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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K
(Mark One)

x ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the fiscal year ended December 31, 2009

OR

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from                     to                     

Commission File Number 001-08430

McDERMOTT INTERNATIONAL, INC.
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(State or Other Jurisdiction of
Incorporation or Organization)

(I.R.S. Employer
Identification No.)

777 N. ELDRIDGE PKWY.
HOUSTON, TEXAS 77079

(Address of Principal Executive Offices) (Zip Code)
Registrant�s Telephone Number, Including Area Code: (281) 870-5901

Securities Registered Pursuant to Section 12(b) of the Act:

Title of each class Name of each Exchange on which registered
Common Stock, $1.00 par value New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act: None

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

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

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.

Yes  þ    No  ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files).

Yes  þ    No  ¨

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

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See definition of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act. (Check
one):

Large accelerated filer þ Accelerated filer ¨

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

The aggregate market value of the registrant�s common stock held by nonaffiliates of the registrant on the last business day of the registrant�s
most recently completed second fiscal quarter (based on the closing sales price on the New York Stock Exchange on June 30, 2009) was
approximately $4.7 billion.

The number of shares of the registrant�s common stock outstanding at January 30, 2010 was 230,500,413.
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DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant�s Proxy Statement to be filed with the Securities and Exchange Commission pursuant to Regulation 14A under the
Securities Exchange Act of 1934 in connection with the registrant�s 2010 Annual Meeting of Stockholders are incorporated by reference into
Part III of this report.
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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 statements within the meaning of the Private Securities Litigation Reform Act of 1995. These forward-looking
statements are subject to various risks, uncertainties and assumptions, including those to which we refer under the headings �Cautionary
Statement Concerning Forward-Looking Statements� and �Risk Factors� in Items 1 and 1A of Part I of this report.

PART I

Item 1. BUSINESS
General

McDermott International, Inc. (�MII�) is a leading global engineering and construction company with specialty manufacturing and service
capabilities. We provide a variety of products and services to customers in the energy and power industries, including utilities and other power
generators, major and national oil companies, and the United States Government. While we provide a wide range of products and services, our
business segments are heavily focused on major projects. At any given time, a relatively small number of projects can represent a significant part
of our operations. We have operations in more than 20 countries and approximately 29,000 employees worldwide.

MII was incorporated under the laws of the Republic of Panama in 1959 and is the parent company of the McDermott group of companies,
including J. Ray McDermott, S.A. (�JRMSA�) and The Babcock & Wilcox Company (�B&W�). In this Annual Report on Form 10-K, unless the
context otherwise indicates, �we,� �us� and �our� mean MII and its consolidated subsidiaries. MII�s common stock is listed on the New York Stock
Exchange under the trading symbol MDR.

Business Segments

We operate in three business segments: Offshore Oil and Gas Construction, Government Operations and Power Generation Systems. For
financial information about our segments, see Note 17 to our consolidated financial statements included in this report.

Offshore Oil and Gas Construction

Our Offshore Oil and Gas Construction segment includes the business and operations of JRMSA, J. Ray McDermott Holdings, LLC and their
respective subsidiaries. Through this segment, we supply services primarily to offshore oil and gas field developments worldwide, including the
front-end design and detailed engineering, fabrication and installation of offshore drilling and production facilities and installation of marine
pipelines and subsea production systems. We also provide comprehensive project management and procurement services, and we operate in
most major offshore oil and gas producing regions, including the United States, Mexico, Canada, the Middle East, India, the Caspian Sea and
Asia Pacific.

We operate a fleet of marine vessels used in major offshore construction and operate several fabrication facilities. Our Offshore Oil and Gas
Construction segment�s principal fabrication facilities are located in Indonesia on Batam Island, in Dubai, U.A.E., Altamira, Mexico and near
Morgan City, Louisiana. We also operate a portion of the Baku Deepwater Jacket Factory fabrication facility in Baku, Azerbaijan, which is
owned by a subsidiary of the State Oil Company of the Azerbaijan Republic. These 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. We fabricate a full range of offshore structures, from conventional jacket-type fixed platforms to intermediate water and deepwater
platform configurations employing spar, compliant-tower and tension leg technologies, as well as floating, production, storage and off-loading
(�FPSO�) technology. For further details regarding our Offshore Oil and Gas Construction segment�s vessels and facilities, see Item 2, �Properties.�
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Because of the more conducive weather conditions in certain geographic regions, most installation operations are conducted in the warmer
months of the year in those areas, and many of our contracts are awarded with only a short period of time before the desired time of project
performance. Major construction vessels have few alternative uses and, because of their nature and the environment in which they work, have
relatively high fixed costs.

Our Offshore Oil and Gas Construction segment�s activity depends mainly on the capital expenditures for offshore construction services of oil
and gas companies and foreign governments for construction of development projects in the regions in which we operate. This segment�s
operations are generally capital intensive, and a number of factors influence its activities, including:

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

� the cost of exploring for, producing and delivering oil and gas;

� the terms and conditions of offshore leases;

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

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

� local and international political and economic conditions.
Government Operations

Our Government Operations segment includes the business and operations of BWX Technologies, Inc., Babcock & Wilcox Nuclear Operations
Group, Inc., Babcock & Wilcox Technical Services Group, Inc. and their respective subsidiaries. Through this segment, we manufacture nuclear
components and provide various 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.
Department of Energy (�DOE�).

We have over 50 years of experience in the ownership and operation of large nuclear development, production and reactor facilities. This
segment�s principal operations include:

� providing precision manufactured nuclear components for U.S. Government defense programs;

� managing and operating nuclear production facilities;

� managing and operating environmental management sites;

� managing spent nuclear fuel and transuranic waste for the DOE;
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� providing critical skills and resources for DOE sites; and

� developing and deploying next generation technology in support of U.S. Government programs.
Our Government Operations segment specializes in the design and manufacture of close-tolerance and high-quality equipment for nuclear
applications. In addition, we are a leading manufacturer of critical nuclear components, fuels and assemblies for government and commercial
uses. We have supplied nuclear components for DOE programs since the 1950s, and we are the largest domestic supplier of research reactor fuel
elements for colleges, universities and national laboratories. We also convert or downblend high-enriched uranium into low-enriched fuel for use
in commercial reactors to generate electricity. In addition, we have over 100 years of experience in supplying heavy fabrications for industrial
use, including components for defense applications.

We work closely with the DOE-supported non-proliferation program. Currently, this program is assisting in the development of a high-density,
low-enriched uranium fuel required for high-enriched uranium test reactor conversions. We have also been a leader in the receipt, storage,
characterization, dissolution, recovery and purification of a variety of uranium-bearing materials. All phases of uranium downblending and
uranium recovery are provided at our Lynchburg, Virginia and Erwin, Tennessee sites.

2
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We manage and operate complex, high-consequence nuclear and national security operations for the DOE and the U.S. National Nuclear
Security Administration (the �NNSA�), primarily through our joint ventures, as further discussed under the caption �Joint Ventures� below. In
addition, Babcock & Wilcox Technical Services Clinch River, LLC was awarded a contract from USEC, Inc. in 2007 to manufacture classified
metal parts for the American Centrifuge Program.

We have an experienced staff of design and manufacturing engineers capable of performing full scope, prototype design work coupled with
manufacturing integration. The design, engineering and other capabilities of our Government Operations segment include:

� steam separation equipment design and development;

� thermal-hydraulic design of reactor plant components;

� structural component design for precision manufacturing;

� materials expertise in high-strength, low-alloy steels, and nickel-based materials;

� material procurement of tubing, forgings, and weld wire; and

� metallographic and chemical analysis.
Our Government Operations segment�s operations are generally capital intensive on the manufacturing side. The demand for nuclear components
by the U.S. Government determines a substantial portion of this segment�s backlog. We expect that orders for nuclear components will continue
to be a significant part of backlog for the foreseeable future; however, such orders are subject to defense department budget constraints.

