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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q
[x] Quarterly Report Pursuant to Section 13 or 15(d) othe Securities Exchange Act of 1934
For the quarterly period ended June 30, 2014
OR
O Transition Report Pursuant to Section 13 or 15(d) bthe Securities Exchange Act of 1934 for the trarit$on period from

to
Commission File Number 1-33146

KBR

KBR, Inc.
(Exact name of registrant as specified in its chaet)

(a Delaware Corporation)
20-4536774
601 Jefferson Street
Suite 3400
Houston, Texas 77002
(Address of Principal Executive Offices)

Telephone Number — Area Code (713) 753-3011

Indicate by check mark whether the registrant €l filed all reports required to be filed by Secti® or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for ssfobrter period that the registrant was requirefilécsuch reports), and (2) has been sul
to such filing requirements for the past 90 dayses [ No O

Indicate by check mark whether the registrant hdwnitted electronically and posted on its corpoifeb site, if any, every Interactive D
File required to be submitted and posted pursuaRule 405 of Regulation $8232.405 of this chapter) during the precedif@grionths (c
for such shorter period that the registrant wasired to submit and post such files). Y& No O

Indicate by check mark whether the registrant large accelerated filer, an accelerated filer, a-axxcelerated filer, or a smaller repor!
company. See the definitions of “large accelerdiled,” “accelerated filer” and “smaller reportinctbmpany” in Rule 122 of the Exchan
Act. (Check one):

Large accelerated filer Accelerated filer a
Non-accelerated filer O (Do not check if a smaller reporting company) Smaller reporting company 0O

Indicate by check mark whether the registrantskell company (as defined in Rule 12b-2 of the Bxgje Act). Yes[O No

As of July 15, 2014 , there were 145,227,622 shafr&BR, Inc. common stock, $0.001 par value parshoutstanding.
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Forward-Looking and Cautionary Statements

This report contains certain statements that are,nmay be deemed to be, “forward-looking statementsthin the meaning !
Section 27A of the Securities Act of 1933, as aswndnd Section 21E of the Securities ExchangeofAd034, as amended. The Pri\
Securities Litigation Reform Act of 1995 providagesharbor provisions for forwartboking information. Some of the statements coetiin
this quarterly report are forwardboking statements. All statements other than stat#s of historical fact are, or may be deemed &
forward-looking statements. The words “believe,” “may,” sémate,” “continue,” “anticipate,” “intend,” “plan ,” “expect” and simila
expressions are intended to identify forward-logkstatements. Forwarkboking statements include information concerning possible @
assumed future financial performance and resulispafrations.

LTS LTS ” o

We have based these statements on our assumptidrenalyses in light of our experience and peraeptf historical trends, curre
conditions, expected future developments and ddmtors we believe are appropriate in the circumses. Forwardeoking statements
their nature involve substantial risks and uncentas that could significantly affect expected tssuand actual future results could dif
materially from those described in such statemaftsile it is not possible to identify all factofactors that could cause actual future resuli
differ materially include the risks and uncerta@didisclosed in our 2013 Annual Report on FormKiA-contained in Part | under "RIi
Factors."

Many of these factors are beyond our ability totoalror predict. Any of these factors, or a combiona of these factors, could materie
and adversely affect our future financial conditionresults of operations and the ultimate accuratyhe forwardiooking statements. The
forward-looking statements are not guarantees of our fupggormance, and our actual results and futureali@ments may differ materia
and adversely from those projected in the forwamoking statements. We caution against putting umdli@nce on forwardeoking statemen
or projecting any future results based on suchestants or on present or prior earnings levels. didition, each forwardeoking stateme
speaks only as of the date of the particular statgmand we undertake no obligation to publicly atedor revise any forwartboking
statement.




PART I. FINANCIAL INFORMATION

Iltem 1. Financial Statements

KBR, Inc.

Condensed Consolidated Statements of Income (Loss)
(In millions, except for per share data)

Revenues

Cost of revenues

Gross profit

Equity in earnings of unconsolidated affiliates
General and administrative expenses

Gain (loss) on disposition of assets

Operating income

Interest expense, net of interest income

Foreign currency gains (losses)

Other non-operating expenses

Income before income taxes and noncontrolling intessts
Provision for income taxes

Net income (loss)

Net income attributable to noncontrolling interests
Net income (loss) attributable to KBR

Net income (loss) attributable to KBR per share:
Basic

Diluted

Basic weighted average common shares outstanding
Diluted weighted average common shares outstanding
Cash dividends declared per share

(Unaudited)

Three Months Ended

Six Months Ended

June 30, June 30,
2014 2013 2014 2013
$ 1,65¢ $ 1,95C $ 3,29: % 3,77¢
(1,631) (1,810 (3,225 (3,487)
28 14C 67 29¢€
49 46 80 76
(60) (63) (120) (115)
8 — 8 (1)
25 12¢ 35 25¢€
) ) (4) 2
(4) 4 (11) —
@ — @ @
18 12€ 19 258
(19 (15 (39 (49)
8 111 (12) 20¢
(16) (21) (39 (30
$ B8 $ 90 $ (51) $ 17¢
$ (0.0 $ 0.61 $ (0.35 $ 1.21
$ (0.06) $ 0.61 $ (0.35) $ 1.2
14¢ 147 14€ 147
14t 14¢ 14¢ 14¢
$ 0.0¢ $ 0.0¢ $ 0.1¢ $ 0.0¢

See accompanying notes to condensed consolidai@ucial statements.

4




KBR, Inc.
Condensed Consolidated Statements of Comprehensiveome (Loss)

(In millions)
(Unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
2014 2013 2014 2013
Net income (loss) $ 8 $ 111 $ 12) % 20¢
Other comprehensive income (loss), net of tax:
Cumulative translation adjustments (“CTA”):
Cumulative translation adjustments, net of tax 13 (44) 22 (52
Reclassification adjustment for CTA included in metome 1 — 1 1
Net cumulative translation adjustment, net of tax 14 (44) 23 (572)
Pension liability adjustments, net of tax:
Pension liability adjustments, net of tax Q) — — —
Reclassification adjustment for pension liabilidg$es included in net
income 9 9 17 1€
Net pension liability adjustments, net of tax 8 9 17 1€
Unrealized gains (losses) on derivatives:
Unrealized holding gains (losses) on derivatives,afi tax — 1 (D] —
Net unrealized gain (loss) on derivatives, netaf t — 1 Q) —
Other comprehensive income (loss), net of tax 22 (34) 39 (35)
Comprehensive income, net of tax 3C 77 27 172
Less: Comprehensive income attributable to nonotimg interests (16) (26) (39 (39)
Comprehensive income (loss) attributable to KBR $ 14  $ 51 $ 12 $ 13¢

See accompanying notes to condensed consolidai@ucial statements.




KBR, Inc.
Condensed Consolidated Balance Sheets
(In millions, except share data)

June 30, December 31,
2014 2013
(Unaudited)
Assets
Current assets:
Cash and cash equivalents $ 96S % 1,10¢€
Accounts receivable, net of allowance for doubdftitounts of $23 and $18 962 1,05¢
Costs and estimated earnings in excess of billimggncompleted contracts ("CIE") 51k 39¢
Deferred income taxes 132 16¢
Other current assets 167 19¢
Total current assets 2,74 2,92t
Property, plant, and equipment, net of accumuldtgateciation of $426 and $397 (including net PP k6
and $67 owned by a variable interest entity) 421 41F
Goodwill 774 772
Intangible assets, net of amortization 80 85
Equity in and advances to unconsolidated affiliates 174 15€
Deferred income taxes 377 344
Claims and accounts receivable 62t 62¢
Other assets 11¢& 11z
Total assets $ 5311 $ 5,43¢
Liabilities and Shareholders’ Equity

Current liabilities:
Accounts payable $ 72¢ $ 747
Payable to former parent 107 10t
Billings in excess of costs and estimated earnamgancompleted contracts ("BIE") 43€ 401
Accrued salaries, wages and benefits 234 23t
Nonrecourse project debt 10 10
Other current liabilities 397 40¢
Total current liabilities 1,91¢( 1,90
Pension obligations 462 A77
Employee compensation and benefits 12C 114
Income tax payable 65 70
Deferred income taxes 86 86
Nonrecourse project debt 74 78
Other liabilities 25¢E 267
Total liabilities 2,97 2,99¢
KBR shareholders’ equity:
Preferred stock, $0.001 par value, 50,000,000 sharthorized, 0 shares issued and outstanding — —
Common stock, $0.001 par value, 300,000,000 skartwrized, 174,384,602 and 173,924,509 sharesdssu
and 145,221,579 and 148,195,208 shares outstanding — —
Paid-in capital in excess of par ("PIC") 2,081 2,06t
Accumulated other comprehensive loss ("AOCL") (707 (740
Retained earnings 1,67 1,74¢
Treasury stock, 29,163,023 shares and 25,729,30¢shat cost (7049) (610
Total KBR shareholders’ equity 2,34¢ 2,46
Noncontrolling interests ("NCI") (20 (29
Total shareholders’ equity 2,33¢ 2,43¢
Total liabilities and shareholders’ equity $ 5311 $% 5,43¢




See accompanying notes to condensed consolidaiaacfal statements.
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KBR, Inc.
Condensed Consolidated Statements of Cash Flows
(In millions)
(Unaudited)

Cash flows from operating activities:
Net income (loss)
Adjustments to reconcile net income to net caskigeml by (used in) operating activities:
Depreciation and amortization
Equity in earnings of unconsolidated affiliates
Deferred income tax expense
Other
Changes in operating assets and liabilities:
Accounts receivable, net of allowance for doub#ittounts
Costs and estimated earnings in excess of billimggncompleted contracts
Accounts payable
Billings in excess of costs and estimated earnargsncompleted contracts
Accrued salaries, wages and benefits
Reserve for loss on uncompleted contracts
Receipts of advances from unconsolidated affiliates
Distributions of earnings from unconsolidated &fibs
Payment on performance bonds for EPC 1 projectexitb
Income taxes payable
Pension funding
Other assets and liabilities
Total cash flows provided by (used in) operating divities
Cash flows from investing activities:
Purchases of property, plant and equipment
Proceeds from sale of assets and investments
Total cash flows used in investing activities

