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December 31, 2001 Snapshot

Halliburton Company
3600 Lincoln Plaza
500 N. Akard St.
Dallas, TX 75201-3391
Telephone (214) 978-2600
Fax (214) 978-2611
http://www.halliburton.com

Employees

85,000

Annual Revenues
Annual Earnings
Total Assets
Total Liabilities

Booked Asbestos-Related Insurance Assets
06/30/2002
$1,594,000,000
12/31/2001
$612,000,000

$13,046,000,000
$809,000,000
$10,996,000,000
$6,214,000,000

Booked Asbestos-Related Liabilities
06/30/2002
$2,196,000,000
12/31/2001
$737,000,000

Asbestos-Related Claim History:
Period Ending
06/30/2002
03/31/2002
12/31/2001
09/30/2001
06/30/2001
03/31/2001
12/31/2000
* * *
12/31/1976
12/31/1975

Open Claims
312,000
292,000
274,000
146,000
145,000
129,000
117,000

Claims Settled to Date
214,000
$173,000,000

0

Bankruptcy Basics
Chapter 11 Petition Date: None
Bankruptcy Case No.
None
Bankruptcy Court:
None
Bankruptcy Judge:
None
Bankruptcy Counsel:
None
Exclusivity Expires:
None
Chapter 11 Plan Filed:
None
Plan's Effective Date:
None
§ 524(g) Trust Created:
None
§ 524(g) Trust Contact:
None