Power Generation Systems

Our Power Generation Systems segment includes the business and operations of Babcock & Wilcox Power Generation Group, Inc. (�B&W
PGG�), Babcock & Wilcox Nuclear Power Generation Group, Inc. (�B&W NPG�), Babcock & Wilcox Modular Nuclear Energy LLC (�B&W
MNE�) and their respective subsidiaries. Through this segment, we supply boilers fired with fossil fuels, such as coal, oil and natural gas, or
renewable fuels such as biomass, municipal solid waste and concentrated solar energy. In addition we supply commercial nuclear steam
generators and components, environmental equipment and components, and related services to customers in different regions around the world.
We design, engineer, manufacture, construct and service large utility and industrial power generation systems, including boilers used to generate
steam in electric power plants, pulp and paper making, chemical and process applications and other industrial uses.

Through this segment�s manufacturing facilities, we specialize in the fabrication of products used in the power generation industry and various
other industries, and the provision of related services, including:

� engineered-to-order services, products and systems for energy conversion worldwide and related auxiliary equipment, such as
burners, pulverizer mills, soot blowers and ash handling systems;

� heavy-pressure equipment for energy conversion, such as boilers fueled by coal, oil, bitumen, natural gas, solid municipal waste,
biomass and other fuels;
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� steam generators, heat exchangers and reactor vessel closure heads for commercial nuclear power plants;

� environmental control systems, including both wet and dry scrubbers for flue gas desulfurization, modules for selective catalytic
reduction of the oxides of nitrogen, equipment to capture particulate matter, such as fabric filter baghouses and wet and dry
electrostatic precipitators, and similar devices; and

� power plant equipment and related heavy mechanical erection services.
For further details regarding our Power Generation Systems segment�s facilities, see Item 2, �Properties.�

3
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We support operating plants with a wide variety of additional services, including the installation of new systems and replacement parts,
engineering services, construction, maintenance and field technical services, such as condition assessments and inventory services to help
customers respond quickly to plant interruptions. Our wide range of construction and installation services include erection of utility and
industrial boiler plants, installations of cogeneration facilities and installations of pollution control equipment, such as selective catalytic
reduction systems and flue gas desulfurization scrubbers.

We also provide power through cogeneration, refuse-fueled power plants and other independent power-producing facilities and participate in this
market as contractors for engineer-procure-construct services, as equipment suppliers, as operations and maintenance contractors and as an
owner.

Although it has been over 30 years since a new nuclear power plant commenced construction in the United States, we expect to participate in
commercial nuclear projects and related opportunities in the future, through B&W NPG. This subsidiary was formed during 2007 to bring
together our specialized engineering, services and manufacturing capabilities within a dedicated organization focused on nuclear utility
customers.

Among our opportunities in the nuclear power industry, through B&W MNE, we are developing the B&W mPower� plant, a modular reactor
design with the flexibility to provide between 125 MW to 1,000 MW of electrical power generation (in increments of 125 MW) and the capacity
to operate for a four-or five-year operating cycle without refueling. We intend to seek U.S. Nuclear Regulatory Commission (�NRC�) certification
of the B&W mPower� reactor in time to begin deploying this technology as early as 2020. We intend to build the nuclear reactor modules in our
manufacturing facilities and transport them to customer sites for installation. The modular and scalable design of the B&W mPower� reactor
should allow us to match the generation needs of our customers with the proven performance of existing light water reactor technology. We
believe the B&W mPower� reactor will reduce risks associated with deploying nuclear power and become a flexible, cost-effective solution for
increasing electricity needs.

Our Power Generation Systems segment�s overall activity depends mainly on the capital expenditures of electric power generating companies
and other steam-using industries. Several factors influence these expenditures, including:

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

� prices for coal and natural gas and other sources used to produce electricity;

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

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

� requirements for environmental improvements;

� impact of potential regional, state, national and/or global requirements to significantly limit or reduce greenhouse gas emissions in
the future;

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

� requirements for maintenance and upkeep at operating power plants and paper mills to combat the accumulated effects of wear and
tear;
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� ability of electric generating companies and other steam users to raise capital; and

� relative prices of fuels used in boilers, compared to prices for fuels used in gas turbines and other alternative forms of generation.
Our Power Generation Systems segment�s products and services are capital intensive. As such, customer demand is heavily affected by the
variations in our customers� business cycles and by the overall economies of the countries in which they operate.

4
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Spin-off

On December 7, 2009 we announced plans to separate our Government Operations segment and our Power Generation Systems segment into an
independent publicly traded company to be named The Babcock & Wilcox Company. We plan to effect the separation through a spin-off
transaction that is intended to be tax-free to our shareholders.

Acquisitions

During 2009 and 2008, we completed acquisitions for total cash costs of approximately $36.8 million and $191.9 million, net of cash acquired,
respectively. The following is a brief description of some of our recent acquisitions:

JRMSA Vessel-Owning Joint Ventures. In December 2009, our Offshore Oil and Gas Construction segment completed a transaction with
Oceanteam USA involving the acquisition of an approximate 50% interest in a vessel-owning company that owns a subsea construction vessel
and a 75% interest in another company that intends to construct a similar vessel. The acquisition was approximately $28.3 million, net of cash
acquired. JRMSA has agreed to charter each vessel from the respective vessel-owning companies for a five-year period, after which time
JRMSA will have the option to purchase Oceanteam�s interest in each vessel-owning company. This acquisition provides JRMSA with versatile
subsea and deepwater installation equipment to support our growing subsea capabilities.

Instrumentacion y Mantenimiento de Calderas, S.A. In September 2009, a subsidiary within our Power Generation Systems segment, B&W de
Monterrey, acquired certain assets of Instrumentacion y Mantenimiento de Calderas, S.A. This acquisition provides us with additional
manufacturing capabilities in support of our Power Generation Systems segment.

Nuclear Fuel Services, Inc. On December 31, 2008, our Government Operations segment completed its acquisition of Nuclear Fuel Services,
Inc., a provider of specialty nuclear fuels and related services, for approximately $157 million, net of cash acquired. This business enhances our
position as a leading provider of nuclear manufacturing and services for government and commercial markets.

The Intech Group of Companies. On July 15, 2008, our Power Generation Systems segment acquired the Intech group of companies (�Intech�) for
$20.2 million. Intech consists of Intech, Inc., Ivey-Cooper Services, L.L.C. and Intech International Inc. Intech, Inc. provides nuclear inspection
and maintenance services, primarily for the U.S. market. Ivey-Cooper Services, L.L.C. provides non-destructive inspection services to
fossil-fueled power plants, as well as chemical, pulp and paper, and heavy fabrication facilities. Intech International Inc. provides
non-destructive testing, field engineering and repair and specialized tooling services, primarily for the Canadian nuclear power generation
industry.

Delta Power Services, LLC. On August 1, 2008, our Power Generation Systems segment acquired Delta Power Services, LLC (�DPS�) for $13.5
million. DPS is a provider of operation and maintenance services for the U.S. power generation industry. Headquartered in Houston, Texas, DPS
has approximately 200 employees at nine gas, biomass or coal-fired power plants in Virginia, California, Texas, Florida, Michigan and
Massachusetts.

We continue to evaluate accelerated growth opportunities achievable through acquisition or consolidation, in addition to pursuing organic
growth strategies.

Contracts

We execute our contracts through a variety of methods, including fixed-price, cost-plus, cost-reimbursable, day-rate and unit-rate basis or some
combination of those methods. Contracts are usually awarded through a competitive bid process, primarily based on price. However, other
factors that customers may consider include plant or equipment availability, technical capabilities of equipment and personnel, efficiency, safety
record and reputation.