Six Months Ended June 30,

2014 2013
$ 12 $ 20¢
36 31
(80) (76)
11 10z
21 9
93 (60)
(89 (59)
(31) (37)
8 (1)
(1) (18
17 (16)
7 6
59 101
— (10¢)
20 (15€)
(24 (12
(16) (239
20 (97)
(34) (40)
9 6
$ (25 $ (34)




KBR, Inc.
Condensed Consolidated Statements of Cash Flows

(In millions)
(Unaudited)
Six Months Ended June 30,
2014 2013

Cash flows from financing activities:
Payments to reacquire common stock $ 96 $ (6)
Distributions to noncontrolling interests, net o¥éstments (25) (46)
Payments of dividends to shareholders (24) (12
Net proceeds from issuance of common stock 4 4
Excess tax benefits from stock-based compensation 1 —
Payments on short-term and long-term borrowings @) (9
Total cash flows used in financing activities (247 (69)
Effect of exchange rate changes on cash 15 (59
Decrease in cash and equivalents (137) (259
Cash and equivalents at beginning of period 1,10¢ 1,05:
Cash and equivalents at end of period $ 96 $ 80C
Supplemental disclosure of cash flows information:

Cash paid for interest $ 6 $ 6

Cash paid for income taxes (net of refunds) $ 4 $ 84
Noncash operating activities

Other assets change for Barracuda arbitration (l8}e $ — 3 (219

Other liabilities change for Barracuda arbitrat{iote 13) $ — 21¢
Noncash financing activities

Dividends declared $ 12 % 12

See accompanying notes to condensed consolidai@acial statements.
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KBR, Inc.
Notes to Condensed Consolidated Financial Statement
(Unaudited)

Note 1. Description of Company and Significant Acamting Policies

KBR, Inc., a Delaware corporation, was formed ornrdia21, 2006 and is headquartered in Houston, Té«@R, Inc. and its wholl
owned and majoritypwned subsidiaries (collectively referred to heraén"KBR", "the Company"”, "we", "us" or "our") isghobal engineerin
procurement, construction, and services companyastipg the energy, hydrocarbons, power, industr@il infrastructure, mineral
government services and commercial markets. Ouabilifies include engineering, procurement, corcdtam and construction managem
technology licensing, operations and maintenanckeaher support services for a diverse, globalamst base, including international i
national oil and gas companies, independent refjrgtrochemical producers, fertilizer producesgutated utilities, manufacturers, power

mining companies and domestic and foreign goverisnen
Principles of consolidation

Our condensed consolidated financial statemente haen prepared in accordance with accounting ipt@scgenerally accepted in-
United States ("U.S. GAAP") and include the accewftKBR and our wholly owned and majoribyvned, controlled subsidiaries and vari
interest entities of which we are the primary barafy. We account for investments over which weehaignificant influence but not
controlling financial interest using the equity med of accounting. See Notefar further discussion on our equity investmentd aariable
interest entities. The cost method is used whewlavaot have the ability to exert significant infliee. All material intercompany balances
transactions are eliminated in consolidation.

Certain prior year amounts have been reclassiiezbhform to the current year presentation on trelensed consolidated statemel
income (loss), condensed consolidated balanceshedtthe condensed consolidated statements offloash Effective December 31, 2013
we reclassified equity in earnings of unconsolidaaéfiliates from revenues to a separate compoo€&wperating income on our conden
consolidated statement of income (loss). We reifledsthe three months and six months ended Jun@D3 amounts to conform to ¢
revised presentation as a component of operattanie but not a component of revenues.

We have evaluated all events and transactions weguafter the balance sheet date but before thenéiial statements were issued
have made the appropriate adjustments and inclindeappropriate disclosures.

Use of estimates

The preparation of our condensed consolidated ¢iaastatements in conformity with U.S. GAAP rea@sirus to make estimates
assumptions that affect the reported amounts eftsissd liabilities and disclosures of contingessiess and liabilities and the reported amc
of revenues and expenses during the reporting gharioluding:

* project revenues, costs and profits on engineemogstruction, pipe fabrication and module assembahd government servic
contracts, including recognition of estimated lasse uncompleted contracts,

« uncollectible receivables, claims to and from costts, recoveries of costs from subcontractors, @enand other

* provisions for income taxes, recoverability ofeteed tax assets and valuation of uncertain taxtipos,

« recoverability of goodwill, other intangibles alwhg-lived assets and related estimated lives,

* recoverability of equity method and cost methoeestments,

« valuation of pension obligations,

» accruals for estimated liabilities and litigationtcomes,

» consolidation of variable interest entities, and

« valuation of stock-based compensation.

In accordance with normal practice in the constomctndustry, we include in current assets andemirtiabilities amounts related
construction contracts realizable and payable @geriod in excess of one year. Actual amounts diffgr from those included in tl
accompanying condensed consolidated financialratates, if the underlying estimates and assumptigos which the financial statements
based change in the future.

Gross Profit

Gross profit represents revenues less the coswvehues, which includes overhead costs directljpatable to the business
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segment. See Note 2 for our discussion on grogi.pro
Accounts Receivable

Accounts receivable are recorded at the invoiceduminbased on contracted prices. Amounts colleotediccounts receivable
included in net cash provided by operating ac#giiin the condensed consolidated statements offlcagh

We establish an allowance for doubtful accountethas the assessment of the customailihgness and ability to pay. In addition
such allowances, there are often items in dispubeemg negotiated that may require us to makeséimate as to the ultimate outcome. Pas
receivable balances are written off when our irdeoollection efforts have been unsuccessful itectihg the amounts due. See NotAou
discussion on accounts receivable.

Retainage, included in accounts receivable, reptessEmounts withheld from billings by our custompssuant to provisions in t
contracts and may not be paid to us until the cetign of specific tasks on the project. Retainagg miso be subject to restrictive conditi
such as performance guarantees. Our retainagevabteiexcludes amounts withheld by the United Stgte).S.") government on cert;
contracts. See Note 11 for our discussion on Wb8eigment receivables.

Costs and Estimated Earnings in Excess of Billinga Uncompleted Contracts (including Claims) and Aahced Billings and Billings ir
Excess of Costs and Estimated Earnings on UncomgdeContract:s

Costs and estimated earnings in excess of billorgsincompleted contracts ("CIE") represent the &xad contract costs and pro
recognized to date using the percentageesfipletion method over billings to date on cert@ntracts. Billings in excess of costs and estid
earnings on uncompleted contracts ("BIE") represémt excess of billings to date over the amourtoofract costs and profits recognize
date using the percentage-of-completion methodeotaior contracts. See Note 5 for our discussio€i&hand BIE.

Unapproved change orders and claims

When estimating the amount of total gross profitbbgs on a contract, we include unapproved changder® and claims to our custonr
as adjustments to revenues and claims to vendaspstractors and others as adjustments to totiah@ed costs. Claims are recorded tc
extent of the lesser of the amounts managementexfgerecover or to costs incurred and includgnadit until they are finalized or approved.

Goodwill

Effective January 1, 2014, we reorganized fourhef five reporting units in the Infrastructure, Gowvaent and Power ("IGP") busin
segment into three geograpHiased units. This reorganization allows the IGPirmss segment to focus its engineering, procure
construction and defense services to customers mmiora local level. We have concluded that eachhef¢ geographioased units will k
considered a separate reporting unit for goodwifpairment testing purposes. As a result, we perdriain additional impairment test on
three newly reorganized reporting units on Jandar3014 as required by ASC 320; utilizing the same methodology as our annuadgall
impairment test, and no indication of impairmensvidentified. For more detail on our methodologg assumptions, see "Critical Account
Policies" in our 2013 Annual Report on Form 10-K/A.

Share-based Compensation

Effective January 1, 2014, we changed our methaggofor estimating the expected term of our optiraals and we will no long
utilize the simplified method. We will measure failture stock option awards using an expected teaseth on KBR's historical experience.

Reserve for estimated losses on uncompleted cotgrac

Our reserve for estimated losses on uncompletettazs is included in "other current liabilitiesti our condensed consolidated bal:
sheet. Our total reserve as of June 30, 2014 acdrbeer 31, 2013 is $127 million and $109 milliaespectively, including $115 millioanc
$97 million , respectively, related to our Canadian pipe faidn and module assembly projects. Based on dumemtracts and wo
authorizations, we anticipate completion of thesmdlian pipe fabrication and module assembly pi®jec2015. See Note f&r additiona
information on changes in estimates related toGamadian pipe fabrication and module assembly gimje
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Note 2. Business Segment Information

Our business segment information has been prep@ctordance with ASC 280Segment Reporting. Certain reporting units mee
definition of operating segments contained in ASBD 2 Segment Reporting, but individually do not meet thmntitative thresholds a:
reportable segment, nor do they share a majoritthefaggregation criteria with another operatingnsent. These operating segments
reported on a combined basis as “Othandl include our Ventures and Technical StaffingoReses (formerly a part of Allstates Techn
Services) as well as corporate expenses not indludihe operating segments’ results.

Reportable segment performance is evaluated byChief Operating Decision Maker ("CODM") using refairle segment gross pre
(loss) which is defined as business segment resdlege the cost of revenues, which includes busisegment overhead directly attributabl
the segment, but excludes equity in earnings obnsalidated affiliates.

Business Reorganization

During 2013, we reorganized our business to bs#ere our customers, improve our organizationatieficy and achieve future grov
objectives. In order to attain these objectives,separated our Hydrocarbons reportable segmentwidcseparate reportable segments,
Monetization and Hydrocarbons. Our five reportatdgments are Gas Monetization, Hydrocarbons, 1@Rsices and Other. Each reporte
segment, excluding Other, is led by a separate 8egresident who reports directly to our CODM. Wave revised our business segr
reporting to reflect our current management apgr@am recast prior periods to conform to the curp@isiness segment presentation.