Asbestos-Containing Products
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Halliburton's asbestos-related liability disclosures:
From the Company's Form 10-Q for the period ending June 30, 2002 at
http://www.sec.gov/Archives/edgar/data/45012/000004501202000053/0000045012-02-000053.txt
During the second quarter of 2002, in connection with
our asbestos econometric study, we recorded a pretax
expense of $153 million, $123 million after-tax, to
discontinued operations for existing and future asbestos
claims and defense costs related to previously disposed
businesses, net of anticipated insurance recoveries. We also
recorded pretax expense of $6 million associated with the
Harbison-Walker bankruptcy filing. In addition, based upon
the impact of certain second quarter items, we adjusted
our 2002 estimated effective tax rate for discontinued
operations by recording an $11 million tax provision in the
second quarter of 2002.
Asbestos litigation. Several of our subsidiaries,
particularly DII Industries, LLC (See Note 13) and Kellogg
Brown & Root, Inc., are defendants in a large number of
asbestos-related lawsuits. The plaintiffs allege injury as a
result of exposure to asbestos in products manufactured
or sold by former divisions of DII Industries, LLC or in
materials used in construction or maintenance projects of
Kellogg Brown & Root, Inc. These claims are in three
general categories:
- refractory claims;
- other DII Industries, LLC claims; and
- construction claims.
Refractory claims. Asbestos was used in a small
number of products manufactured or sold by HarbisonWalker Refractories Company, which DII Industries,
LLC acquired in 1967. Harbison-Walker was spun-off
by DII Industries, LLC in July, 1992. At that time,
Harbison-Walker assumed liability for asbestos claims filed
after the spin-off and it agreed to defend and indemnify
DII Industries, LLC from liability for those claims. DII
Industries, LLC retained responsibility for all asbestos
claims pending as of the date of the spin-off. After the spinoff, DII Industries, LLC and Harbison-Walker jointly
negotiated and entered into coverage-in-place agreements
with a number of insurance companies. Those agreements
provide DII Industries, LLC and Harbison-Walker access
to the same insurance coverage to reimburse them for
defense costs, settlements and court judgments they pay to
resolve refractory
asbestos claims.
As of June 30, 2002, there were approximately 7,000 open
and unresolved pre-spin-off refractory claims against DII
Industries, LLC. In addition, there were approximately
139,000 post spin-off claims that name DII Industries, LLC
as a defendant. DII Industries, LLC has taken up the
defense of unsettled post spin-off refractory claims that
name it as a defendant in order to prevent Harbison-Walker
from unnecessarily eroding the insurance coverage both
companies access for these claims. These claims are now
stayed in the Harbison-Walker bankruptcy proceeding.
Other DII Industries, LLC claims. As of June 30, 2002,
there were approximately 128,000 open and unresolved
claims alleging injuries from asbestos used in other products
formerly manufactured by DII Industries, LLC. Most of
these claims involve gaskets and packing materials used
in pumps and other industrial products.
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Construction claims. Our Engineering and Construction
Group includes engineering and construction businesses
formerly operated by The M.W. Kellogg Company and
Brown & Root, Inc., now combined as Kellogg Brown &
Root, Inc. As of June 30, 2002, there were approximately
38,000 open and unresolved claims alleging injuries from
asbestos in materials used in construction and
maintenance projects, most of which were conducted by
Brown & Root, Inc. Approximately 1,000 of these claims
are asserted against The M.W. Kellogg Company. We
believe that Kellogg Brown & Root has a good defense to
these claims, and a prior owner of The M.W. Kellogg
Company provides Kellogg Brown & Root a contractual
indemnification for claims against The M.W. Kellogg
Company.
Harbison-Walker Chapter 11 bankruptcy. On
February 14, 2002, Harbison-Walker filed a voluntary
petition for reorganization under Chapter 11 of the United
States Bankruptcy Code in the Bankruptcy Court in
Pittsburgh, Pennsylvania. In its bankruptcy-related filings,
Harbison-Walker said that it would seek to utilize Sections
524(g) and 105 of the Bankruptcy Code to propose and have
confirmed a plan of reorganization that would provide for
distributions for all legitimate, pending and future asbestos
claims asserted directly against it or asserted against DII
Industries, LLC for which Harbison-Walker is required to
indemnify and defend DII Industries, LLC. If such a plan of
reorganization is confirmed, all pending and future
refractory asbestos claims against Harbison-Walker or
DII Industries, LLC would be channeled to a Section
524(g)/105 trust for resolution and payment. In order for
a trust to be confirmed, at least a majority of the equity
ownership of Harbison-Walker would have to be contributed
to the trust. We also anticipate a significant financial
contribution will also be required to obtain the necessary
approvals for the trust. Creation of a trust would also
require the approval of 75% of the asbestos claimant
creditors of Harbison-Walker.
In connection with the Chapter 11 filing by HarbisonWalker, the Bankruptcy Court issued a temporary
restraining order staying all further litigation of more than
200,000 asbestos claims currently pending against DII
Industries, LLC in numerous courts throughout the United
States. A number of claimants oppose that stay, and filed
motions seeking to have the stay terminated. On April 4,
2002, the Bankruptcy Court heard argument on these
motions and kept the stay in effect until at least 11 days after
the Bankruptcy Court rules on the claimants' motions.
When the Bankruptcy Court rules, it may issue a preliminary
injunction continuing the stay or it may modify or dissolve
the stay as it applies to DII Industries, LLC. It is also
possible that the Bankruptcy Court will schedule future
hearings while continuing or modifying the stay. At present,
there is no assurance that a stay will remain in effect, that a
plan of reorganization will be proposed or confirmed, or that
any plan that is confirmed will provide relief to DII
Industries, LLC. DII Industries, LLC may make a
contribution to a trust in order to achieve a confirmed plan.
If a plan is not confirmed that provides relief to DII
Industries, LLC, it will be required to defend all open
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claims in the courts in which they have been filed, possibly
with reduced access to the insurance shared with HarbisonWalker.
The stayed asbestos claims are those covered by
insurance that DII Industries, LLC and Harbison-Walker
each access to pay defense costs, settlements and
judgments attributable to both refractory and nonrefractory asbestos claims. The stayed claims include
approximately 139,000 post-1992 spin-off refractory
claims, 7,000 pre-spin-off refractory claims and
approximately 110,000 other types of asbestos claims
pending against DII Industries, LLC. Approximately
51,000 of the claims in the third category are claims made
against DII Industries, LLC based on more than one
ground for recovery and the stay affects only the portion
of the claim covered by the shared insurance. The stay
prevents litigation from proceeding while the stay is in effect
and also prohibits the filing of new claims. One of the
purposes of the stay is to allow Harbison-Walker and DII
Industries, LLC time to develop and propose a plan of
reorganization.
DII Industries, LLC agreed to provide up to $35
million of debtor-in-possession financing to HarbisonWalker during the pendency of the Chapter 11 proceeding of
which $5 million was advanced during the first quarter of
2002. On February 14, 2002, DII Industries, LLC also paid