5
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Fixed-price contracts are for a fixed amount to cover all costs and any profit element for a defined scope of work. Fixed-price contracts entail
more risk to us because they require us to predetermine both the quantities of work to be performed and the costs associated with executing the
work. See �Risk Factors�We are subject to risks associated with contractual pricing in our industries, including the risk that, if our actual costs
exceed the costs we estimate on our fixed-price contracts, our profitability will decline, and we may suffer losses� in Item 1A of this report.

We have contracts that extend beyond one year. Most of our long-term contracts have provisions for progress payments. We attempt to cover
anticipated increases in labor, material and service costs of our long-term contracts either through an estimate of such charges, which is reflected
in the original price, or through risk-sharing mechanisms, such as escalation or price adjustments for items such as labor and commodity prices.

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

Our contracts with the U.S. Government are subject to annual funding determinations. In addition, contracts between the U.S. Government and
its prime contractors usually contain standard provisions for termination at the convenience of the Government or the prime contractor. The
contracts for the management and operation of U.S. Government facilities are generally structured as five-year contracts with five-year renewal
options, which are exercisable by the customer. These are cost-reimbursement contracts with a U.S. Government credit line with little
corporate-funded working capital required. As a U.S. Government contractor, we are subject to federal regulations under which our right to
receive future awards of new federal contracts would be unilaterally suspended or barred if we were convicted of a crime or indicted based on
allegations of a violation of specific federal statutes.

The contracts for the management and operation of U.S. Government facilities are awarded through a complex and protracted procurement
process. The contracts are generally structured as five-year contracts with five-year renewal options, which are exercisable by the customer, or
include provisions whereby the contract duration can be extended as a result of superior performance. These are cost-reimbursement contracts
that include a fee primarily based on performance, which is evaluated annually.

Our arrangements with customers frequently require us to provide letters of credit, bid and performance bonds or guarantees to secure bids or
performance under contracts. While these letters of credit, bonds and guarantees may involve significant dollar amounts, historically, there have
been no material payments to our customers under these arrangements.

In the event of a contract deferral or cancellation, we generally would be entitled to recover costs incurred, settlement expenses and profit on
work completed prior to deferral or termination. Significant or numerous cancellations could adversely affect our business, financial condition,
results of operations and cash flows.

Backlog

Backlog represents the dollar amount of revenue we expect to recognize in the future from contracts awarded and in progress. Not all of our
expected revenue from a contract award is recorded in backlog for a variety of reasons, including projects awarded and completed within the
same fiscal quarter.

Backlog is not a measure defined by generally accepted accounting principles, and our methodology for determining backlog may not be
comparable to the methodology used by other companies in determining their backlog amounts. Backlog may not be indicative of future
operating results, and projects in our backlog may be cancelled, modified or otherwise altered by customers.

6
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We generally include expected revenue of contracts in our backlog when we receive written confirmation from our customers. We do not
include expected revenue of contracts related to unconsolidated joint ventures in our backlog.

Our backlog at December 31, 2009 and 2008 was as follows:

December 31,
2009

December 31,
2008

(Unaudited)
(Dollars in millions)

Offshore Oil and Gas Construction $ 3,371 42% $ 4,457 46% 
Government Operations 2,766 34% 2,883 29% 
Power Generation Systems 1,974 24% 2,476 25% 

Total Backlog $ 8,111 100% $ 9,816 100% 

Of the December 31, 2009 backlog, we expect to recognize revenues as follows:

2010 2011 Thereafter
(Unaudited)

(In approximate millions)
Offshore Oil and Gas Construction $ 2,400 $ 900 $ 71
Government Operations 900 800 1,066
Power Generation Systems 970 440 564

Total Backlog $ 4,270 $ 2,140 $ 1,701

At December 31, 2009, the Offshore Oil and Gas Construction backlog included approximately $200 million related to contracts in or near loss
positions, which are estimated to recognize future revenues with approximately zero percent gross margins on average. Our estimates of gross
margin may improve if we experience improvements in productivity, decreased downtime or the successful settlement of change orders and
claims with our customers. However, we can provide no assurance that any of these favorable developments will occur.

As of December 31, 2009, our backlog with the U.S. Government, primarily attributable to our Government Operations segment, was $2.7
billion (of which $4.4 million had not yet been funded), or approximately 33% of our total consolidated backlog. We do not include the value of
our management and operating contracts in backlog.

During the year ended December 31, 2009, the U.S. Government awarded new orders of approximately $0.8 billion to us, primarily in our
Government Operations segment. New awards from the U.S. Government are typically received by our Government Operations segment during
the fourth quarter of each year.

Competition

The competitive environments in which each segment operates are described below:

Offshore Oil and Gas Construction. We believe we are among the few offshore construction contractors capable of providing a full range of
services in major offshore oil and gas producing regions of the world. We believe that the substantial capital costs involved in becoming a
full-service offshore construction contractor create a significant barrier to entry into the market as a global, fully-integrated competitor. We do,
however, face substantial competition from regional competitors and less integrated providers of offshore construction services, such as
engineering firms, fabrication facilities, pipelaying companies and shipbuilders. A number of companies compete with us in each of the separate
marine pipelay and construction and fabrication phases in various parts
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of the world. These competitors include Allseas Marine Contractors S.A.; Daewoo Engineering & Construction Co., Ltd.; Global Industries,
Ltd.; National Petroleum Construction Company (Abu Dhabi); Heerema Group; Hyundai Heavy Industrial Co., Ltd.; Kiewit Offshore Services,
Ltd.; Nippon Steel Corporation; Saipem S.p.A.; Acergy S.A.; Technip S.A; and Samsung Heavy Industries Co., Ltd.

Government Operations. We have specialized capabilities that have allowed us to be a valued supplier of nuclear components for the U.S.
Government since the 1950s. Also, through this segment, we are engaged in a highly competitive business through our management and
operation of U.S. Government facilities. Many of our government contracts are bid as a joint venture, with one or more companies, in which we
may have a minority position. The performance of the prime or lead contractor can impact our reputation and our future competitive position
with respect to that particular project and customer. Competitors in the delivery of goods and services to the U.S. Government and the operation
of U.S. Government facilities include Bechtel National, Inc., URS Corporation, CH2M Hill, Inc., Fluor Corporation, Lockheed Martin
Corporation, Jacobs Engineering Group, Inc., EnergySolutions, Inc., and Northrop Grumman Corporation.

Power Generation Systems. With our many years of experience, we are in a strong position to provide some of the most advanced steam
generating equipment, emissions control equipment and services. Having supplied worldwide capacity of more than 300,000 megawatts and
some of the world�s largest and most efficient steam generating systems, we have the experience and technical capability to reliably convert a
wide range of fuels to steam. However, some of our competitors have a broader scope and more established operations and are better positioned
in various international markets. Our strong, installed base in North America yields competitive advantages in after-market services, although
this share of the market is pressured by lower level suppliers. Through this segment, we compete with: a number of domestic and foreign-based
companies specializing in steam-generating systems technology, equipment and services, including Alstom S.A., Doosan Babcock, Babcock
Power, Inc., Foster Wheeler Ltd., Mitsubishi Heavy Industries and Hitachi, Ltd.; a number of additional companies in the markets for
environmental control equipment and related specialized industrial equipment and in the independent power-producing business; and other
suppliers of replacement parts, repair and alteration services and other services required to retrofit and maintain existing steam systems. In
addition, through this segment, we compete with other companies in the engineering and construction business.

Joint Ventures

We participate in the ownership of entities with third parties, primarily through corporations, limited liability companies and partnerships, which
we refer to as �joint ventures.� Our Government Operations segment manages and operates complex, high-consequence nuclear and national
security operations for the DOE and the NNSA through its joint ventures. We generally account for our investments in joint ventures under the
equity method of accounting. Our significant joint ventures are described below.

