated by reference to Exhibit 10 of McDermoft International, Inc.'s Annua! Report on
Form 10-/A for fiscal year ended March 31, 1994 filed with the Commission on June 27, 19%4
(File No. 1-08430)).

10.2 Intercompany Agresment (incorporated by reference fo Exhibit 10 to McDarmott
International, Inc.'s Annual Report on Form 10-K, as amended, for the fiscal year ended
March 31, 1983 (File No. 1-08430)).

10.3* Trust for Supplemental Executive Retirement Plan (incorporated by reference to Exhibit 10 to
McDermott International, Inc.'s Annual Report on Form 10-K, 2s amended, for the fiscal year

ended March 31, 1880 (File No. 1-08430)).

104° McDBermott International, Inc.'s 1924 Variable Supplemental Compensation Plan (incorporated
by reference to Exhibit A to McDermott International, Inc.'s Proxy Statement for its Annual
Meeting of Stockholders held on August 9, 1994, as filed with the Commission under a
Schedule 14A (File No. 1-08430)).

105 McDermott International, Inc.'s 1987 Long-Term Performance Incentive Compensation
Program (incorporated by reference to Exhibit 10 to McDermott International, Inc.'s Annual
Report on Form 10-K, as amended, for the fiscal year ended March 31, 1688 (File No. 1-
08430)).

106 McDermott International, Inc.'s 1992 Senior Management Stock Option Plan (incorporated by
reference to Exhibit 10 of McDermott International, inc.'s Annual Report on Form10-K/A for
fiscal year ended March 31, 1984 filed with the Commission on June 27, 1924 (File No. 1-
08430)).

0.7 McDermott International, Inc.'s 1992 Officer Stock Incentive Program (incorporated by
reference to Exhibit 10 to McDermott International, Inc.'s Annual Report on Form 10-K, as
amended for the fiscal year ended March 31, 1992 (File No. 1-08430)).
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10.8* McDermott International, Inc.'s 1992 Directors Stock Program (incorporated by reference to
Exhibit 10 to McDermott International, Inc.'s Annual Report on Form 10-K, as amended, for
 the fiscal year ended March 31, 1992 (File No. 1-08430)).

10,9 McDermott International, Inc.'s Restated 1988 Officer Long-Term Incentive Plan, as amended
{incorporated by reference to Appendix B to McDermott International, Inc.'s Proxy Statement
for its Annual Meeting of Stockholders held on September 2, 1997, as filed with the
Commission under a Schedule 14A (File No. 1-08430)).

10.10* McDermott International, Inc.'s 1997 Director Stock Program (incorporated by reference to
Appendix A to McDarmott International, Inc.'s Proxy Statement for its Annual Meeting of
Stoclkholders held on September 2, 1997, as filed with the Commission under a Schedule 14A

(File No. 1-08430)).

10.12 Support Agresment betwesn McDermott International, inc. and McDermott Incorporated
(incorporated by reference to Exhibit 10.11 of McDermott International, Inc.'s Annual Report
on Form 10-K for the nine-month transition period ended December 31, 1988 (File No. 1-

08430)).
10.13 McDermott International, Inc.’s 2001 Directors & Officers Long-Term Incentive Plan.
12.1 Ratio of Earnings to Fixed Charges
214 Significant Subsidiaries of the Registrant.
23.9 Consent of Independent Accountants
g9 The Babcock & Wilcox Consolidated Financial Statements

* Management contract or compensatory plan or arrangement required to be filed as an exhibit pursuant to the
requirements of ltem 14(c) of Form 10-K.

{b) Reporis on Form 8-K:

On November 13, 2001, we filed a report on Form 8-K dated Cctober 28, 2001. Our report included ltem 2 - Disposition of
Assefs and ftem 7 - Pro Forma Financial Information and Exhibits.
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SIGNATURES

Pursuant to the requirements of Sestion 13 or 15{d} of the Securities Exchange Act of 1834, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

McDERMOTT INTERNATIONAL, INC.