$40 million to Harbison-Walker's United States parent
holding company, RHI Refractories Holding Company. This
payment was made when Harbison-Walker filed its
bankruptcy petition and was charged to discontinued
operations in our financial statements in the first quarter of
2002. Harbison-Walker's failure to fulfill its indemnity
obligations, and its excessive erosion of the insurance
coverage, required DII Industries, LLC to assist HarbisonWalker in its bankruptcy proceeding in order to protect the
shared insurance from dissipation. This insurance will be
needed if a trust is to be worked out with the asbestos
claimants. The payment to RHI Refractories led RHI
Refractories to forgive intercompany debt owed to it by
Harbison-Walker, thus increasing the assets of HarbisonWalker. DII Industries, LLC will pay another $35 million to
RHI Refractories if a plan of reorganization acceptable to DII
Industries, LLC is proposed in the bankruptcy proceedings.
A further $85 million will be paid to RHI Refractories if a
plan acceptable to DII Industries, LLC is approved by 75%
of the Harbison-Walker asbestos claimant creditors and
confirmed by the Bankruptcy Court.
As a result of DII Industries, LLC's continuing settlement
negotiations with the Asbestos Claimants Committee, or
ACC, which was formed as part of the Harbison-Walker
bankruptcy, and certain law firms that represent a substantial
percentage of the plaintiffs that have asserted HarbisonWalker-related claims against DII Industries, LLC, the
temporary restraining order originally entered by the
Bankruptcy Court on February 14, 2002 has been
consensually extended until at least September 18, 2002. On
September 18, 2002, DII Industries, LLC and the ACC will
present a status report to the Bankruptcy Court. To the extent
that the settlement negotiations continue to make progress,
DII Industries, LLC anticipates that the ACC will consent to
have the temporary restraining order extended for an
additional period of time.
DII Industries, LLC's settlement negotiations with the
law firms that represent a substantial majority of
plaintiffs that have asserted Harbison-Walker-related
claims against DII Industries, LLC have not been limited to
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Harbison-Walker-related claims. Rather, DII Industries, LLC
is exploring with these law firms the possibility of esolving,
on a global basis, all of the refractory asbestos claims, all of
the other DII Industries, LLC asbestos claims (including
claims related to historic DII Industries, LLC
manufacturing operations and Worthington Corporation)
and all of the construction asbestos-related claims,
including all future asbestos-related claims. These broader
negotiations involve difficult and complex issues. At this
time there is no assurance that DII Industries, LLC will be
able to reach an acceptable agreement. We expect that these
negotiations will continue for some time before we will even
be able to make a judgment as to whether a global
settlement is reasonably likely.
Asbestos insurance coverage. DII Industries, LLC
has substantial insurance that reimburses it for portions of
the costs incurred defending asbestos claims, as well as
amounts paid to settle claims and court judgments. This
coverage is provided by a large number of insurance
policies written by dozens of insurance companies. The
insurance companies wrote the coverage over a period of
more than 30 years for DII Industries, LLC, its predecessors
or its subsidiaries and their predecessors. Large amounts of
this coverage are now subject to coverage-in-place
agreements that resolve issues concerning amounts and terms
of coverage. The amount of insurance available to DII
Industries, LLC and its subsidiaries depends on the nature
and time of the alleged exposure to asbestos, the specific
subsidiary against which an asbestos claim is asserted and
other factors.
Refractory claims insurance. DII Industries, LLC has
approximately $2.1 billion in aggregate limits of insurance
coverage for refractory asbestos claims, of which over onehalf is with Equitas or other London-based insurance
companies. Most of this insurance is shared with HarbisonWalker. Many of the issues relating to the majority of this
coverage have been resolved by coverage-in-place
agreements with dozens of companies, including Equitas
and other London-based insurance companies. Recently,
however, Equitas and other London-based companies have
attempted to impose new restrictive documentation
requirements on DII Industries, LLC and other insureds.
Equitas and the other London-based companies have stated
that the new requirements are part of an effort to limit
payment of settlements to claimants who are truly impaired
by exposure to asbestos and can identify the product or
premises that caused their exposure.
On March 21, 2002, Harbison-Walker filed a lawsuit in
the United States Bankruptcy Court for the Western District
of Pennsylvania in its Chapter 11 bankruptcy proceeding.
This lawsuit is substantially similar to DII Industries, LLC's
lawsuit filed in Texas State Court in 2001 and seeks, among
other relief, a determination as to the rights of DII Industries,
LLC and Harbison-Walker to the shared general liability
insurance. The lawsuit also seeks damages against certain
insurers for breach of contract and bad faith, and a
declaratory judgment concerning the insurers' obligations
under the shared insurance. Although DII Industries, LLC
is also a defendant in this lawsuit, it has asserted its own
claim to coverage under the shared insurance and is
cooperating with Harbison-Walker to secure both
companies' rights to the shared insurance. The Bankruptcy
Court has ordered the parties to this lawsuit to engage in
non-binding mediation. The first mediation session was held
on July 26, 2002 and additional sessions are scheduled to
take place, provided the Bankruptcy Court's mediation order
remains in effect, in September, October and November
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2002. Given the early stages of these negotiations, DII
Industries, LLC cannot predict whether a negotiated
resolution of this dispute will occur or, if such a resolution
does occur, the precise terms of such a resolution.
Prior to the Harbison-Walker bankruptcy, on August
7, 2001, DII Industries, LLC filed a lawsuit in Dallas
County, Texas, against a number of these insurance
companies asserting DII Industries, LLC rights under an
existing coverage-in-place agreement and under insurance
policies not yet subject to coverage-in-place agreements.
The coverage-in-place agreements allow DII Industries,
LLC to enter into settlements for small amounts without
requiring claimants to produce detailed documentation to
support their claims, when DII Industries, LLC believes the
settlements are an effective claims management strategy.
DII Industries, LLC believes that the new documentation
requirements are inconsistent with the current coveragein-place agreements and are unenforceable. The insurance
companies that DII Industries, LLC has sued have not
refused to pay larger claim settlements where
documentation is obtained or where court judgments are
entered. Also, they continue to pay previously agreed to
amounts of defense costs that DII Industries, LLC incurs
defending refractory asbestos claims. All of the asbestos
claims to which this insurance covers are currently stayed by
the Harbison-Walker bankruptcy, and consequently the
breach of the coverage-in-place agreements is currently
having no impact upon DII Industries, LLC.
On May 10, 2002, the London-based insuring entities
and companies removed DII Industries, LLC's Dallas
County State Court Action to the United States District
Court for the Northern District of Texas alleging that federal
court jurisdiction existed over the case because it is
related to the Harbison-Walker bankruptcy. DII Industries,
LLC has filed an opposition to that removal and has asked
the federal court to remand the case back to the Dallas