Offshore Oil and Gas Construction

� Deepwater Marine Technology LLC. We co-own this entity with Keppel FELS Ltd. This joint venture expands our services related
to the solutions involving tension leg platforms (�TLPs�). A TLP is a vertically moored floating structure normally used for the
offshore production of oil and gas and is particularly suited for water depth greater than 1,000 feet.

� FloaTEC LLC. We co-own this entity with Keppel FELS Ltd. This joint venture designs, markets, procures and contracts floating
production systems to the deepwater oil and gas industry. The deepwater solutions include TLPs, spars and production
semi-submersibles. A significant part of this entity�s strategy is to build on the established presence, reputation and resources of its
two owners and contracts activity back to its owners.

� Qingdao McDermott Wuchuan Offshore Engineering Company Ltd. We co-own this entity with Qingdao Wuchuan Heavy
Industry Co. Ltd., a leading shipbuilder in China. This joint venture, which
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commenced in 2009, expands the focus of our business on floating, production, storage, off-loading (�FPSO�) vessel construction and
integration. This joint venture focused on FPSOs, one of the fastest growing offshore construction segments in the industry, will add
a critical component to our business strategy.

� Joint Venture with Oceanteam ASA. We have an approximate 50% interest in the vessel owning company for the vessel North
Ocean 102 and a 75% interest in the company that has the rights to build/own the vessel North Ocean 105. Oceanteam ASA owns
the remaining interests in the vessel owning companies. These entities are consolidated in our financial statements.

Government Operations

� Pantex Plant. Through Babcock & Wilcox Technical Services Pantex, L.L.C., a limited liability company we formed with
Honeywell International Inc. and Bechtel National, Inc. and in which we own a majority interest, we manage and operate the Pantex
Plant for the DOE. The Pantex Plant is located on a 16,000-acre NNSA site near Amarillo, Texas. Key operations at this facility
include evaluating, retrofitting and repairing nuclear weapons; dismantling and sanitizing nuclear weapons components; developing,
testing and fabricating high-explosive components; and handling and storing plutonium pits.

� Y-12 National Security Complex. Through Babcock & Wilcox Technical Services Y-12, L.L.C, a limited liability company we
formed with Bechtel National, Inc. and in which we own a majority interest, we manage and operate the Y-12 Complex for the DOE.
The Y-12 Complex is located on an 811-acre NNSA site in Oak Ridge, Tennessee. Operations at the site focus on the production,
refurbishment and dismantlement of nuclear weapons components, storage of nuclear material and the prevention of the proliferation
of weapons of mass destruction.

� Idaho Advanced Mixed Waste Treatment Project. Since 2005, through Bechtel BWXT Idaho, L.L.C., a limited liability company
formed with Bechtel National and B&W Technical Services Group, Inc., we manage and operate the Idaho Advanced Mixed Waste
Treatment Project, where we are committed to meeting all technical and regulatory requirements to safely retrieve, characterize, treat
and package transuranic waste for shipment out of Idaho to permanent disposal at the Waste Isolation Pilot Plant in New Mexico.

� Strategic Petroleum Reserve. Since 1993, this facility has been managed and operated by DynMcDermott Petroleum Operations
Company, an entity we co-own with DynCorp International, International-Matex Tank and Terminals and Jacobs Engineering
Group, Inc. The Strategic Petroleum Reserve stores an emergency supply of crude oil stored at four sites in huge underground salt
caverns along the Texas and Louisiana Gulf Coast.

� Los Alamos National Laboratory. Since 2006, the Los Alamos National Security, LLC (�LANS�), a limited liability company
formed in 2005 with the University of California, Bechtel National, URS Corporation and B&W Technical Services Group, Inc., has
managed and operated the Los Alamos National Laboratory, a premier national security research institution, delivering scientific and
engineering solutions for the nation�s most crucial and complex problems. Located in New Mexico, the Los Alamos National
Laboratory is the foremost site for the U.S. Government�s ongoing research and development on the measures necessary for certifying
the safety and reliability of nuclear weapons without the use of nuclear testing.

� Lawrence Livermore National Laboratory. Lawrence Livermore National Security, LLC (�LLNS�), a limited liability company
formed in 2006 with the University of California, Bechtel National, URS Corporation and B&W Technical Services Group, Inc.,
manages and operates Lawrence Livermore National Laboratory located in Livermore, California. The laboratory serves as a national
resource in science and engineering, focused on national security, energy, the environment and bioscience, with special responsibility
for nuclear weapons.
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� Savannah River Liquid Waste Disposition Program. In July 2009 Savannah River Remediation, a limited liability company
formed by URS Corporation, Bechtel National, CH2M Hill Constructors, Inc., and B&W Technical Services Group, Inc., became the
liquid waste contractor for the Department of Energy�s Savannah River Site located in Aiken, South Carolina. The objective of the
Liquid Waste contract is to achieve closure of the SRS liquid waste tanks in compliance with the Federal Facilities Agreement,
utilizing the Defense Waste Processing Facility and Saltstone Facility.

� Nevada Test Site. In 2006, National Security Technologies, LLC (�NSTec�), a limited liability company formed by Northrop
Grumman Corporation, AECOM, CH2M Hill, and Nuclear Fuel Services, Inc. (one of our wholly owned subsidiaries), began
management and operation at the Nevada Test Site and its related facilities and laboratories for the DOE. Located in Las Vegas,
Nevada, NSTec works on projects for other federal agencies such as the Defense Threat Reduction Agency, NASA, the NRC, and
the U.S. Air Force, Army, and Navy. Missions include defense experimentation and stockpile stewardship, homeland security and
defense applications, and environmental management.

� Isotek Systems. Isotek Systems, LLC, is a limited liability company formed by EnergySolutions, Inc., Nuclear Fuel Services, Inc.
and Burns and Roe Enterprises, Inc. Isotek received a contract in 2003 from the DOE to down-blend enriched uranium-233 and
extract isotopes that show great promise in the treatment of deadly cancers at the Oak Ridge National Laboratory in Oak Ridge,
Tennessee. This contract is part of an initiative to clean up Cold War legacy sites.

Power Generation Systems

� Ebensburg Power Company & Ebensburg Investors Limited Partnership. These entities were formed by subsidiaries within our
Power Generation Systems segment and ESI Energy, Inc. for the purpose of arranging for engineering, constructing, owning and
operating a combined solid waste and cogeneration facility located in Cambria County near Ebensburg, Pennsylvania. This facility
uses bituminous waste coal for its primary fuel and sells generated electricity to a utility and steam to a hospital.

� Halley & Mellowes Pty. Ltd. Diamond Power International, Inc. (�DPS�), one of our wholly owned subsidiaries, owns an interest in
this Australian company. Halley & Mellowes Pty. Ltd. is complementary to DPS, which is the largest supplier of boiler-cleaning
equipment in the world. Halley & Mellowes Pty. Ltd. sells soot blowers, boiler cleaning equipment, valves and material handling
equipment, all of which are complementary to DPS�s product lines.