Is/ Bruce W. Wilkinson

Mearch 22, 2002 By:  Bruce W. Wilkinson
Chairman of the Board and
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has besn signed below by the following persons on behalf of
the registrant and in the capacities indicated and on the date indicated.

Signature Title
Is/ Bruce W. Wilkinson Chairman of the Board, Chief Executive Officer
Bruce W. Wilkinson and Director (Principal Executive Gfficer)
Is/ Francis S. Kalman Executive Vice President and Chief Financial Officer
Francis S. Kalman (Principal Financial and Accounting Officer)
fs/ Philip J. Burguieres Director

Philip J. Burguieres

/s/ Ronald C. Cambre Director
Roneld C. Cambre

/s Bruce Delviars Director
Bruce DelMiars

/s/ Joe B. Foster Director
Joe B. Foster

/s/ Robert L. Howard Director
Robert L. Howard

fs/ John W. Johnstone, Jr. Director
John W, Johnstone, Jr.

fs/ John N, Turner Director
John N. Turner

Is/ Richard E. Woolbert Director
Richard E. Woolbert

March 22, 2002
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TRANSFER AGENT AND
REGISTRAR

Equiserv Trust Company, N.A.
P.O. Box 2500

Jersey City, New Jersey
07303-2500

Common Stock of McDermott
International, Inc.

TRUSTEES AND AGENTS
United States Trust Company

of New York

114 West 47th Street

New York, New York 10036-1532
Medium-term Notes,

Series A Due 1997-2003

Series B Due 1998-2023

The Chase Manhattan Bank
1201 Main Street

Suite 1800

Dallas, Texas 75201

6.80% Pollution Revenue Bonds,
Series A Due February 1, 2009

INDEPENDENT ACCOUNTANTS
PricewaterhouseCoopers LLP

639 Loyola Avenue

Suite 1800

New Orleans, Louisiana 70113
(504) 558-8200

Corperate Information

ANNUAL MEETING

The Annual Meeting of the
Shareholders of McDermott
International, Inc., for the year
ended December 31, 2001,
will be held at the Hotel-
Intercontinental, New Orleans,

Louisiana, on Wednesday, May 1,

2002, at 9:30 a.m. local time.

INFORMATION

Additional information about
our company, including financial
statement schedules and
exhibits to the Annual Report to
shareholders on Form 10-K for
the year ended December 31,
2001, may be obtained without
charge by writing or calling:

Investor Relations

McDermott International, Inc.
1450 Poydras Street

New Orleans, Louisiana 70112
(504) 587-3400

STOCKHCOLDER INQUIRIES
Inquiries regarding stockholder
account matters should be
addressed to:

Equiserv Trust Company, N.A.
P.O. Box 2500

Jersey City, New Jersey
07303-2500

(800) 446-2617

STOCCK EXCHANGE

The Company’s Common Stock
is listed on the New York Stock
Exchange. Symbol: MDR

Unless the context otherwise
requires, the use in this report
(other than the Form 10-K)

of the term McDermott
International, Inc., refers solely

-to McDermott International, a

Panama corporation; the term

J. Ray McDermott refers to J. Ray
McDermott, S.A., a Panama
corporation, and its consolidated
subsidiaries; and the term
McDermott refers to the consoli-
dated enterprise. The use of
such terms as company, division,
organization, joint ventures,

we, us, our and its, when
referring either to McDermott
International, Inc. and its
consolidated subsidiaries or to
subsidiaries and non-subsidiaries,
either individually or collectively,
is only for convenience and

is not intended to describe legal
relationships. Significant
subsidiaries of McDermott
International, Inc. are listed as
an exhibit to the Annual Report
of Form 10-K of McDermott
International, Inc. for the year
ended December 31, 2001, as
filed with the United States
Securities and Exchange
Commission. The segments,
units, divisions and groups of
McDermott International
described in this report are not

corporate entities.
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