The following table presents revenues, gross p(lf#s), equity in earnings of unconsolidated &fféds and operating income (loss!
reporting segment.
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Operations by Reportable Segment

Three Months Ended Six Months Ended
June 30, June 30,
Millions of dollars 2014 2013 2014 2013
Revenues:
Gas Monetization $ 36z $ 59: % 76z % 1,18¢
Hydrocarbons 53: 344 98t 68€
Infrastructure, Government and Power 31t 37¢ 652 774
Services 43¢ 62C 872 1,09¢
Other 10 18 21 33
Total $ 1,65¢ % 1,95 $ 329: $ 3,77¢
Gross profit (loss):
Gas Monetization $ 48 % 80 $ 14z $ 16¢
Hydrocarbons 34 44 56 93
Infrastructure, Government and Power (20 8 (40) 27
Services (40 20 (100 31
Other 5 5 10 8
Labor cost absorption not allocated to the busisegments - favorable
(unfavorable) 1 (17) (2 (32)
Total $ 28 % 14C $ 67 $ 29¢€
Equity in earnings of unconsolidated affiliates:
Gas Monetization $ 18 $ 17 $ 34 9 27
Hydrocarbons — — — —
Infrastructure, Government and Power 24 18 33 26
Services — 3 — 1C
Other 7 8 13 13
Total $ 49 % 46 $ 80 % 7€
Segment operating income (loss):
Gas Monetization $ 66 $ 97 % 177 $ 19¢
Hydrocarbons 34 44 56 93
Infrastructure, Government and Power 4 26 @) 53
Services (40 23 (200 41
Other 20 13 31 2C
Labor cost absorption not allocated to the busisegments - favorable
(unfavorable) 1 a7 () (32
Corporate general and administrative expense tomtadéd to the
business segments (60) (63 (120 (115
Total operating income $ 25 % 12 % 35 9 25¢

Changes in Estimates

There are many factors, including, but not limited the availability and costs of labor, materialsd equipment, and resourt
productivity, and weather, that can affect the a@cy of our cost estimates, and ultimately, ounfetprofitability. In the past, we have reali
both lower and higher than expected margins anck hiasurred losses as a result of unforeseen changesr project costs. Howev
historically, our estimates have been reasonabpemni@able regarding the recognition of revenues @ofit on percentage of completi
contracts.

Our Services business segment recognized revisioms estimates of losses at completion on oura@&m pipe fabrication and mod
assembly projects of $41 million and $82 milliorridg the three and six months ended June 30, 20ddgpectively. All of these projects w
in loss positions at June 30, 204dd December 31, 2013. Our estimates of revenwks@sis at completion on these projects have ke
may continue to be, impacted by our performance pérformance of our subcontractors, the Canadiaor Imarket, the nature and comple
of modules submitted by our customers, our coredcirrangements and our ability to accumulaterédion and negotiate final contr
settlements with our customers. We recognize rewssiof revenues and costs in the period in whiehrélvisions are determined. This r



result in the recognition of costs
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before the recognition of related revenues recqutgny. Our estimated losses as of June 30, 20li#hese projects represent our best est
based on current information. Actual results califter from the estimates we have used to accaamthfese projects as of June 30, 2014 .

During the six months ended June 30, 20W# recognized revisions in estimates associatddagproved man hours and other revis
in estimates which had a $21 milligositive impact on the gross profit of our Gas Maation business segment. Additionally, our
Monetization business segment recognized revisiorestimates resulting from a favorable settlenwntlaims which had a $33 millione!
positive impact on gross profit. Both of these s&wis to estimates were recognized in the firsttguaf 2014.

Significant revisions to contract estimates assaltef client-driven revised project man-hour esties had a $13 milligmositive impac
during the three months ended June 30, 2013 asd afilion positive impact during the six monthsded June 30, 201@n the gross profit |
our Gas Monetization business segment.

Note 3. Cash and Cash Equivalents

We consider all highly liquid investments with ariginal maturity of three months or less to be casjuivalents. Cash and ¢
equivalents include cash balances held by our yimiined subsidiaries as well as cash held by jointures that we consolidate. Joint ven
cash balances are limited to joint venture acésitand are not available for other projects, gérearsh needs or distribution to us with
approval of the board of directors of the respecinint ventures. We expect to use joint venturghcfar project costs and distributions
earnings related to joint venture operations. Heavesome of the earnings distributions may be paiother KBR entities where the cash
be used for general corporate needs.

The components of our cash and cash equivalerdaadmbre as follows:

June 30, 2014

Millions of dollars International (a) Domestic (b) Total

Operating cash $ 25C % 17¢  $ 42C
Time deposits 372 10z 474
Cash held in joint ventures 65 10 75
Total $ 687 $ 28z % 96¢

December 31, 2013

Millions of dollars International (a) Domestic (b) Total

Operating cash $ 197 $ 21t $ 412
Time deposits A47¢€ 14C 61¢
Cash held in joint ventures 67 9 7€
Total $ 74z $ 364 9 1,10¢

(@) Includes deposits held in nthS. operating accounts considered to be permanesitivested outside the U.S. and for whict
incremental U.S. tax has been provisioned or paid

(b) Includes U.S. dollar and foreign currency depdsitisl in operating accounts that constitute onshash for tax purposes but may re
either in the U.S. or in a foreign country

Our international cash balances are primarily leldustralia, the United Kingdom ("U.K.") and CarsadVe generally do not provi
U.S. federal and state income taxes on the acctedulandistributed earnings of ndhS. subsidiaries except for certain entities inxMe anc
certain other joint ventures, as well as for apprately 50%o0f our earnings from our operations in Australiacsi 2012. Taxes are providec
necessary with respect to earnings that are caesidet permanently reinvested. We will continug@itovide for U.S. federal and state taxe
50% of the earnings of our Australian operations/@so longer intend to permanently reinvest theseunts. In determining whether earni
would be considered permanently invested, we censdl future nod.S. cash needs such as: 1) our anticipated foreigrking capite
requirements, including funding of our U.K. penspian; 2) the expected growth opportunities acetdlsgeographical markets; and 3) our p
to invest in strategic growth opportunities thatynreclude acquisitions around the world. For alatnon-U.S. subsidiaries, hbS. taxes al
provided because such earnings are intended tetmeapently reinvested to finance foreign activiti€kese accumulated but undistribt
foreign earnings could be subject to additionalitagmitted, or deemed remitted, as a dividend@nly portion of the unremitted
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earnings were ever foreseen to not be permanesithyasted outside the U.S., or if we elect to népi&t a portion of current year fore
earnings, U.S. income tax expense would be reqtiréeé recognized and that expense could be miateria

Note 4. Accounts Receivable

The components of our accounts receivable, nelmfance for doubtful accounts balance are as Vigto

June 30, 2014

Millions of dollars Trade Retainage Total

Gas Monetization $ 12¢ % — % 12¢
Hydrocarbons 362 23 38t
Infrastructure, Government and Power 144 16 16C
Services 23¢ 46 28t
Other 3 — 3
Total $ 877 $ 85 $% 962

December 31, 2013

Millions of dollars Trade Retainage Total

Gas Monetization $ 258 % — % 25E
Hydrocarbons 284 31 31t
Infrastructure, Government and Power 137 15 152
Services 27¢ 54 33z
Other 2 — 2
Total $ 95€¢ $ 10C $ 1,05¢

In addition, noncurrent retainage receivable inetlich "other assets" on our condensed consolidathce sheets was $17 millianc
$14 million as of June 30, 2014 and December 31320respectively, primarily related to a wasteetmrgy project in the U.S. in our I
business segment.

Note 5. Costs and Estimated Earnings in Excess oflll\gs on Uncompleted Contracts and Billings in Exess of Costs and Estimate
Earnings on Uncompleted Contracts
Our CIE balances by business segment are as follows

June 30, December 31,
Millions of dollars 2014 2013
Gas Monetization $ 10 $ 34
Hydrocarbons 22€ 14¢€
Infrastructure, Government and Power 122 131
Services 15z 83
Other 4 5
Total $ 51t $ 39¢
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Our BIE balances by business segment are as follows

June 30, December 31,
Millions of dollars 2014 2013
Gas Monetization $ 28 $ 3C
Hydrocarbons 19¢ 13¢
Infrastructure, Government and Power 18C 19¢
Services 29 33
Other — —
Total $ 43€ 3 401

Unapproved change orders and claims

The amounts of unapproved change orders and clagh&led in determining the profit or loss on cawts are as follows:

Millions of dollars 2014 2013
Amounts included in estimated project revenue®ataietion at January 1, $ 115 $ 167
Increase in estimated project revenues at completio 3 58
Approved by client (56) (25)
Amounts included in estimated project revenueoatpietion at June 30, $ 62 $ 197
Amounts recorded in revenues on a percentage-opladion basis at June 30, $ 36 $ 167

In 2014, approved change orders reflect approvalaroair quality project in North America and a staction project in our Servic
business segment for which the client routinelyéssscope changes which are subsequently follovitacavehange order.

Included in our 2013 estimated project revenuesimreeases related to the construction projectun $ervices business segn
mentioned above.

The table above excludes unapproved change orderglaims related to our unconsolidated subsidsar@ur proportionate share
unapproved change orders and claims on a perceafagempletion basis were $90 million as of June 3W14 and $55 million as dune 3(
2013 related to the Ichthys LNG project joint vertu

Liquidated damages

Some of our engineering and construction contraat® schedule dates and performance obligationsfthat met could subject us
penalties for liquidated damages. These generalhfe to specified activities that must be compldtg a set contractual date or by achievel
of a specified level of output or throughput. Eacintract defines the conditions under which a aqustomay make a claim for liquidai
damages. However, in some instances, liquidatechdasare not asserted by the customer, but thetf@te do so is used in negotiating
settling claims and closing out the contract.

Based upon our evaluation of our performance ahdrdegal analysis, we have not accrued for posdiot not probable liquidat
damages related to several projects totaling $1omiat June 30, 2014 and $10 million at DecenBigr2013(including amounts related
our proportional share of unconsolidated subsiégrithat we could incur based upon completingtbgects as currently forecasted.

Advances
We may receive customer advances in the normakeoafr business, most of which are applied to ire®igsually within one to thr
months. In addition, we hold advances from custenti@rassist us in financing project activities,liling subcontractor costs. As dfine 3(

2014 and December 31, 2013 , $43 million and $50iomi, respectively, of these financelated advances are included in BIE on
condensed consolidated balance sheets.
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Note 6. Claims and Accounts Receivable

The components of our claims and accounts recaivabtount balance not expected to be collectedniitie next 12 months are
follows:

June 30, December 31,
Millions of dollars 2014 2013
Hydrocarbons $ 401 $ 401
Infrastructure, Government and Power 228 22¢
Other 1 1
Total $ 62 9 62€

Hydrocarbons claims and accounts receivable inel$d®1 millionrelated to the EPC 1 arbitration award. We exg@stlegal judgmel
of $465 millionto be recovered from Petréleos Mexicanos ("PEMERXploration and Production ("PEP"), which includibe origina
confirmation of the 2009 arbitration award and appnately $106 millionfor 2013 performance bonds recovery and post juddrimeres
See Note 12 for further discussion on our EPC ftratlon.