� Babcock & Wilcox Beijing Company, Ltd. We own equal interests in this entity with Beijing Jingcheng Machinery Electric
Holding Company, Ltd. Babcock & Wilcox Beijing Company, Ltd. is located in Beijing, China, and its main activities are the
design, manufacturing, production and sale of various power plant and industrial boilers. It operates the largest heavy drum shop in
northern China. This entity expands our markets internationally and provides additional capacity to our Power Generation Systems
segment�s boiler business.
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Foreign Operations

Our Government Operations segment generates substantially all of its revenues from customers within the United States. Our Offshore Oil and
Gas Construction segment and Power Generations Systems segment revenues, net of intersegment revenues, and income derived from
operations located outside of the United States, as well as the approximate percentages of our total consolidated revenues and total consolidated
segment income, respectively, for each of the last three years were as follows (dollars in thousands):

Revenues Segment Income

Amount
Percent of

Consolidated Amount
Percent of

Consolidated
Offshore Oil and Gas Construction:
Year ended December 31, 2009 $ 3,165,956 51% $ 358,395 57% 
Year ended December 31, 2008 $ 2,829,241 43% $ 149,960 25% 
Year ended December 31, 2007 $ 2,170,596 39% $ 413,666 55% 

Power Generation Systems:
Year ended December 31, 2009 $ 483,408 8% $ 72,317 11% 
Year ended December 31, 2008 $ 526,080 8% $ 72,197 12% 
Year ended December 31, 2007 $ 411,459 7% $ 49,122 6% 

For additional information on the geographic distribution of our revenues, see Note 17 to our consolidated financial statements included in this
report.

Customers

We provide our products and services to a diverse customer base, including utilities and other power producers, multinational and state-owned
oil and gas companies, businesses in various process industries, such as pulp and paper mills, petrochemical plants, oil refineries, steel mills and
the U.S. Government. Our five largest customers, as a percentage of our total consolidated revenues, during the years ended December 31, 2009
and 2008 were as follows:

Year Ended December 31, 2009:
U. S. Government 15% 
Ras Laffan Liquified Natural Gas Company 8% 
Qatargas II 6% 
Shell Oil Company 6% 
Maersk Oil Qatar 6% 

Year Ended December 31, 2008:
U. S. Government 12% 
Ras Laffan Liquified Natural Gas Company 8% 
Cuu Long Joint Operating Co. 5% 
Reliance Industries Limited 5% 
American Electric Power Company 4% 

The U.S. Government is the primary customer of our Government Operations segment, comprising 92% and 89% of segment revenues for the
years ended December 31, 2009 and 2008, respectively.

Customers that account for a significant portion of revenues in one year may represent an immaterial portion of revenues in subsequent years.
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Raw Materials and Suppliers

Our operations use raw materials, such as carbon and alloy steels in various forms and components and accessories for assembly, which are
available from numerous sources. We generally purchase these raw materials and components as needed for individual contracts. Our Offshore
Oil and Gas Construction and Power Generation Systems segments do not depend on a single source of supply for any significant raw materials.
Our Government Operations segment relies on several single-source suppliers for materials used in its products. We believe these suppliers are
viable, and we and the U.S. Government expend significant effort to maintain the supplier base for our Government Operations segment.

Although shortages of some raw materials have existed from time to time, no serious shortage exists at the present time.

Employees

At December 31, 2009, we employed approximately 29,000 persons worldwide, compared with approximately 26,400 at December 31, 2008.
Approximately 7,000 of those employees were members of labor unions at December 31, 2009, compared with approximately 7,600 at
December 31, 2008. Many of our operations are subject to union contracts, which we customarily renew periodically. We consider our
relationships with our employees to be satisfactory.

Patents and Licenses

We currently hold a large number of U.S. and foreign patents and have numerous patent applications pending. 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 important 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 businesses.

Research and Development Activities

Our research and development activities are related to development and improvement of new and existing products and equipment, as well as
conceptual and engineering evaluation for translation into practical applications. We charge to cost of operations the costs of research and
development unrelated to specific contracts as incurred. Substantially all of these costs are in our Power Generation Systems segment and
include costs related to the development of carbon capture and sequestration and our modular and scalable nuclear reactor business, B&W
mPower�. Our research and development activities cost approximately $79.3 million, $57.8 million and $52.0 million in the years ended
December 31, 2009, 2008 and 2007, 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 $25.1 million, $17.7 million and $16.5 million in the years ended December 31, 2009, 2008 and 2007, respectively. We
expect to continue significant spending on research and development projects, as we continue development on our carbon capture and
sequestration efforts and our commercial nuclear and B&W mPower� reactor projects.

Hazard Risks and Insurance

Our operations present risks of injury to or death of people, loss of or damage to property, and damage to the environment. We conduct difficult
and frequently precise operations in very challenging and dynamic locations. We have created loss control systems to assist us in the
identification and treatment of the hazard risks presented by our operations, and we endeavor to make sure these systems are effective.
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As loss control measures will not always be successful, we seek to establish various means of funding losses and liability related to incidents or
occurrences. We primarily seek to do this through contractual protections, including waivers of consequential damages, indemnities, caps on
liability, liquidated damage provisions, and access to the insurance of other parties. We also procure insurance, operate our own �captive�
insurance companies, and/or establish funded or unfunded reserves. However, none of these methods will ensure that all risks have been
adequately addressed.

Depending on competitive conditions, the nature of the work, industry custom and other factors, we may not be successful in obtaining adequate
contractual protection from our customers and other parties against losses and liabilities arising out of or related to the performance of our work.
The scope of the protection may be limited, may be subject to conditions and may not be supported by adequate insurance or other means of
financing. In addition, we sometimes have difficulty enforcing our contractual rights with others following a material loss.

Similarly, insurance for certain potential loses or liabilities may not be available or may only be available at a cost or on terms we consider not
to be economical. Insurers frequently react to market losses by ceasing to write or severely limiting coverage for certain exposures (for example,
windstorm coverage following the hurricane losses in the Gulf of Mexico in 2005). Risks that we have frequently found difficult to
cost-effectively insure against include, but are not limited to, business interruption (including from the loss of a vessel), property losses from
wind, flood and earthquake events, nuclear hazards, war and confiscation or seizure of property in some areas of the world, pollution liability,
liabilities related to occupational health exposures (including asbestos), liability related to our executives participating in the management of
certain outside entities, professional liability/errors and omissions coverage, the failure or unavailability of our information systems, and liability
related to risk of loss of our work in progress and customer-owned materials in our care, custody and control. In cases where we place insurance,
we are subject to the credit worthiness of the relevant insurer(s), the available limits of the coverage, our retention under the relevant policy,
exclusions in the policy and gaps in coverage.

Our operations in designing, engineering, manufacturing, constructing and servicing nuclear power equipment and components for our
commercial nuclear utility customers, subject us to various risks, including, without limitation, damage to our customer�s property and third party
claims for personal injury, death and property damage. To protect against liability for damage to a customer�s property, we endeavor to obtain
waivers of liability and subrogation from the customer and its insurer and are usually named as an additional insured under the utility customer�s
nuclear property policy. We also attempt to cap our overall liability in our contracts. 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 seek the same protection
from our customers as we do for our other nuclear activities. The Price-Anderson Act, as amended, includes a sunset provision and requires
renewal each time that it expires. Contracts that were entered into during a period of time that Price-Anderson was in full force and effect
continue to receive the benefit of the Price-Anderson Act�s nuclear indemnity. The Price-Anderson Act is set to expire on December 31, 2025.

Although we do not own or operate any nuclear reactors, we have some coverage under commercially available nuclear liability and property
insurance for three facilities that are currently licensed to possess special nuclear materials. Substantially all of our Government Operations
segment contracts involving nuclear materials are covered by and subject to the nuclear indemnity provisions of either the Price-Anderson Act or
Public Law 85-804. However, to the extent the value of the nuclear materials in our care, custody or control exceeds the commercially available
limits of our insurance, we potentially have underinsured risk of loss for such nuclear material.
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Our Government Operations segment participates in the management and operation of various U.S. Government facilities. This participation is
customarily accomplished through the participation in joint ventures with other contractors for any given facility. Insurable liabilities arising
from these sites are rarely protected by our corporate insurance program. Instead, we rely on government contractual agreements, insurance
purchased specifically for a site and certain specialized self-insurance programs funded by the U.S. Government. The U.S. Government has
historically fulfilled its contractual agreement to reimburse its contractors for covered claims, and we expect it to continue this process during
our participation in the administration of these facilities. However, in most of these situations in which the U.S. Government is contractually
obligated to pay, the payment obligation is subject to the availability of authorized government funds. The reimbursement obligation of the U.S.
Government is also conditional, and provisions of the relevant contract or applicable law may preclude reimbursement.