County state court. On June 12, 2002, the London-based
insuring entities and companies filed a motion to transfer
the case to the federal court in Pittsburgh, Pennsylvania.
DII Industries, LLC has filed an opposition to that motion to
transfer. The federal court in Dallas has yet to rule on any of
these motions. Regardless of the outcome of these
motions, because of the similar insurance coverage lawsuit
filed by Harbison-Walker in its bankruptcy proceeding,
it is unlikely that DII Industries, LLC's case will proceed
independently of the bankruptcy.
Other DII Industries, LLC claims insurance. DII
Industries, LLC has substantial insurance to cover other
non-refractory asbestos claims. Two coverage-in-place
agreements cover DII Industries, LLC for companies or
operations that DII Industries, Inc., either acquired or
operated prior to November 1, 1957. Asbestos claims that
are covered by these agreements are currently stayed by the
Harbison-Walker bankruptcy because the majority of this
coverage also applies to refractory claims and is shared with
Harbison-Walker. Other insurance coverage is provided by a
number of different policies that DII Industries, LLC
acquired rights to access when it acquired businesses from
other companies. Three coverage-in-place agreements
provide reimbursement for asbestos claims made against DII
Industries, LLC former Worthington pump division. There is
also other substantial insurance coverage with approximately
$2.0 billion in aggregate limits that has not yet been reduced
to coverage-in-place agreements.
On August 28, 2001, DII Industries, LLC filed a
lawsuit in the 192nd Judicial District of the District Court for
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Dallas County, Texas against certain London-based insuring
entities that issued insurance policies that provide coverage
to DII Industries, LLC for asbestos-related liabilities arising
out of the historical operations of Worthington Corporation
or its successors. This lawsuit raises essentially the same
issue as to the documentation requirements as the August 7,
2001 Harbison-Walker lawsuit filed in the same court.
The London-based insuring entities filed a motion in that
case seeking to compel the parties to binding arbitration.
The trial court denied that motion and the London-based
insuring entities appealed that decision to the state appellate
court. The state appellate court denied the appeal and the
case should now proceed to resolution in the trial court.
A significant portion of the insurance coverage
applicable to Worthington claims is alleged by FederalMogul Products, Inc. to be shared with it. In 2001, FederalMogul Products, Inc. and a large number of its affiliated
companies filed a voluntary petition for reorganization under
Chapter 11 of the Bankruptcy Code in the Bankruptcy Court
in Wilmington, Delaware.
In response to Federal-Mogul's allegations, on
December 7, 2001, DII Industries, LLC filed a lawsuit in the
Delaware Bankruptcy Court asserting its rights to insurance
coverage under historic general liability policies issued to
Studebaker-Worthington, Inc. and its successor for asbestosrelated liabilities arising from, among other operations,
Worthington's and its successors' historic operations. This
lawsuit also seeks a judicial declaration concerning the
competing rights of DII Industries, LLC and FederalMogul, if any, to this insurance coverage. DII Industries,
LLC recently filed a second amended complaint in that
lawsuit and the parties are now beginning the discovery
process.
At the same time, DII Industries, LLC filed its
insurance coverage action in the Federal-Mogul bankruptcy,
DII Industries, LLC also filed a second lawsuit in which it
has filed a motion for preliminary injunction seeking a stay
of all Worthington asbestos-related lawsuits against DII
Industries, LLC that are scheduled for trial within the six
months following the filing of the motion. The stay that DII
Industries, LLC seeks, if granted, would remain in place
until the competing rights of DII Industries, LLC and
Federal-Mogul to the allegedly shared insurance are resolved.
The Court has yet to schedule a hearing on DII Industries,
LLC motion for preliminary injunction.
A number of insurers who have agreed to coverage-inplace agreements with DII Industries, LLC have suspended
payment under the shared Worthington policies until the
Federal-Mogul Bankruptcy Court resolves the insurance
issues. Consequently, the effect of the Federal-Mogul
bankruptcy on DII Industries, LLC's rights to access this
shared insurance is uncertain.
Construction claims insurance. Nearly all of our
construction asbestos claims relate to Brown & Root, Inc.
operations before the 1980s. Our primary insurance
coverage for these claims was written by Highlands
Insurance Company during the time it was one of our
subsidiaries. Highlands was spun-off to our shareholders in
1996. On April 5, 2000, Highlands filed a lawsuit against us
in the Delaware Chancery Court. Highlands asserted that the
insurance it wrote for Brown & Root, Inc. that covered
construction asbestos claims was terminated by agreements
between Halliburton and Highlands at the time of the 1996
spin-off. In March 2001, the Chancery Court ruled that a
termination did occur and that Highlands was not obligated
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to provide coverage for Brown & Root, Inc.'s asbestos
claims. This decision was affirmed by the Delaware
Supreme Court on March 13, 2002. As a result of this
ruling, we wrote-off approximately $35 million in
accounts receivable for amounts paid for claims and defense
costs and $45 million of accrued receivables in relation to
estimated insurance recoveries claims settlements from
Highlands in the first quarter 2002. In addition, we
dismissed the April 24, 2000 lawsuit we filed against
Highlands in Harris County, Texas.
As a consequence of the Delaware Supreme Court's
decision, Kellogg Brown & Root no longer has primary
insurance coverage from Highlands for asbestos claims.
However, Kellogg Brown & Root has significant excess
insurance coverage. The amount of this excess coverage
that will reimburse us for an asbestos claim depends on a
variety of factors. On March 20, 2002, Kellogg Brown &
Root filed a lawsuit in the 172nd Judicial District of the
District Court of Jefferson County, Texas, against Kellogg
Brown & Root's historic insurers that issued these excess
insurance policies. In the lawsuit, Kellogg Brown & Root
seeks to establish the specific terms under which it can seek
reimbursement for costs it incurs in settling and defending
asbestos claims from its historic construction operations.
Until this lawsuit is resolved, the scope of the excess
insurance will remain uncertain. We do not expect the
excess insurers will reimburse us for asbestos claims until
this lawsuit is resolved.
Significant asbestos judgments on appeal. During
2001, there were several adverse judgments in trial court
proceedings that are in various stages of the appeal process.
All of these judgments concern asbestos claims involving
Harbison-Walker refractory products. Each of these appeals,
however, has been stayed by the Bankruptcy Court in the
Harbison-Walker Chapter 11 bankruptcy.
On November 29, 2001, the Texas District Court in
Orange, Texas, entered judgments against DII Industries,
LLC on a $65 million jury verdict rendered in September
2001 in favor of five plaintiffs. The $65 million amount
includes $15 million of a $30 million judgment against DII
Industries, LLC and another defendant. DII Industries, LLC
is jointly and severally liable for $15 million in addition to
$65 million if the other defendant does not pay its share of
this judgment. We believe that during the trial the court
committed numerous errors, including prohibiting DII
Industries, LLC from presenting evidence that the alleged
illness of the plaintiffs was caused by products of other
companies that had previously settled with the plaintiffs.