IGP claims and accounts receivable includes $22Bomiof claims for costs incurred under various U.S.aoment contracts. S
"Other Matters" in Note 11 for further discussianaur U.S. government matters.

Note 7. Equity Method Investments and Variable Inteest Entities
We conduct some of our operations through jointtwess which operate through partnership, corponatéjvided interest and ott
business forms and are principally accounted forguthe equity method of accounting. Additionalilye majority of our joint ventures are &

variable interest entities which are further ddssdi under ASC 810 - Consolidations - Variable kgeEntities.

The following table presents a rollforward of oguéy in and advances to unconsolidated affiliates:

Millions of dollars 2014 2013

Balance at January 1, $ 15¢ $ 217
Equity in earnings of unconsolidated affiliates 80 7€
Dividends received (59) (207
Advances @) (6)
Cumulative translation adjustment 4 @)
Balance at June 30, $ 174 $ 17¢

Related Party Transaction

We often provide services as a subcontractor, winichude engineering and construction managemenmices, to the joint ventures
which we are a participant. The amounts includedunrevenues represent revenues from servicesdawirectly to the joint ventures a
subcontractor. As of June 30, 2014 and 2013 , exenues included $144 million and $119 milliorespectively, primarily related to servi
we provided to our Ichthys LNG project joint vergur

Amounts included in our condensed consolidatednoal@heets related to services we provided toamtr yentures as afune 30, 201
and December 31, 2013 are as follows:

June 30, December 31,
Millions of dollars 2014 2013
Accounts Receivable, net of allowance for doukditdounts $ 2 3 6
Costs and estimated earnings in excess of billimggncompleted contracts $ 3 3 2
Billings in excess of costs and estimated earnamgencompleted contracts $ 23 % 24

Our related party accounts payable for both peneel®e immaterial.
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Equity Method Investment

Summarized financial information for all jointly owd operations including variable interest entitlest are accounted for using
equity method of accounting is as follows:

Balance Sheets

June 30, December 31,
Millions of dollars 2014 2013
Current assets $ 4017 $ 4,11¢
Noncurrent assets 4,44( 4,22
Total assets $ 8,451 $ 8,33¢
Current liabilities $ 3,63: $ 3,67¢
Noncurrent liabilities 4,55( 4,40(
Total liabilities $ 8,18: $ 8,07¢
Statements of Operations
Three Months Ended Six Months Ended
June 30, June 30,
Millions of dollars 2014 2013 2014 2013
Revenues $ 1,37 % 1,24t % 2,60¢ $ 2,14¢
Operating income $ 174 $ 171 % 328 % 29¢
Net income $ 12¢ $ 12¢  $ 20€ $ 19t

Unconsolidated Variable Interest Entities

The following summarizes the total assets and tahllities as reflected in our condensed consibd balance sheets as well as
maximum exposure to losses related to our uncateselil variable interest entities ("VIES") in whisle have a significant variable interest
are not the primary beneficiary. Generally, our imaxm exposure to loss is limited to our equity isiveent in the joint venture and ¢
amounts payable to us for services we providedeqdint venture, reduced for any unearned reveondhe projects.

June 30, 2014

Maximum

exposure to
Millions of dollars Total assets Total liabilities loss
Aspire Defence project $ 27 % 10 $ 27
Ichthys LNG project $ 21 % 31 ¢ 11
U.K. Road projects $ 37 % 11 % 35
EBIC Ammonia project $ 44 $ 2 3 27
Fermoy Road project $ 3 9 4 $ 2

December 31, 2013

Millions of dollars Total assets Total liabilities
Aspire Defence project $ 20 $% 2
Ichthys LNG project $ 1 % 18
U.K. Road projects $ 34 3% 8
EBIC Ammonia project $ 47  $ 2
Fermoy Road project $ 1 $ 2

On the Aspire Defence project, in addition to thaximum exposure to loss indicated in the table ebaxe have exposure to any los
incurred by the construction or operating joint teeas under their respective subcontract arrangenveith the project company. Our expos
is, however, limited to our equity participationthrese entities. The Ichthys LNG project joint
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venture executes a project that has a lump sum aoemp; in addition to the maximum exposure to loggcated in the table above, we havi
exposure to losses if the project exceeds the lsump component to the extent of our ownership péagenin the joint venture. Our maxim
exposure to loss on the EBIC Ammonia project réflexr 65% ownership of the development corporatbich owns 25% of the compe
that consolidates the ammonia plant.

Consolidated Variable Interest Entities

We consolidate VIEs if we determine we are the primbeneficiary of the project entity because wata® the activities that mc
significantly impact the economic performance cé #imtity. The following is a summary of the sigeéfint VIEs where we are the prim
beneficiary:

June 30, 2014

Millions of dollars Total assets Total liabilities

Gorgon LNG project $ 43z % 45t
Escravos Gas-to-Liquids project $ 38 % 61
Fasttrax Limited project $ 9% 3 93

December 31, 2013

Millions of dollars Total assets Total liabilities

Gorgon LNG project $ 44¢ % 47¢€
Escravos Gas-to-Liquids project $ 43 % 72
Fasttrax Limited project $ % $ 98

Note 8. Nonrecourse Project Debt

Fasttrax Limited, a joint venture in which we irelitly own a 50% equity interest with an unrelatedtiger, was awarded a conces
contract in 2001 with the U.K. Ministry of Defen€#MoD") to provide a Heavy Equipment Transporterviee to the British Army. Under tl
terms of the arrangement, Fasttrax Limited operateb maintains 91 heavy equipment transporters T49Efor a term of 22years. Th
purchase of the HETs by the joint venture was fieahthrough a series of bonds secured by the as$eEsmsttrax Limited totalir
approximately £84.9 million (approximately $120 loih at the exchange rate on the date of the transacéind a bridge loan totali
approximately £12.2 million (approximately $17 nafi at the exchange rate on the date of the transaatibith are nonrecourse to KBR ¢
its partner. The bridge loan was replaced whersttageholders funded combined equity and subordirdgbt in 2005. The secured bonds
an obligation of Fasttrax Limited and are not atd#fligation of KBR because they are nonrecourshéqgoint venture partners. According
in the event of a default on the term loan, theléea may only look to the resources of Fasttraxiteidhfor repayment.

The guaranteed secured bonds were issued in tweedaonsisting of Class A 3.5% Index Linked Bandfie amount of £6 million
(approximately $79 million at the exchange ratetlom date of the transaction) and Class B 5.9% FRate Bonds in the amount o1&
million (approximately $24 milliorat the exchange rate on the date of the transactPrincipal payments on both classes of bondswence:
in March 2005 and are due in seamnual installments over the term of the bondsciwiiature in 2021. Subordinated notes payabledb el
the 50% partners initially bear interest at 11.26#easing to 16%ver the term of the notes through 2025. For fir@meporting purpose
only our partner's portion of the subordinated sa@tppears in the condensed consolidated finarneinsents. Payments on the subordir
debt commenced in March 2006 and are due in semiadiinstallments over the term of the notes.
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Note 9. Pension Plans

The components of net periodic benefit cost relédguension benefits for the three and six montited June 30, 2014 and 2013 were
as follows:

Three Months Ended June 30,

2014 2013
Millions of dollars United States Int'l United States Int’l
Components of net periodic benefit cost
Service cost $ — 8 1 % —  $ —
Interest cost 1 22 — 2C
Expected return on plan assets (€N} (26) Q) (23
Recognized actuarial loss 1 10 1 9
Net periodic benefit cost $ 1 3 7 $ — 3 6

Six Months Ended June 30,
2014 2013

Millions of dollars United States Int’l United States Int'l
Components of net periodic benefit cost
Service cost $ — ¢ 1 $ — 3 1
Interest cost 1 45 1 41
Expected return on plan assets 2 (52 2 (45)
Recognized actuarial loss 2 19 1 17
Net periodic benefit cost $ 1 % 12 % —  $ 14

For the six months ended June 30, 2014 , we hawtrilvoted approximately $23 million of the $46 ndl we currently expect

contribute to our international plans in 2014 , amel have contributed approximately $1 million o€ t#3 million we currently expect
contribute to our domestic plans in 2014 .

Note 10. Income Taxes

Our estimated annual effective tax rate for they@814 and 2013 reconciled to the 35% U.S. statdéaleral rate is as follows:

2014 2013
U.S. statutory federal rate 35.C% 35.C%
Rate differentials on foreign earnings (5.6% (5.0%
Taxes on unincorporated joint ventures (6.6)% (6.5%
Taxes on unconsolidated affiliates (9.2% (3.7%
U.S. taxes provided on foreign earnings 5.£% 1.7%
State taxes 0.2% 0.E%
Other 2.7% 1.4%
Estimated annual effective tax rate 22.5% 23.4%

We generally do not provide U.S. federal and sitateme taxes on the accumulated undistributed egsnof nond.S. subsidiarie
except for certain entities in Mexico and certaiheo joint ventures, as well as for approximated¥®of our earnings from our operations
Australia since 2012. See Notd@® additional information regarding our accumuthtendistributed earnings. Due to historical ancdaste

losses for certain nod-S. affiliates, we are not allowed to record a keenefit for current period net operating lossegeaized by the:
affiliates.
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Our effective tax rate reflected in our condensexdsolidated statements of income (loss) for theehtand six months endddne 3(
2014is not reflective of our estimated annual effectiar rate shown in the table above as a resulisofete items including the recording «
valuation allowance on the losses recognized orCamadian pipe fabrication and module assemblynlessi

The effective tax rate was approximately 11.9%tfer three months ended June 30, 2013 and 17.8%da@ixmonths ended June .
2013. Our effective tax rate for the six monthsezhdune 30, 2013 was lower than our estimated &effeative rate of 23.4%lue to discre!
items. In the first six months of 2013 , we recagui discrete net tax benefits of approximately #filion including benefits related to t
recognition of previously unrecognized tax benefékated to tax positions in prior years, primardy a result of the resolution of tran
pricing issues involving our U.K. subsidiaries.