Our wholly owned �captive� insurance subsidiaries provide workers compensation, employer�s liability, commercial general liability, maritime
employer�s liability and automotive liability insurance to support our operations. These captives have, from time to time, in the past provided
builder�s risk and marine hull insurance to our companies. We may also have business reasons in the future to have these insurance subsidiaries
accept other risks which we cannot or do not wish to transfer to outside insurance companies. These risks may be considerable in any given year
or cumulatively. These insurance subsidiaries have not provided significant amounts of insurance to unrelated parties. Claims as a result of our
operations could adversely impact the ability of our captive insurance subsidiaries to respond to all claims presented.

Additionally, upon the February 22, 2006 effectiveness of the settlement relating to the Chapter 11 proceedings involving several of our
subsidiaries, most of our subsidiaries contributed substantial insurance rights to the asbestos personal injury trust, including rights to (1) certain
pre-1979 primary and excess insurance coverages and (2) certain of our 1979-1986 excess insurance coverage. These insurance rights provided
coverage for, among other things, asbestos and other personal injury claims, subject to the terms and conditions of the policies. With the
contribution of these insurance rights to the asbestos personal injury trust, we may have underinsured or uninsured exposure for non-derivative
asbestos claims or other personal injury or other claims that would have been insured under these coverages had the insurance rights not been
contributed to the asbestos personal injury trust.

Governmental Regulations and Environmental Matters

General

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:

� constructing and equipping offshore production platforms and other offshore facilities;

� constructing and equipping electric power and other industrial facilities;

� possessing and processing special nuclear materials;

� marine vessel safety;

� workplace health and safety;

� currency conversions and repatriation;

� taxation of foreign earnings and earnings of expatriate personnel; and
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In addition, we depend on the demand for our offshore construction services from the oil and gas industry and, therefore, are affected by
changing taxes, price controls and other laws and regulations relating to the oil and
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gas industry generally. The adoption of laws and regulations curtailing offshore exploration and development drilling for oil and gas for
economic and other policy reasons would adversely affect our operations by limiting demand for our services.

We are required by various governmental and quasi-governmental agencies to obtain certain permits, licenses and certificates with respect to our
operations. The kinds of permits, licenses and certificates required in our operations depend upon a number of factors.

The exploration and development of oil and gas properties on the continental shelf of the United States is regulated primarily under the U.S.
Outer Continental Shelf Lands Act and related regulations. These laws require the construction, operation and removal of offshore production
facilities located on the outer continental shelf of the United States to meet stringent engineering and construction specifications. Similar
regulations govern the plugging and abandoning of wells located on the outer continental shelf of the United States and the removal of all
production facilities. Violations of regulations issued pursuant to the U.S. Outer Continental Shelf Lands Act and related laws can result in
substantial civil and criminal penalties, as well as injunctions curtailing operations.

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

Environmental

Our operations and properties are subject to a wide variety of increasingly complex and stringent foreign, federal, state and local environmental
laws and regulations, including those governing discharges into the air and water, the handling and disposal of solid and hazardous wastes, the
remediation of soil and groundwater contaminated by hazardous substances and the health and safety of employees. Sanctions for
noncompliance may include revocation of permits, corrective action orders, administrative or civil penalties and criminal prosecution. Some
environmental laws provide for strict, joint and several liability for remediation of spills and other releases of hazardous substances, as well as
damage to natural resources. In addition, companies may be subject to claims alleging personal injury or property damage as a result of alleged
exposure to hazardous substances. Such laws and regulations may also expose us to liability for the conduct of or conditions caused by others or
for our acts that were in compliance with all applicable laws at the time such acts were performed.

These laws and regulations 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 laws and regulations 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, in the United States, the Occupational Safety and Health Act and regulations promulgated thereunder.

We are currently in the process of investigating and remediating some of our former operating sites. Although we have recorded reserves in
connection with certain of these matters, due to the uncertainties associated with environmental remediation, we cannot assure you that the
actual costs resulting from these remediation matters will not exceed the recorded reserves.

Our compliance with U.S. federal, state and local environmental control and protection regulations resulted in pretax charges of approximately
$13.7 million in the year ended December 31, 2009. In addition, compliance with existing environmental regulations necessitated capital
expenditures of $2.5 million in the year ended December 31, 2009. We expect to spend another $7.3 million on such capital expenditures over
the next five years. 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. Based on our experience to date, we do not
currently anticipate any material adverse effect on our business or
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consolidated financial condition as a result of future compliance with existing environmental laws and regulations. However, future events, such
as changes in existing laws and regulations or their interpretation, more vigorous enforcement policies of regulatory agencies or stricter or
different interpretations of existing laws and regulations, may require additional expenditures by us, which may be material. Accordingly, we
can provide no assurance that we will not incur significant environmental compliance costs in the future.

In addition, offshore construction and drilling in some areas have been opposed by environmental groups and, in some areas, have been
restricted. To the extent laws are enacted or other governmental actions are taken that prohibit or restrict offshore construction and drilling or
impose environmental protection requirements that result in increased costs to the oil and gas industry in general and the offshore construction
industry in particular, our business and prospects could be adversely affected.

We have been 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 been 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
condition, results of operations or cash flows 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, one of our subsidiaries decided to close its nuclear manufacturing facilities in Parks Township, Armstrong County,
Pennsylvania (the �Parks Facilities�) and proceeded to decommission the facilities in accordance with its then-existing license from the NRC. The
facilities were subsequently transferred to another subsidiary of ours in the fiscal year ended March 31, 1998, and, during the fiscal year ended
March 31, 1999, that subsidiary reached an agreement with the NRC on a plan that provided for the completion of facilities dismantlement and
soil restoration by 2001 and license termination in 2003. An application to terminate the NRC license for the Parks Township facility was filed,
and the NRC terminated the license in 2004 and released the facility for unrestricted use. For a discussion of certain civil litigation we are
involved in concerning the Parks Facilities, see Note 10 to our consolidated financial statements included in this report.

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 activities, we are subject to continuing reviews by
governmental agencies, including the U.S. Environmental Protection Agency (the �EPA�) and the NRC.

The NRC�s decommissioning regulations require our Government Operations segment to provide financial assurance that it will be able to pay
the expected cost of decommissioning each of its facilities at the end of its service life. We will continue to provide financial assurance
aggregating $33.7 million during the year ending December 31, 2010 with existing letters of credit for the ultimate decommissioning of all of
these licensed facilities, except two. These two facilities, which represent the largest portion of our eventual decommissioning costs, have
provisions in their government contracts pursuant to which substantially all of our decommissioning costs and financial assurance obligations are
covered by the DOE.

The demand for power generation services and products can be influenced by state and federal governmental legislation setting requirements for
utilities related to operations, emissions and environmental impacts. The legislative process is unpredictable and includes a platform that
continuously seeks to increase the restrictions on power producers. Potential legislation limiting emissions from power plants, including carbon
dioxide, could affect our markets and the demand for our products and services in our Power Generation Systems segment.
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At December 31, 2009 and 2008, we had total environmental reserves, including provisions for the facilities discussed above, of $53.2 million
and $41.9 million, respectively. Of our total environmental reserves at December 31, 2009 and 2008, $5.4 million and $8.9 million, respectively,
were included in current liabilities. 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 results, and the ultimate loss may differ
materially from the amounts we have provided for in our consolidated financial statements.