We intend to appeal this judgment and believe that the
Texas appellate courts will ultimately reverse this
judgment.
On November 29, 2001, the same District Court in
Orange, Texas, entered three additional judgments against
DII Industries, LLC in the aggregate amount of $35.7
million in favor of 100 other asbestos plaintiffs. These
judgments relate to an alleged breach of purported settlement
agreements signed early in 2001 by a New Orleans lawyer
hired by Harbison-Walker, which had been defending DII
Industries, LLC pursuant to the agreement by which
Harbison-Walker was spun-off by DII Industries, LLC in
July 1992. These settlement agreements expressly bind
Harbison-Walker Refractories Company as the obligated
party, not DII Industries, LLC. DII Industries, LLC intends to
appeal these three judgments on the grounds that it was not a
party to the settlement agreements and it did not authorize
anyone to settle on its behalf. We believe that these
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judgments are contrary to applicable law and will be
reversed.
On December 5, 2001, a jury in the Circuit Court for
Baltimore City, Maryland, returned verdicts against DII
Industries, LLC and other defendants following a trial
involving refractory asbestos claims. Each of the five
plaintiffs alleges exposure to Harbison-Walker products.
DII Industries, LLC portion of the verdicts was
approximately $30 million. DII Industries, LLC believes
that the trial court committed numerous errors and that the
trial evidence did not support the verdicts. The trial court has
entered judgment on these verdicts. DII Industries, LLC
intends to appeal the judgment to the Maryland Supreme
Court where we expect the judgment will be significantly
reduced, if not totally reversed.
On October 25, 2001, in the Circuit Court of
Holmes County, Mississippi, a jury verdict of $150
million was rendered in favor of six plaintiffs against DII
Industries, LLC and two other companies. DII Industries,
LLC share of the verdict was $21.3 million. The award
was for compensatory damages. The jury did not award any
punitive damages. The trial court has entered judgment on
the verdict. We believe there were serious errors during the
trial and we intend to appeal this judgment to the Mississippi
Supreme Court. We believe the judgment will ultimately be
reversed because there was a total lack of evidence that the
plaintiffs were exposed to a Harbison-Walker product or
that they suffered compensatory damages. Also, there were
procedural errors in the selection of the jury.
Asbestos claims history. Since 1976, approximately
525,000 asbestos claims have been filed against us. Almost
all of these claims have been made in separate lawsuits in
which we are named as a defendant along with a number of
other defendants, often exceeding 100 unaffiliated defendant
companies in total. During the second quarter of 2002, we
received approximately 26,000 new claims and we closed
approximately 7,000 claims. The number of open claims
pending against us at the end of the second quarter of 2002,
at the end of the first quarter of 2002, at the end of each
quarter of 2001 and at the end of 2000 is as follows:
Total Open
Period Ending
Claims
- -------------------------------------------------June 30, 2002
312,000
March 31, 2002
292,000
December 31, 2001
274,000
September 30, 2001
146,000
June 30, 2001
145,000
March 31, 2001
129,000
December 31, 2000
117,000
The claims include approximately 139,000 at June 30,
2002, 133,000 at March 31, 2002 and 125,000 at December
31, 2001 of post spin-off Harbison-Walker refractory related
claims that name DII Industries, LLC as a defendant.
We manage asbestos claims to achieve settlements of
valid claims for reasonable amounts. When reasonable
settlement is not possible, we contest claims in court. Since
1976, we have closed approximately 214,000 claims through
settlements and court proceedings at a total cost of
approximately $173 million. We have received or expect to
receive from our insurers all but approximately $72 million
of this cost, resulting in an average net cost per closed claim
of about $336.
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Asbestos study and the valuation of unresolved
current and future asbestos claims, and related insurance
receivables. DII Industries, LLC retained Dr. Francine F.
Rabinovitz of Hamilton, Rabinovitz & Alschuler, Inc. to
estimate the probable number and value, including defense
costs, of unresolved current and future asbestos-related
bodily injury claims asserted against DII Industries, LLC
and its subsidiaries. Dr. Rabinovitz is a nationally renowned
expert in conducting such analyses, has been involved
in a number of asbestos-related and other toxic tort-related
valuations of current and future liabilities, has served as the
expert for two representatives of future claimants in
asbestos related bankruptcies and has had her valuation
methodologies accepted by numerous courts. Further, the
methodology utilized by Dr. Rabinovitz is the same
methodology that is utilized by the expert who is routinely
retained by the asbestos claimants committee in asbestosrelated bankruptcies. Dr. Rabinovitz estimated the
probable number and value of unresolved current and
future asbestos-related bodily injury claims asserted against
DII Industries, LLC and its subsidiaries over a 50 year
period; provided, Dr. Rabinovitz indicated, that the basis for
estimation in the later years were less certain.
In the past, we have only provided for known
outstanding claims as we did not have sufficient information
to make a reasonable estimate of future asbestos claims
liability. However, as a result of Dr. Rabinovitz's analysis,
we are now in a position to accrue not only for known open
claims, but also for the projected costs to resolve asbestos
claims through 2017. In light of the uncertainties inherent
in making long-term projections and as indicated in Dr.
Rabinovitz's analysis, although Dr. Rabinovitz's analysis
covers 50 years, we do not believe that we have a reasonable
basis for estimating under Statement of Financial Accounting
Standard No. 5 "Accounting for Contingencies", or SFAS
No. 5, asbestos claims, defense costs or probable insurance
recoveries past 2017.
The methodology utilized by Dr. Rabinovitz to project
DII Industries, LLC's and its subsidiaries' asbestos-related
liabilities and defense costs relied upon and included:
- an analysis of DII Industries, LLC's, Kellogg, Brown & Root,
Inc.'s and Harbison-Walker Refractories Company's historical
asbestos settlements and defense costs to develop average
settlement values and average defense costs for specific
asbestos-related diseases and for the specific business operation
or entity allegedly responsible for the asbestos-related diseases;
- an analysis of DII Industries, LLC's, Kellogg, Brown & Root,
Inc.'s and Harbison-Walker Refractories Company's pending
inventory of asbestos-related claims by specific asbestos-related
diseases and by the specific business operation or entity
allegedly responsible for the asbestos-related disease;
- an analysis of the claims filing history for asbestos-related
claims against DII Industries, LLC, Kellogg, Brown & Root, Inc.
and Harbison-Walker Refractories Company since January 1, 2000
(and alternatively since January 1997) by specific
asbestos-related disease and by business operation or entity
allegedly responsible for the asbestos-related disease;
- an analysis of the population likely to have been exposed or claim
exposure to products manufactured by DII Industries, LLC, its
predecessors and Harbison-Walker or to Brown & Root construction
and renovation projects; and
- epidemiological studies to estimate the number of people who might
allege exposure to products manufactured by DII Industries LLC,
its predecessors and Harbison-Walker or to Brown & Root
construction and renovation projects that would be likely to
develop asbestos-related diseases.