The valuation allowance for deferred tax asset®fadune 30, 2014 and December 31, 2013 was $1ltomind $83 million,
respectively. The net change in the total valuasibowance was an increase of $32 million from Deber 31, 2013 including an increase
$10 million during the three months ended June2B14 . The valuation allowance at June 30, 2014 Reckmber 31, 201&as primaril
related to Canadian losses and state net opetdassgcarryforwards that, in the judgment of manag@mare not more-likely-thamet to be
realized.

In assessing the realizability of deferred tax @sseanagement considers whether it is more-likeynnot that some portion or all
the deferred tax assets will not be realized. Tltienate realization of deferred tax assets is ddpahupon the generation of future taxi
income during the periods in which those tempodifferences become deductible. Management consttierscheduled reversal of defel
tax liabilities (including the impact of availaltarryback and carryforward periods), projectedreitiaxable income and tgtanning strategic
in making this assessment. The amount of the dafaax asset considered realizable, however, dmul@duced in the near term if estimate
future taxable income during the carryforward peéoe reduced.

Note 11. U.S. Government Matters

We provide services to various U.S. government&nages, which include the United States Departneénbefense (“DoD”),the
Department of State and others. We may have disaggets or experience performance issues on our gégrnment contracts. Wr
performance issues arise under any of these cdésitrdie government retains the right to pursueouariremedies, including challenge:
expenditures, suspension of payments, fines arpkag®ns or debarment from future business witlgthwernment.

With the U.S. Army's withdrawal from Iraq, our wowkith the U.S. government in the war zone areaselnaed. We have been in
process of closeout with these contracts since ,281id we expect the closeout process to contirmoeigh at least 2018. As a result of our v
in a war zone from 2002 to 2011, there are multigdgms and disputes pending between us and thergment, all of which need to
resolved to close the contracts. The closeout gaecludes resolving objections raised by the gowent through a billing dispute proc
referred to as Form 1s and Memorandums for RecdéFRRs") and resolving results from government agidit/e continue to work with t
government to resolve these issues. However, fdaiceof these matters, we have filed claims with Armed Services Board of Contt
Appeals ("ASBCA") or the U.S. Court of Federal @iai ("COFC"). We also have matters related to ongditigation or investigatior
involving U.S. government contracts. We anticipbitting additional labor, vendor resolution andddtion costs as we resolve the @
matters. At this time, we cannot determine thertgror net amounts to be collected or paid to ctngehese contracts.
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Form 1s

The government has issued Form 1s questioning jectity to costs we billed to them. We believe #mounts we have invoiced
customer is in compliance with our contract terhmyever, we continue to evaluate our ability tookesr these amounts from our custome
new information becomes known. A summary of oumfrds received and amounts associated with our Bsris as follows:

June 30, December 31,
Millions of dollars 2014 2013
Form 1s issued by the government and outstandjng (a $ 26€ % 274
Amounts withheld by government (included in therRdrs amount above) (b) 137 137
Amounts withheld from subcontractors by us 51 50
Claims loss accruals (c) 61 74

(&) Included in the amounts shown is $56 millretated to our Private Security matter discussddvbén which KBR was granted fi
recovery of the amounts claimed.

(b) Recorded in "claims and accounts receivable" oncondensed consolidated balance sheets. We bdfiese amounts are probabl
collection.

(c) Recorded as a reduction to "claims and accountsvatle” and in "other liabilities" on our condedsensolidated balance sheets

this time, we believe the likelihood we would ineuloss related to this matter in excess of the émsruals we have recorded is remote

Summarized below are some of the details assoagthdndividual Form 1s as part of the total expéd above.

Private Security.Starting in February 2007, we received a serief@im 1s from the Defense Contract Audit Agency (A2C)
informing us of the government's intent to denyntairsement to us under the LogCAP IlI contractdorounts related to the use of pri
security contractors ("PSCs") by KBR and a subamttr in connection with its work for KBR providindjning facility services in Ire
between 2003 and 2006. The government challengédriion in billings. The government had previogglaid $11 millionand has withhe
payments of $45 million , which as of June 30, 20% have recorded due from the government rekatdlis matter in “claims and accot
receivable" on our condensed consolidated balameets.

On June 16, 2014, we received a decision from t8B@A which agreed with the KBR's position that ttegCAP Ill contract did ne
prohibit the use of PSCs to provide force protectim KBR or subcontractor personnel, that there svaged for force protection and that
costs were reasonable. The ASBCA also found tleatimy breached its obligation to provide forcetpotion. Accordingly, we believe tt
we are entitled to reimbursement by the Army fa #mounts charged by our subcontractors, evermyf ithcurred costs for PSCs. The Al
has 120 days to appeal. We believe the likelihbad we will incur a loss related to this matteramote, and therefore we have not accrues
loss provisions related to this matter.

Containers.In June 2005, the DCAA questioned billings on castsociated with providing containerized housing doldiers an
supporting civilian personnel in Irag. The DeferGentract Management Agency ("DCMA") recommended freyment for the billings |
withheld pending receipt of additional explanatmmdocumentation to support the subcontract cdsts.Form 1 was issued for $51 milliom
billings. Of this amount, the government had prasig paid $25 million and has withheld payment$2& million , which as of June 30, 2014
we have recorded in "claims and accounts receiVabl®ur condensed consolidated balance sheets.

Included in "other liabilities" on our condensedhsolidated balance sheets is $46 millafnpayments withheld from subcontract
related to pay-when-paid contractual terms. Of #nsount, $15 millionis due from the government and recorded in "claimd accoun
receivable" on our condensed consolidated balameets. At this time, we believe that the likelihae would incur a loss related to this me
in excess of the amounts we have withheld from entractors and the loss accruals we have recosdemiriote.

There are three related actions stemming from t@MB's action to disallow and withhold funds. Firgt, April 2008 we filed
counterclaim in arbitration against our LogCAP slibcontractor, First Kuwaiti Trading Company, teaeer the amounts we paid to
subcontractor for containerized housing if we stidase the contract dispute with the government tive allowability of the container clain
Second, during the first quarter of 2011 we filedomplaint before the ASBCA to contest the Formafid to recover the amounts witht
from us by the government. At the request of theegoment, that complaint
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was dismissed without prejudice in January 201thabthe government could pursue its False ClaittssAit described below. We are fre:
refile the complaint in the future. Third, this matte also the subject of a separate claim filedHgyDepartment of Justice ("DOJ") for alle
violation of the False Claims Act as discussedherrbelow under the heading “Investigations, Qun¥and Litigation.”

Tamimi .

Tamimi - Form 1. In 2006, the DCAA questioned the price reasomadse of billed costs related to dining facilities Irag. We
responded to the DCMA that we believe our costsr@asonable. The prices obtained for these serwees from our subcontractor Tami
The Form 1 was issued for $68 million in billing$e government had previously paid $25 million &Aad withheld payments of $43 million .

At June 30, 2014 , we have recorded $43 mildoe from the government related to these matteksl@ims and accounts receivable'
our condensed consolidated balance sheets andedcowr estimate related to any probable loss ihelotiabilities” on our condens
consolidated balance sheets. At this time, we belibe likelihood we would incur a loss relatedtis matter in excess of the loss accrual
have recorded is remote.

In April 2012, the U.S. COFC ruled that KBR's nagtatd price for certain dining facility services svaot reasonable and that we v
entitled to only $12 million of the amounts withtiétom us by the government plus any applicablerggt ( $2 millior). In addition, while thi
matter was before the court the U.S. governmentheit! an additional $1 million . As a result ofsthuling, we recognized a ptax charge ¢
$28 million as a reduction to revenues. We appealed the U.ECQ@ling and in September 2013, a three judge Ipzfnihe Federal CircL
Court of Appeals issued its opinion upholding théng. In June 2014, we filed a joint petition foertiorari with the U.S. Supreme Court
this litigation and in a related case involving #res subcontractor. One amicus brief has been ifileipport of KBR's legal arguments.

Tamimi - DOJ. In March 2011, the DOJ filed a counterclaim ia th.S. COFC alleging KBR employees accepted bffitees Tamimi ir
exchange for awarding a master agreement for difisicifities services to Tamimi. The April 2012 mdj on the Tamimi matter discussed at
dismissed the DOJ claims as lacking merit. On appleaDOJ's efforts to overturn the trial coutimg have been denied.

Fly America. In 2007, the DCAA questioned costs related to amgliance with the provisions of the Fly AmericatASubject t
certain exceptions, the Fly America Act requireddtal employees and others performing U.S. goventiireanced contracts to travel by U
flag air carriers. There were times when we trarnsglopersonnel in connection with our servicestfier U.S. military where we may not hi
been in compliance with the Fly America Act andiftterpretations through the Federal AcquisitiorgiRations ("FAR") and the Comptrol
General. In October 2011, at the request of the BCMe submitted an estimate of the impact of our-compliance with the Fly America 2
for 2003 and 2004. In May 2014, the Contractingi¢@ff rendered a Contracting Officer Final Deterrtiora (“COFD”) disallowing$3 million
in billings. We have entered into negotiations ahthis time, we believe the likelihood we wouldun a loss related to this matter in exce:
the loss accruals we have recorded is remote.

H-29. In the first quarter of 2011, we received a Fornfrdm the DCAA disapproving certain transportatioosts associated w
replacing employees who were deployed in Iraq afghanistan for less than 179 days . The Form lissaged for $27 millionn billings, all
of which had been previously paid by the governmiBot payments have been withheld by the governdoerthis matter. The DCAA clain
these replacement costs violate the terms of thrggCIA® Il contract which expressly disallow certaiosts associated with the contra
rotation of employees who have deployed less ti¥éhdhysincluding costs for transportation, lodging, mealsentation and various forms
per diem allowances. We disagreed with the DCA#terpretation and application of the contractte as it was applied to circumstar
outside of our control including war risks, sicksgedeath, termination for cause or resignationthatisuch costs should be allowable. We
a declaratory judgment to have the clause integdrbefore the COFC. On July 9, 2014, we reacheeeagent with the Army on the mattel
an interpretation of the clause that essentiallyfioms KBR's interpretation and rejects that of I@AA. At June 30, 2014 we have accrut
our estimate of the potentially n@empliant cost incurred recorded in "other lial@kt' on our condensed consolidated balance shietsis
time, we do not believe we face a risk of mateldab from any disallowance of these costs in exoédke loss accruals we have recor
There is a parallel qui tam further described utidercaption "Chillcott qui tam" below.