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 specific 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,� �seek�, �goal�, �could�, �may�, or �should� 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-looking statement and refer to this cautionary
statement.

In addition, various statements in this Annual Report on Form 10-K, 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 Item 1��Business� and
Item 3��Legal Proceedings� in Part I of this report and in Item 7��Management�s Discussion and Analysis of Financial Condition and Results of
Operations� and in the notes to our consolidated financial statements in Item 8 of Part II of this report and elsewhere in this report.

These forward looking statements include, but are not limited to, statements that relate to, or statements that are subject to risks, contingencies or
uncertainties that relate to:

� timing and effects of the spin-off;

� future levels of revenues, operating margins, income from operations, net income or earnings per share;

� anticipated levels of demand for our products and services;

� future levels of capital, environmental or maintenance expenditures;

� the success or timing of completion of ongoing or anticipated capital or maintenance projects;

� expectations regarding the acquisition or divestiture of assets;

� the potential effects of judicial or other proceedings on our business, financial condition, results of operations and cash flows; and

� the anticipated effects of actions of third parties such as competitors, or federal, foreign, state or local regulatory authorities, or
plaintiffs in litigation.
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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
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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:

� general economic and business conditions and industry trends;

� general developments in the industries in which we are involved;

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

� decisions on spending by the U.S. Government and electric power generating companies;

� the highly competitive nature of most of our businesses;

� cancellations of and adjustments to backlog and the resulting impact from using backlog as an indicator of future earnings;

� the ability of our suppliers to deliver raw materials in sufficient quantities and in a timely manner;

� our ability to perform projects in our Offshore Oil and Gas Construction segment on time, in accordance with the schedules
established by the applicable contracts with customers;

� changes in legislation and regulations which impact the ability of inverted companies and their subsidiaries to obtain contracts from
the U. S. Government;

� volatility and uncertainty of the credit markets;

� our ability to comply with covenants in our credit agreements and other debt instruments and availability, terms and deployment of
capital;

� the unfunded liabilities of our pension plans may negatively impact our liquidity and, depending upon future operations, our ability
to fund our pension obligations may be impacted;

� the continued availability of qualified personnel;

� the operating risks normally incident to our lines of business, including the potential impact of liquidated damages;
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� changes in, or our failure or inability to comply with, government regulations;

� adverse outcomes from legal and regulatory proceedings;

� impact of potential regional, national and/or global requirements to significantly limit or reduce greenhouse gas and other emissions
in the future;

� changes in, and liabilities relating to, existing or future environmental regulatory matters;

� rapid technological changes;

� the realization of deferred tax assets, including through a reorganization we completed in December 2006;

� the consequences of significant changes in interest rates and currency exchange rates;

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

� the risks associated with integrating acquired businesses;

� social, political and economic situations in foreign countries where we do business, including countries in the Middle East and Asia
Pacific and the former Soviet Union;

� the possibilities of war, other armed conflicts or terrorist attacks;

� the effects of asserted and unasserted claims;

� our ability to obtain surety bonds, letters of credit and financing;
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� our ability to maintain builder�s risk, liability, property and other insurance in amounts and on terms we consider adequate and at
rates that we consider economical;

� the aggregated risks retained in our captive insurance subsidiaries; and

� the impact of the loss of insurance rights as part of the Chapter 11 Bankruptcy settlement concluded in 2006 involving B&W PGG
and several of its subsidiaries.

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 factors that could affect us.
Unpredictable or unanticipated 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 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.

Available Information

Our website address is www.mcdermott.com. We make available through the Investor Relations section of this website under �SEC Filings,� free
of charge, our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, statements of beneficial ownership of
securities on Forms 3, 4 and 5 and amendments to those reports as soon as reasonably practicable after we electronically file those materials
with, or furnish those materials to, the Securities and Exchange Commission (the �SEC�). You may read and copy any materials we file with the
SEC at the SEC�s Public Reference Room at 100 F Street, NE, Washington, DC 20549. You may obtain information regarding the Public
Reference Room by calling the SEC at 1-800-SEC-0330. In addition, the SEC maintains a website at www.sec.gov that contains reports, proxy
and information statements, and other information regarding issuers that file electronically with the SEC. We have also posted on our website
our: Corporate Governance Guidelines; Code of Ethics for our Chief Executive Officer and Senior Financial Officers; Board of Directors
Conflicts of Interest Policies and Procedures; Officers, Board Members and Contact Information; By-laws; and charters for the Audit,
Governance, Compensation and Finance Committees of our Board.

Item 1A. RISK FACTORS
Risk Factors Related to Our Business

Our Offshore Oil and Gas Construction 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 affected by the levels and volatility of oil and
gas prices.

The demand for offshore construction services has traditionally been cyclical, depending primarily on the capital expenditures of oil and gas
companies for construction of development projects. These capital expenditures are influenced by such factors as:

� prevailing oil and gas prices;

� expectations about future prices;

� the cost of exploring for, producing and delivering oil and gas;
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� the sale and expiration dates of available offshore leases;

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

� domestic and international political, military, regulatory and economic conditions;
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� technological advances; and

� the ability of oil and gas companies to generate funds for capital expenditures.
Prices for oil and gas have historically been extremely 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 countries. We anticipate prices for oil and natural gas will
continue to be volatile and affect the demand for and pricing of our offshore construction services. A material decline in oil or natural gas prices
or activities over a sustained period of time could materially adversely affect the demand for our offshore construction services and, therefore,
our financial condition, results of operations and cash flows.

Our Power Generation Systems segment derives substantially all its revenues from electric power generating companies and other
steam-using industries, with demand for its services and products depending on capital expenditures in these historically cyclical industries.

The demand for power generation services and products depends primarily on the capital expenditures of electric power generating companies,
paper companies and other steam-using industries. These capital expenditures are influenced by such factors as:

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

� prices for natural resources such as coal and natural gas;

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

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

� requirements of environmental legislation and regulation, including potential requirements applicable to carbon dioxide emissions;

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

� requirements for maintenance and upkeep at operating power plants and paper mills to combat the accumulated effects of wear and
tear;

� ability of electric generating companies and other steam users to raise capital; and

� relative total costs of electricity production using boilers compared to total costs using gas turbines and other alternative forms of
generation.

A material decline in capital expenditures by electric power generating companies, paper companies and other steam-using industries over a
sustained period of time could materially and adversely affect the demand for our power generation services and products and, therefore, our
financial condition, results of operations and cash flows.

Our Government Operations segment is substantially dependent on a single customer, and some of that segment�s contracts are subject to
continued appropriations by Congress and may be terminated or delayed if future funding is not made available. In addition, the U.S.
Government may not renew our existing contracts.
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Our Government Operations segment derives substantially all its revenue from the U.S. Government. For the year ended December 31, 2009, the
U.S. Government accounted for approximately 90% of this segment�s revenue. Government contracts are subject to various uncertainties,
restrictions and regulations, including oversight audits, which could result in withholding or delaying of payments to us. In addition, some of our
large multi-year contracts with the U.S. Government are subject to annual funding determinations and the continuing availability of
Congressional appropriations. Although multi-year operations may be planned in connection with
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major procurements, Congress generally appropriates funds on a fiscal-year basis even though a program may continue for several years.
Consequently, programs often are only partially funded initially, and additional funds are committed only as Congress makes further
appropriations.