Dr. Rabinovitz's projections are based on historical
data supplied by DII Industries, LLC, Kellogg, Brown &
Root, Inc. and Harbison-Walker and publicly available
studies, including annual surveys by the National Institutes
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of Health concerning the incidence of mesothelioma deaths.
In her analysis, Dr. Rabinovitz projected that the elevated
and historically unprecedented rate of claim filings of the
last several years, especially as expressed by the ratio of
nonmalignant claim filings to malignant claim filings,
would continue into the future for 5 more years. After that,
Dr. Rabinovitz projected that the ratio of nonmalignant
claim filings to malignant claim filings will gradually
decrease for a 10 year period ultimately returning to the
historical claiming rate and claiming ratio. In making her
calculation Dr. Rabinovitz alternately assumed a somewhat
lower rate of claim filings, based on an average of the last
five years of claims experience, would continue into the
future for five more years, but we used the two-year period
in establishing reserves for our probable and reasonably
estimable liabilities and defense costs as we determined it
to be more appropriate and was also the more conservative
approach.
Other important assumptions utilized in Dr.
Rabinovitz's estimates, which we relied upon in making our
accrual are:
- an assumption that there will be no legislative or other systemic
changes to the tort system;
- that the Company will continue to aggressively defend against
asbestos claims made against the Company; and
- an inflation rate of 3% annually for settlement payments and an
inflation rate of 4% annually for defense costs.