CONCAP Il . From February 2009 through September 2010, weived Form 1s from the DCAA disapproving billed tsoselated t
work performed under our CONCAP Il contract witihetU.S. Navy to provide emergency construction isesvprimarily to governme
facilities damaged by Hurricanes Katrina and Wilfhe Form 1 was issued for $25 milliam billings. The government had previously
$15 million and has withheld payments of $10 millio
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As of June 30, 2014 , we have recorded $10 millioa from the government related to these mattetsléims and accounts receivat
on our condensed consolidated balance sheets. Asnef 30, 2014 we have accrued our estimate of probable losde@lto an unfavoral
settlement of this matter recorded in "other lidie$" on our condensed consolidated balance sh&ethis time, we believe that the likelihc
we would incur a loss related to this matter inessscof the amounts we have accrued is remote.

In February 2012, the Contracting Officer rendeme@OFD disallowing $15 millionf direct costs. We filed an appeal with the ASE
in June 2012. We believe we undertook adequateeasbnable steps to ensure that proper biddingegues were followed and the amol
billed to the government were reasonable and neipilation of the FAR.

Other. The government has issued Form 1s for other magigestioning $39 milliorof billed costs. For these matters, the govern
previously paid $26 million and has withheld paymeh$13 million, which we have recorded in "claims and accounteivable” on ot
condensed consolidated balance sheets. We haveedcour estimate of probable loss in "other li¢ib#i' on our condensed consolide
balance sheets. At this time, we believe thatiltedihood we would incur a loss related to this t@ain excess of the amounts we have acc
is remote.

We have other matters in dispute with the goverriméher in the COFC or before the ASBCA. Theséntsarepresent $12 milliom
claimed costs primarily associated with the piissugh of subcontractor claims associated witbranination for convenience in Irag. We h
accrued $2 million as our estimate of probable inssther liabilities" on our condensed consolathbalance sheets.

Audits

In addition to reviews being performed by the W8vernment through the Form 1 process, the negutisadministration and settlem
of our contracts, consisting primarily of DoD cats, are subject to audit by the DCAA, which servean advisory role to the DCMA. T
DCMA is responsible for the administration of owntracts. The scope of these audits include, artmgy things, the allowability, allocabil
and reasonableness of incurred costs, provisigrabaal of annual billing rates, approval of annoe¢rhead rates, compliance with the F
and Cost Accounting Standards (“CASEpmpliance with certain unique contract clauses aumits of certain aspects of our internal coi
systems. We attempt to resolve all issues idedtifieaudit reports by working directly with the D@Aand the Administrative Contracti
Officers ("ACOs").

As a result of these audits, there are risks thaatwve have billed as recoverable costs may besssdeby the government to
unallowable. We believe our billings are in comptia with our contract terms. In some cases, we moayeach agreement with the DCAA
the ACOs regarding potentially unallowable costdclvimay result in our filing of claims in variouswrts such as the ASBCA or the L
COFC. We have accrued our estimate of potentiafigllawable costs using a combination of specifiinestes and our settlement r
experience with the government. As of June 30, 20&é have accrued $51 millias our estimate of probable loss as a reductidoléms
and accounts receivable” and in "other liabilities' our condensed consolidated balance sheetse Huesued amounts are associated
years for which we have or do not have audit repdte have received audit reports for 2004 thr@2@@v and 2009. We have not yet rece
completed audit reports for 2008 or 2010 through22Additionally, we have not reached an agreemsétit the government on definiti
incurred cost rates after 2003 except for 2007.

We only include amounts in revenues related toudesp and potentially unallowable costs when we rddtee it is probable that su
costs will result in the collection of revenues. @émerally do not recognize additional revenuesligputed or potentially unallowable costs
which revenues has been previously reduced untileaeh agreement with the DCAA and/or the ACOs ¢hah costs are allowable.

In addition to audits of our incurred costs, thegyoment also reviews our compliance with the easbunting standards ("CAS") ¢
the adequacy and compliance of our CAS disclostateraents. We are working with the government golke several outstanding alle
CAS non-compliance issues.

Investigations, Qui Tams and Litigation
The following matters relate to ongoing litigationinvestigations involving U.S. government contsac
First Kuwaiti Trading Company arbitration.In April 2008, First Kuwaiti Trading Company ("FKT®r "First Kuwaiti"), one of ot
LogCAP Il subcontractors, filed for arbitration tivithe American Arbitration Association of all itdaims under various LogCAP
subcontracts. First Kuwaiti sought damages in theunt of $134 million. After completing hearings on all of FKTC's clainas arbitratio

panel awarded $17 million to FKTC for claims invioly damages on lost or unreturned vehicles.
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In addition, we have determined that we owe FKTO &8llion in connection with fiveother subcontracts. We have an agreement with f
that no damages will be paid until our countercl@éndecided, but FKTC has now filed a motion witle &rbitration panel to compel KBR
pay all amounts outstanding. We are contesting itigion and a hearing has been set for Septemb201. We believe any dama
ultimately awarded to First Kuwaiti will be billablunder the LogCAP Il contract. Accordingly, wevhaaccrued amounts in "accot
payable" and "other current liabilities" on our densed consolidated balance sheets and relatech#gsnnoticlaims and accounts receivable
our condensed consolidated balance sheets fomtloergs awarded to First Kuwaiti pursuant to thenteof the contract. At this time, we
not believe we face a risk of material loss in esocef the accruals we have recorded. We also hawarsterclaim still pending for any funds
should have to return or refund to the governmetihhé container litigation discussed above.

Electrocution litigation. During 2008, a lawsuit was filed against KBR intghurgh, PA, in the Allegheny County Common Pleasirt
alleging that the Company was responsible for actatal incident which resulted in the death ofadier. This incident occurred at
Radwaniyah Palace Complex near Baghdad, Iraqg. dlléged in the suit that the electrocution incideras caused by improper electr
maintenance or other electrical work. KBR deniest ks conduct was the cause of the event and sldegal responsibility. Plaintiffs &
claiming unspecified damages for personal injupatti and loss of consortium by the parents. On8\2012, the Court granted our moti
to dismiss, concluding that the case is barredhieyRolitical Question Doctrine and preempted byGloenbatant Activities Exception to
Federal Tort Claims Act. The plaintiffs appealedthie Third Circuit Court of Appeals. In August 2Q01Be Third Circuit Court of Appes
issued an opinion reversing the trial court's désal and remanding for further discovery and legliihgs. KBR filed its motion for reheari
en banc, which was denied, and we have filed aficapipn for writ of certiorari to the U.S. Suprer®urt. Four amicus briefs have been 1
in support of KBR's legal arguments. On June 1842¢the U.S. Supreme Court issued an order invitiegSolicitor General to file briefs in 1
electrocution litigation, expressing the views loé tUnited States as to KBR's pending applicatiensafit of certiorari. We anticipate the
briefs will not be filed until the fourth quartef 8014. At this time, we believe the likelihood wuld incur a loss related to this matte
remote. As of June 30, 2014 , no amounts have heemned.

Burn Pit litigation. From November 2008 through March 2013, KBR was esgtrwith over 50lawsuits in various states alleg
exposure to toxic materials resulting from the agien of burn pits in Iraq or Afghanistan in contiec with services provided by KBR unt
the LogCAP Il contract. Each lawsuit has multiplamed plaintiffs and seeks class certification. Tavesuits primarily allege negligen
willful and wanton conduct, battery, intentionalffliction of emotional harm, personal injury andlfae to warn of dangerous and tc
exposures which has resulted in alleged illnessesdntractors and soldiers living and working lie bases where the pits were operated
plaintiffs are claiming unspecified damages. Alltbé pending cases were removed to Federal Codrhame been consolidated for multi-
district litigation treatment before the U.S. Faddistrict Court in Baltimore, Maryland.

In February 2013, the Court dismissed the casensg&BR, accepting all of KBR's defense claims uidlthg the Political Questic
Doctrine; the Combatant Activities Exception to tederal Tort Claims Act; and Derivative Soverdigmmunity. The plaintiffs appealed to 1
Fourth Circuit Court of Appeals on March 27, 2008 March 6, 2014, the Fourth Circuit Court vacates order of dismissal and reman
this multidistrict litigation for further action, including euling on state tort law and its impact upon tl@otitractor on the Battlefiel
defenses. KBR has filed a petition for certioraiihathe U.S. Supreme Court. Three amicus briefeHasen filed in support of KBR's le
arguments. On June 16, 2014, the U.S. Supreme @Gmued an order inviting the Solicitor Generalfite briefs in the burn pit litigatio
expressing the views of the United States as to 'KBBnding applications for writ of certiorari. Vieticipate these briefs will not be filed u
the fourth quarter of 2014. At this time we beliglie likelihood that we would incur a loss relatedhis matter is remote. As of June 30, 2014
no amounts have been accrued.

Sodium Dichromate litigation From December 2008 through September 2009, dases were filed in various Federal District Cc
against KBR by national guardsmen and other mylifm@rsonnel alleging exposure to sodium dichronaatihe Qarmat Ali Water Treatmi
Plant in Iraq in 2003. The majority of the caseseme-filed and consolidated into tweases, with one pending in the U.S. District Céarrthe
Southern District of Texas and one pending in th®. District Court for the District of Oregon. Angle plaintiff case was filed on Noveml|
30, 2012 in the District of Oregon Eugene Divisi@ullectively, the suits represent approximately) individual plaintiffs all of which ar
current and former national guardsmen or Britisklisos who claim they were exposed to sodium distate while providing security servic
or escorting KBR employees who were working at water treatment plant, claim that the defendanesakor should have known that
potentially toxic substance existed and posed dtthbazard, and claim that the defendants negligdatled to protect the plaintiffs fro
exposure. The plaintiffs are claiming unspecifaamages. The U.S. Army Corps of Engineers (“USACESs contractually obligated
provide a benign site free of war and environmengalards before KBR's commencement of work onitee $BR notified the USACE withi
two days after discovering the potential sodiumhdimate issue and took effective measures to reateethie site. Services provided by K
to the USACE were under the direction and contfdhe military and therefore, KBR believes it halequate defenses to these claims.
also has asserted the Political Question Doctnimteadher government contractor defenses.
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Additionally, studies by the U.S. government antless on the effects of exposure to the sodium diolate contamination at the we
treatment plant have found no long term harm tcsthidiers.