The U.S. Government typically can terminate or modify any of its contracts with us either for its convenience or if we default by failing to
perform under the terms of the applicable contract. A termination arising out of our default could expose us to liability and have an adverse
effect on our ability to compete for future contracts and orders. If any of our contracts are terminated by the U.S. Government, our backlog
would be reduced by the expected value of the remaining work under such contracts. In addition, on those contracts for which we are teamed
with others and are not the prime contractor, the U.S. Government could terminate a prime contract under which we are a subcontractor,
irrespective of the quality of our products and services as a subcontractor. The reduction or termination of funding, or changes in the timing of
funding, for a U.S. Government program in which we provide products or services would result in a reduction or loss of anticipated future
revenues attributable to that program and could have a negative impact on our results of operations.

We also have several significant contracts with the U.S. Government that are subject to periodic renewal. If the U.S. Government fails to renew
these contracts, our results of operations and cash flows would be adversely affected.

As a result of these and other factors, the termination of one or more of our significant government contracts, our suspension from government
contract work, the failure of the U.S. Government to renew our existing contracts or the disallowance of the payment of our contract costs could
have a material adverse effect on our financial condition, results of operations and cash flows.

We are subject to risks associated with contractual pricing in our industries, including the risk that, if our actual costs exceed the costs we
estimate on our fixed-price contracts, our profitability will decline, and we may suffer losses.

Our Offshore Oil and Gas Construction and Power Generation Systems segments are engaged in highly competitive industries, and they have a
substantial number of their projects on a fixed-price basis. In many cases, these projects involve complex design and engineering, significant
procurement of equipment and supplies and extensive construction management and other activities conducted over extended time periods. Our
actual costs related to these projects could exceed our projections. We attempt to cover the 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 cost and gross profit we realize on a fixed-price contract could vary
materially from the estimated amounts because of supplier, contractor and subcontractor performance, our own performance, changes in job
conditions, unanticipated weather conditions, variations in labor and equipment productivity and increases in the cost of raw materials,
particularly steel, over the term of the contract. These variations and the risks generally inherent in these industries may result in actual revenues
or costs being different from those we originally estimated and may result in reduced profitability or losses on projects. Some of these risks
include:

� Our engineering, procurement and construction projects may encounter difficulties related to the procurement of materials, or due to
schedule disruptions, equipment performance failures or other factors that may result in additional costs to us, reductions in revenue,
claims or disputes.

� We may not be able to obtain compensation for additional work we perform or expenses we incur as a result of customer change
orders or our customers providing deficient design or engineering information or equipment or materials.

� We may be required to pay significant amounts of liquidated damages upon our failure to meet schedule or performance
requirements of our contracts.

� Difficulties in engaging third-party subcontractors, equipment manufacturers or materials suppliers or failures by third-party
subcontractors, equipment manufacturers or materials suppliers to perform could result in project delays and cause us to incur
additional costs.
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Performance problems relating to any significant existing or future contract arising as a result of any of these other risks could cause our actual
results of operations to differ materially from those we anticipate at the time we enter into the contract and could cause us to suffer damage to
our reputation within our industry and our customer base.

Our use of percentage-of-completion method of accounting could result in volatility in our results of operations.

We recognize revenues and profits under our long-term contracts on a percentage-of-completion basis. Accordingly, we review contract price
and cost estimates periodically as the work progresses and reflect adjustments proportionate to the percentage of completion in income in the
period when we revise those estimates. To the extent these adjustments 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. Our current estimates of our contract costs
and the profitability of our long-term projects, although reasonably reliable when made, could change as a result of the uncertainties associated
with these types of contracts, and if adjustments to overall contract costs are significant, the reductions or reversals of previously recorded
revenue and profits could be material in future periods.

Our backlog is subject to unexpected adjustments and cancellations.

There can be no assurance that the revenues projected in our backlog will be realized or, if realized, will result in profits. Because of project
cancellations or changes in project scope and schedule, we cannot predict with certainty when or if backlog will be performed. In addition, even
where a project proceeds as scheduled, it is possible that contracted parties may default and fail to pay amounts owed to us or poor project
performance could increase the cost associated with a project. Delays, suspensions, cancellations, payment defaults, scope changes and poor
project execution could materially reduce the revenues and reduce or eliminate profits that we actually realize from projects in backlog.

Reductions in our backlog due to cancellation or modification by a customer or for other reasons may adversely affect, potentially to a material
extent, the revenues and earnings we actually receive from contracts included in our backlog. Many of the contracts in our backlog provide for
cancellation fees in the event customers cancel projects. These cancellation fees usually provide for reimbursement of our out-of-pocket costs,
revenues for work performed prior to cancellation and a varying percentage of the profits we would have realized had the contract been
completed. However, we typically have no contractual right upon cancellation to the total revenues reflected in our backlog. Projects may
remain in our backlog for extended periods of time. If we experience significant project terminations, suspensions or scope adjustments to
contracts reflected in our backlog, our financial condition, results of operations and cash flows may be adversely impacted.

Recent U.S. regulation may adversely affect our ability to contract with the U.S. government.

As a result of our reorganization in 1982, which we completed through a transaction commonly referred to as an �inversion,� MII is a corporation
organized under the laws of the Republic of Panama. In 2009 the U.S. government adopted interim rules prohibiting federal agencies from
awarding new contracts to �inverted� companies and their subsidiaries with U.S. federal appropriated funds for fiscal year 2009 and certain prior
fiscal years. The current version of the proposed U.S. federal appropriations legislation for 2010 contains similar restrictions. We are unable, at
this time, to predict with certainty the impact that the interim rules will have on our ultimate ability to pursue new contract awards, directly or
indirectly, with the U.S. government and its agencies. We are also unable to predict the form in which, or the scope of, any final rules or
regulations governing U.S. federal contracts using appropriated funds that may be adopted, or any potential future legislation impacting such
rules and regulations. We expect that after the proposed spin-off of B&W as discussed in Item 1, B&W�s government operations business will
not be subject to the 2009 interim rules discussed above.
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A change in tax laws could have a material adverse effect on us by substantially increasing our corporate income taxes and, consequently,
decreasing our future net income and increasing our future cash outlays for taxes.

As a result of our reorganization in 1982 discussed above, MII is a corporation organized under the laws of the Republic of Panama. Tax
legislative proposals intending to eliminate some perceived tax advantages of companies that have legal domiciles outside the U.S. but operate in
the U.S. through one or more subsidiaries have repeatedly been introduced in the U.S. Congress. Recent examples include, but are not limited to,
legislative proposals that would broaden the circumstances in which a non-U.S. company would be considered a U.S. resident for U.S. tax
purposes. It is possible that, if legislation is enacted in this area, we could be subject to a substantial increase in our corporate income taxes and,
consequently, decrease our future net income and increase our future cash outlays for taxes. Although we are unable to predict the form in which
any proposed legislation might become law or the nature of regulations that may be promulgated under any such future legislative enactments,
such laws or regulations could have a material adverse effect on us.

We face risks associated with investing in foreign subsidiaries and joint ventures, including the risk that we may be restricted 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 concerning 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 uncertainties not generally 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 political, economic and other uncertainties not generally encountered in our U.S. operations. These include:

� risks of war, terrorism, piracy and civil unrest;

� expropriation, confiscation or nationalization of our assets;

� renegotiation or nullification of our existing contracts;

� changing political conditions and changing laws and policies affecting trade and investment;

� overlap of different tax structures;

� risk of changes in foreign currency exchange rates; and

� risks associated with the assertion of foreign sovereignty over areas in which our operations are conducted.
Our Offshore Oil and Gas Construction segment may be particularly susceptible to regional conditions that may adversely affect its operations.
Its major marine construction 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.

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
shortages and controls of foreign currency exchange.
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Our operations are subject to operating risks and limits on insurance coverage, which could expose us to potentially significant liability
costs.

We are subject to a number of risks inherent in our operations, including:

� accidents resulting in injury or the loss of life or property;

� environmental or toxic tort claims, including delayed manifestation claims for personal injury or loss of life;

� pollution or other environmental mishaps;

�
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