Based upon her analysis, Dr. Rabinovitz estimated DII
Industries, LLC's total, undiscounted asbestos liabilities,
including defense costs. Through 2017, the period during
which we believe we have a reasonable basis for estimating
under SFAS No. 5, Dr. Rabinovitz estimated the current
and future total undiscounted liability for asbestos claims,
including defense costs would be $2.2 billion (which
includes payments related to the approximately 312,000
claims currently pending).
Using Dr. Rabinovitz's projections, we then
conducted an analysis to determine the amount of insurance
that we estimate is probable that we will recover in relation
to the projected claims and defense costs through 2017. In
conducting this analysis, we:
- reviewed DII Industries, LLC's historical course of dealings with
its insurance companies concerning the payment of asbestos-related
claims, including DII Industries, LLC's over 15 year litigation
and settlement history;
- reviewed the terms of DII Industries, LLC's prior and current
coverage-in-place settlement agreements;
- reviewed the status of DII Industries, LLC's and Kellogg, Brown &
Root, Inc.'s current insurance-related lawsuits and the various
legal positions of the parties in those lawsuits in relation to
the developed and developing case law and the historic positions
taken by insurers in the earlier filed and settled lawsuits;
- engaged in discussions with our counsel; and
- analyzed publicly-available information concerning the ability of
the DII Industries, LLC's insurers to meet their obligations
through 2017.