Texas Proceeding®©n August 16, 2012, the court in the case pendirthe U.S. District Court for the Southern DistiiétTexas Cou
denied KBR's motion to dismiss plaintiffs' clain@n August 29, 2012, the court certified its ordarimmediate appeal under 28 U.S.C. § 12¢
(b) to the U.S. Court of Appeals for the Fifth Qiitc and stayed proceedings in the District Coeriging the appeal. On November 28, 2
the Fifth Circuit granted KBR permission to app&ah November 7, 2013, a three judge panel of thertGeturned the case to the trial cc
holding the interlocutory appeal was improperlyrgea. We sought review by the entire court on dipimion which was denied. We have as
the trial court to stay the trial while we seekiesv by the U.S. Supreme Court. KBR has filed atjmetifor certiorari with the U.S. Supre
Court. At this time we believe the likelihood thve¢ would incur a loss related to this matter isotanAs of June 30, 201410 amounts ha
been accrued.

Oregon ProceedingOn November 2, 2012 in the Oregon case, a junhénW.S. District Court for the District of Oregossued
verdict in favor of the plaintiffs on their claimand awarded them approximately $10 million in ataamages and $#&illion in punitive
damages. We filed poserdict motions asking the court to overrule thediet or order a new trial. On April 26, 2013, theurt ruled fo
plaintiffs on all issues except one, reducing thtaltdamages to $81 million which consists of $@liom in actual damages and $75 million
punitive damages. Trials for the remaining plafatih Oregon will not take place until the appedlgrrocess is concluded. The court issu
final judgment on May 10, 2013, which was consisteith the previous ruling. KBR appealed the rulirgriefing is complete and o
arguments have not yet been scheduled by the obdditionally, five amicus curiae briefs have been filed in suppordwfarguments. O
basis for appeal include the trial court's denfalhe Political Question Doctrine, the Combat Aittes Exception in the Federal Tort Clai
Act, a lack of personal jurisdiction over KBR in€gon and numerous other legal issues stemmingtfieroourt's rulings before and during
trial. We have already filed proceedings to enfavoe rights to reimbursement and payment pursuaiité FAR under the Restore Iraqi
contract ("RIO contract") with the USACE as refared below.

In the U.S. Court of Appeals for the Ninth Circuite have also filed a motion for summary reverdahe court's decision on persa
jurisdiction due to a recently issued Supreme Cdadision which supports our position that the @regourt did not have jurisdiction in 1
case because KBR did not have contact with the.stdte U.S. Court of Appeals for the Ninth Circaés consolidated the motion with
pending appeal.

At this time we believe the likelihood that we willtimately incur a loss related to this matterésote. As of June 30, 2014nc
amounts have been accrued.

COFC Claims.During the period of time since the first litigatiavas filed against us, we have incurred legal refecosts that v
believe are reimbursable under the related govemhiwentract. We have billed for these costs aretifitlaims to recover the associated ¢
incurred to date. In late 2012 and early 2013, el Suits against the U.S. government in the @SFC for denying indemnity in the sodi
dichromate cases, for reimbursement of legal feesuant to our contract with the government andfeach of contract by the governmen
failure to provide a benign site as required by camtract. The RIO contract required KBR persortnebegin work in Iraq as soon as
invasion began in March 2003. Due to KBR's inapilit procure adequate insurance coverage for tbik whe Secretary of the Army appro
the inclusion of an indemnification provision iretRIO Contract pursuant to Public Law 85-804.

On March 7, 2014, the COFC issued a ruling on theegiment's motion dismissing KBR's claims on pdocal grounds. The decisi
did not prohibit us from resubmitting the claimghe contracting officer which we did. On April 2014, we submitted a supplemental cert
claim to the RIO contracting officer for an additad $7 millionin legal fees incurred in defending the sodium dichate cases. On June
2014, we filed an appeal to the ASBCA due to thetreating officer's failure to issue a final deoision these claims totaling approxima
$30 million .

Qui Tams. Of the active qui tams for which we are aware, gogernment has joined one of them (see DOJ FCA tmnp- Iraqg
Subcontractor below). We believe the likelihoodttva would incur a loss in the qui tams the govezntrhas not joined is remote and a
June 30, 2014 no amounts have been accrued. Costs incurredf@nding the qui tams cannot be billed to the gowemt until those matte
are successfully resolved in our favor. If sucagsfesolved, we can bill 80% of the costs to fevernment under the controlling provisi
of the FAR. As of June 30, 2014 , we have incu3&d million in legal costs to date in defendingsaives in qui tams.

Barko qui tamRelator Harry Barko was a KBR subcontracts adnitist in Iraq for a year in 2004/2005. He filedd tam lawsuit il
June 2005 in the U.S. District Court for the Didtiof Columbia, alleging violations of the Falseai@is Act by KBR and KBR subcontract
Daoud & Partners and Eamar Combined for Generaliigaand Contracting. The claim was unsealed incklaf 2009. Barko alleges tl
KBR fraudulently charged the government for thecpase of laundry facilities
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from Daoud, that KBR paid Daoud for the construttimf a substandard man-camp, that Daoud dobilied KBR for labor, that KBI
improperly awarded wellirilling subcontracts to Daoud, and that Daoud gedrexcessive prices for these services and didatfactoril
complete them. Barko also alleges fraudulent ctsagising out of Eamar’s well-drilling services.

The DOJ investigated Barko'allegations and elected not to intervene. KB&dfih Motion to Dismiss alleging that the complaira:
legally insufficient to state a case under the &&lkims Act and this motion was denied. KBR filesdAnswer to the First Amended Compl:
and a Motion for Summary judgment. On February®,4 Barko filed a Motion to Compel production efyleged investigative files, whic
KBR opposed. On March 6, 2014, in an unprecedeotgdion, the Court granted the motion and orderd&2RkKto produce the recort
thereafter also denying KBR'motions to stay the order and for interlocutqupeal. On March 12, 2014, KBR filed its Petitiom fdandamu
with the D.C. Circuit Court, seeking an order resieg the trial cours order of production. On the same day the CirCoitirt issued a st
order and requested briefing. An amicus brief wigsl fin support of KBRS legal arguments and the briefing process was Istetpbin Apri
2014. A hearing on the mandamus was argued on Ma2914 and on June 27, 2014, the Circuit CourttgchiKBR's Petition for Mandam
and vacated the trial court's order of productBarko has indicated that he will appeal the mandamling. All other scheduled activi
including a ruling on KBRS Motion for Summary Judgment, has been stayedipgride outcome of the mandamus appeal. We betigs
likelihood that we will incur a loss related toghhatter is remote, and therefore as of June 314 2@ have not accrued any loss provis
related to this matter.

Chillcott qui tam.On November 21, 2011, KBR was advised of the pauisealing of a qui tam suit brought by a formeBR
employee, Karen Chillcott, in the U.S. District Gbfor the Central District of Illinois, Rock IsldnDivision, alleging that KBR committ:
fraud in billing the government for unallowable nildation and demobilization costs for LogCAP lihé IV personnel. Chillcott alleges t!
these costs are unallowable under Clause H-29eof tigCAP 11l Contract and Clause H-26 of the LogCAfPContract (the “Tour of Duty”
clauses). The government declined to intervenehis s$uit. Although this matter is in the early gtagwe have been addressing is
surrounding the H-29 clause for several years. W/ral believe the complaint raises new factualéssWe believe that this case is defensible

The case was patrtially unsealed on September 1@. 20he DOJ investigated Chillcattallegations and declined to intervene. On
28, 2013, KBR filed a Motion to Dismiss which wasnied on October 25, 2013. On February 20, 201Cihurt entered a scheduling ol
and discovery has begun in this case. Dispositigéans are to be filed by March 1, 2015, and, i€essary, trial will begin on July 21, 20
Also, on June 10, 2014, KBR notified Chillcott dietinterpretation agreement with the Army as dbsdriin more detail above in the 28
Form 1 discussion. We believe the likelihood thetwill incur a loss related to this matter is reey@tnd therefore as of June 30, 20ithawv
not accrued any loss provisions related to thigenat

DOJ False Claims Act complaint - Containertn November 2012, the DOJ filed a complaint in th&. District Court for the Cent
District of lllinois in Rock Island, IL, related tour settlement of delay claims by our subcontradt&TC, in connection with FKTC's provisi
of living trailers for the bed down mission in Iréag20032004. The DOJ alleges that KBR knew that FKTC hashstted inflated costs; tt
KBR did not verify the costs; that FKTC had contwadly assumed the risk for the costs which KBRmsitted to the government; that Kl
concealed information about FKTC's costs from theegnment; that KBR claimed that an adequate @iadysis had been done when in
one had not been done; and that KBR submitted fdédms for reimbursement to the government in eation with FKTC's services duri
the bed down mission. Our contractual dispute with Army over this settlement has been ongoinges@05. We believe these sums v
properly billed under our contract with the Armydaare not prohibited under the LogCAP Il contraée strongly contend that no fraud \
committed. On May 6, 2013, KBR filed a motion temiss. In March 2014 the motion to dismiss waseténWe filed our answer on May
2014 and on May 23, 2014 the government filed aidfoto Strike certain affirmative defenses. We @watesting that motion and proceec
with discovery. At this time, we believe the likatiod that we would incur a loss related to thisteras remote. As of June 30, 2014c¢
amounts have been accrued.