Based on that review, analyses and discussions, we
made judgements concerning insurance coverage that we
believe are reasonable and consistent with our historical
course of dealings with our insurers and the relevant case law
to determine the probable insurance recoveries for DII
Industries, LLC's asbestos liabilities through 2017. This
analysis factored in the probable effects of self-insurance
features, such as self-insured retentions, policy exclusions,
liability caps, current and anticipated insolvencies of DII
Industries, LLC's insurers, and various judicial
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determinations relevant to DII Industries, LLC's insurance
programs.
Based on Dr. Rabinovitz's projections and our analysis
of the probable insurance recoveries, we established
reserves for the probable and reasonably estimable liabilities
and defense costs we believe we will pay through 2017 of
$2.2 billion, and we have also recorded receivables for the
insurance recoveries that are deemed probable through that
same date of $1.6 billion. These reserves and insurance
receivables are included in noncurrent assets and liabilities
due to the extended time periods involved to settle claims. In
the second quarter of 2002, we recorded a pretax charge of
$483 million. Of this pretax charge, $330 million, $268
million after-tax, was recorded for claims related to Brown &
Root construction and renovation projects and was recorded
under the Engineering and Construction Group segment. The
balance of $153 million, $123 million after-tax, related to
claims associated with businesses no longer owned by us
and was recorded as discontinued operations. The low
effective tax rate on the asbestos charge is due to the
recording of a valuation allowance against the United
States federal deferred tax asset associated with the accrual
as the deferred tax asset may not be fully realizable based
upon future taxable income projections.
The total estimated claims through 2017, including the
312,000 current open claims, are approximately one million.
A summary of our reserves for these claims and
corresponding insurance recoveries is as follows:
June 30 December 31
-----------------------------Millions of dollars
2002
2001
- -----------------------------------------------------------------------------------Asbestos litigation claims
$ 2,196
$ 737
- ----------------------------------------------------------------------------------Estimated insurance recoveries:
Highlands Insurance Company
(45)
Other insurance carriers
(1,594)
(567)
- ----------------------------------------------------------------------------------Insurance for asbestos litigation claims
(1,594)
(612)
- ----------------------------------------------------------------------------------Net liability for open and future (through 2017)
asbestos claims
$ 602
$ 125
==================================================
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Accounts receivable for billings to insurance
companies for payments made on asbestos claims were $30
million at June 30, 2002, and $18 million at December 31,
200l, excluding accounts receivable written off at the
conclusion of the Highlands litigation.
The insurance recoveries we have recorded do not
assume any recovery from insolvent insurers or from any
state insurance guaranty association and assume that all but
one of our insurance companies that are currently solvent
will remain solvent through 2017. However, there can be no
assurances that these assumptions will be correct. The
insurance receivables do not exhaust DII Industries, LLC's
insurance coverage for asbestos-related liabilities and we
believe that DII Industries, LLC has significant insurance
coverage available to it for asbestos-related liabilities that it
may incur after 2017.
Projecting future events, such as the number of future
asbestos-related lawsuits to be filed against DII Industries,
LLC and Kellogg, Brown & Root, Inc., the average cost to
resolve such future lawsuits, coverage issues among layers
of insurers issuing different policies to different
policyholders over extended periods of time, the impact on
the amount of insurance recoverable in light of the HarbisonWalker and Federal-Mogul bankruptcies, and the continuing
solvency of various insurance companies is subject to many
uncertainties that could cause the asbestos-related liabilities
and insurance recoveries to be higher or lower than those
projected and booked.
Given the inherent uncertainty in making future
projections, we plan to have the projections periodically
reexamined, and update them based on our experience and
other relevant factors such as changes in the tort system and
the resolution of the bankruptcies of various asbestos
defendants. Similarly, we will re-evaluate our projections
concerning our probable insurance recoveries in light of any
updates to Dr. Rabinovitz's projections, developments in
DII Industries, LLC's and Kellogg, Brown & Root, Inc.'s
various lawsuits against its insurance companies and other
developments that may impact the probable insurance
recoveries.
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