DOJ False Claims Act complaint - Iraq Subcontractain January 2014, the DOJ filed a complaint in th&.WDistrict Court for th
Central District of lllinois in Rock Island, IL, ainst KBR and two former KBR subcontractors allegtihat three former KBR employees w
offered and accepted kickbacks from these subatintsmin exchange for favorable treatment in tharavand performance of subcontraci
be awarded during the course of KBR's performarfitheoLogCAP lll contract in Irag. The complaintegjes that as a result of the kickba
we submitted invoices with inflated or unjustifisdbcontract prices, resulting in alleged violatiaristhe False Claims Act and the Anti-
Kickback Act. While the suit is new, the DOJ's istigation dates back to 2004. We selported most of the violations and tendered csea
the government as appropriate. On April 22, 2014 fied our answer and on May 13, 2014 the govenirfiled a Motion to Strike certa
affirmative defenses. We are contesting this motiss of June 30, 2014we have accrued our best estimate of probabke rielated to ¢
unfavorable settlement of this matter recordedoithér liabilities" on our condensed consolidatethbee sheets. At this time, we believe
likelihood that we would incur a loss related tstimatter in excess of the amounts we have acésuetinote.
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Other Matters

Claims. We have filed claims with the government relatech&yments not yet received for costs incurred umdeious governme
contracts. Included in our condensed consolidatdanioe sheets are claims for costs incurred uralgsus government contracts totalifp4¢
million at June 30, 2014These claims relate to disputed costs and/oractstwhere our costs have exceeded the govermfiended value ¢
the task order. We have $123 million of claims ity from deebligated funding on certain task orders that walse subject to Form
relating to certain DCAA audit issues discussedvaboWe believe such disputed costs will be regblire our favor at which time tl
government will be required to obligate funds frappropriations for the year in which resolution ursc These claims are recorded in "cle
and accounts receivable" on our condensed congadidzalance sheets. Of the remaining claims balafic$125 million , $117 millioris
recorded in "claims and accounts receivable" ardd¢maining is recorded in "CIE" on our condensemssolidated balance sheets. The cli
recorded in CIE represent costs for which incre@lefuinding is pending in the normal course of basg The claims outstandingJamne 3(
2014 are considered to be probable of collectiahteave been previously recognized as revenues.

Note 12. Other Commitments, Contingencies and Dispes

Litigation and regulatory matters related to the @pany’s restatement of its 2013 annual financiabgtments

After the Company announced it would be restatin@013 annual financial statements, three comglawere filed in the federal distr
court for the Southern District of Texas seekingsslaction status on behalf of our shareholdersalieging damages on their behalf ari:
from the matters that led to the restatement. TWdhose complaints were voluntarily dismissed bg fhaintiffs. The defendants in 1
remaining caseéKohut v. KBR, Inc et glare the Company, our former chief executive effiand our current and former chief financial adfi
The complaint alleges violations of Sections 1&b)l 20(a) of the Securities Exchange Act of 193y out of the restatement of our 2
annual financial statements and seeks undisclosetages. Four parties, including the plaintiff ire tohut lawsuit, have moved to
appointed as lead plaintiff. The court has not aped a lead plaintiff, and we have not yet answeareotherwise responded to the compl.
As this matter is at a very early stage, we areablst at this time to determine the likelihoodadd, if any, arising from this matter.

In addition, a shareholder derivative complaBuforin v. Blount et aJ has been filed in the federal district courttfoe Southern Distri
of Texas on behalf of the Company naming certaimecui and former members of the Company's boardirettors as defendants and
Company as a nominal defendant. The complaint @dlé¢bat the named directors breached their fidpdaties by permitting the Compar
internal controls to be inadequate. We have novared or otherwise responded to the complaint.Mssrhatter is at a very early stage, we
not able at this time to determine the likelihoddioss, if any, arising from this matter.

We have also received requests for information ftbenSecurities Exchange Commission regarding ébtatement of our 2013 ann
financial statements. We have been and intendritiraee providing our full cooperation with the Corission.

Foreign Corrupt Practices Act (“FCPA”") Investigatios

In February 2009, KBR LLC, entered a guilty pleavtolations of the FCPA in the United States DittiCourt, Southern District
Texas, Houston Division, related to the Bonny Idlamvestigation. The plea agreement reached wighX®J resolved all criminal charge:
the DOJ5 investigation and called for the payment of enaral penalty. In addition, we settled a civil erfement action by the U.S. Securi
and Exchange Commission. We also agreed to a pefipdobation for a thregear period that ended on February 17, 2012, aftech the
monitor certified that KBR’s current anterruption compliance program has been appropyiatebigned and implemented to ensure ft
compliance with the FCPA and other applicable aatiruption laws.

In February 2011, M.W. Kellogg Limited (“MWKL") redned a settlement with the U.K. Serious Fraud ©ftfSFO”)in which the SF(
accepted that MWKL was not party to any unlawfuhdoct and assessed a civil penalty. The settleteemts included a full release of
claims against MWKL, its current and former parenmpanies, subsidiaries and other related pantiglsiding their respective current
former officers, directors and employees with respe the Bonny Island project.

On March 18, 2013, we received a letter from thec&h Development Bank Group ("ADBG") stating thag in the process of open
a formal investigation into corruption related teetBonny Island project discussed above. We hateresh into a Negotiated Resolut
Agreement with the ADBG that includes a financiahplty equivalent to approximately $6.6 millionwefiich $0.3 millionhas been paid a
the remainder is in progress, having been delayeitiag approval from the National Bank of Ethiopi@e have also agreed to a thrgea
debarment from ADBG-sponsored contracts of threetime Madeira, Portugdlased companies that KBR and its three joint venpartner
used to participate in the Bonny Island project.
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PEMEX and PEP Arbitration

In 1997 and 1998, we entered into thceatracts with PEP, the project owner, to buildsbéfre platforms, pipelines and related struc
in the Bay of Campeche, offshore Mexico. PEP is pfPEMEX, the national oil company of Mexico. Ttigee contracts were known as E
1, EPC 22 and EPC 28. All three projects encoudtsignificant schedule delays and increased caststa problems with design work, |
delivery and defects in equipment, increases ipas@nd other changes. During 2008, we were suedeasditigating and collecting on val
international arbitration awards against PEP orBRE 22 and EPC 28 projects.

EPC1

U.S. Proceeding$?EP took possession of the offshore facilities BCEL in March 2004 after having achieved oil prdiuncbut prior tc
our completion of our scope of work pursuant to ¢batract. As a result of the ensuing dispute, il ffor arbitration with the Internatior
Chamber of Commerce ("ICC") in 2004 claiming reagvef damages of approximately $323 millitor the EPC 1 project. PEP subseque
filed counterclaims totaling $157 million . In Denber 2009, the ICC ruled in our favor, and we wenarded a total of approximatehs5]
million including legal and administrative recovdaes as well as interest. PEP was awarded appatedyn$6 millionon counterclaims, pli
interest on a portion of that sum. In connectiothvhis award, we recognized a gain of $117 millet of tax in 2009.

Our collection efforts have been ongoing and havelved multiple actions. On November 2, 2010, eeeived a judgment in our fa
in the U.S. District Court for the Southern Distrad New York to recognize the award in the U.Sapproximately $356 millioplus Mexical
value added tax and interest thereon until paid® Rittiated an appeal to the U.S. Court of Appdaisthe Second Circuit. On February
2012, the Second Circuit issued an order remantii@gase to the District Court to consider if tieeigdion of the Collegiate Court in Mexi
described below, would have affected the trial teuuling. The District Court Judge held a thresy dhearing on April 1012, 2013 to he;
evidence about the Collegiate Court decision, whithulled the arbitration award and about whetreehave a full and fair remedy in Mexico.

On August 27, 2013, the District Court entered edepstating it would confirm the award even thoiigihad been annulled in Mexi
On September 25, 2013, the District Court entehedsigned final judgment of $465 millido be recovered, which includes the orig
confirmation of the arbitration award and approxieia$106 millionfor performance bonds discussed below, plus intefé® judgment als
requires that each party pay value added tax oratheunts each has been ordered to pay. PEP fitediee of appeal to the U.S. Courl
Appeals for the Second Circuit on October 16, 2848 posted cash for the judgment pending appealcéke is now on appeal before the
Court of Appeals. Briefing is now closed and we anaiting scheduling of oral argument.

Mexico Proceeding$?EP's attempt to nullify the award in Mexico wagcted by the Mexican trial court in June 2010. Rih filed a
“amparo” action on the basis that its constitutional righ#sl been violated and this action was denied byMégican court in October 20
PEP subsequently appealed the adverse decisionthitCollegiate Court in Mexico on the grounds tin&t arbitration tribunal did not he
jurisdiction and that the award violated the puldider of Mexico. Although these arguments weresg@néed in the initial nullification al
amparo action, and were rejected in both caseSeptember 2011, the Collegiate Court ruled that, RfyPadministratively rescinding t
contract in 2004, deprived the arbitration paneljwfsdiction thereby nullifying the arbitration and. The Collegiate Court's decisior
contrary to the ruling received from the ICC asIvad the other Mexican courts which have denied'®Etpeated attempts to nullify
arbitration award. We also believe the Collegiatei€s decision is contrary to Mexican law goveghaontract arbitration. However, we do
expect the Collegiate Court's decision to affeatathility to ultimately collect the ICC arbitraticaward in the U.S. due to the posting of «
for the judgment pending appeal and significanétsssf PEP in the U.S.

Luxembourg Collection Proceedings.2013, we petitioned the Luxembourg court to éssuo seizure orders on the assets of PEI
PEMEX that have been served on a number of barkéimancial institutions in that country, as weibeé these institutions may have PEP
PEMEX assets that are subject to seizure whichddoellused to satisfy our award. However, under mbaurg procedure, we will not find ¢
the value of the seized assets until the proceadinglidated. The first seizure order is for theviNYork award confirmation; the second sei.
order is for the performance bonds payment discubséow. PEP and PEMEX contested the first seipuder and the matter was hearc
May 27, 2013 where their petition to lift the saizwrder was denied. PEP and PEMEX filed an appedl on December 18, 2013,
Luxembourg Court of Appeals stated it was diss@\time first seizure order against both PEP and PEMHis decision is being appealec
the Luxembourg Supreme Court.

Concurrent with our filing of the seizure order, filed an action in Luxembourg seeking to enfottee KCC award. In
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March 2013, we received an order from the Luxembagurt recognizing the award. On June 25, 2013/IEX and PEP filed an appt
challenging the enforcement order. We are awagttgeduling of the hearing on the appeal. We cabagin the validation proceeding until
appeal is concluded.

North American Free Trade Agreement ("NAFTA") Gdlten ProceedingsWe filed arbitration under NAFTA against Mexico i
asserted a claim to have our award paid. The ganage selected the arbitrators, a chairman hastmeed and the first procedural order
been entered.

We will continue to pursue our remedies in the ULSixembourg and other jurisdictions where we daiee have assets which car
used to pay the award.

Performance Bonds

In connection with the EPC 1 project, we had appnaxely $80 millionin outstanding performance bonds furnished to PBEBmwth
project was awarded. The bonds were written by a@idéd@ bond company and backed by a U.S. insuraoogany which is indemnified |
KBR. As a result of the ICC arbitration award ind@eber 2009, the panel determined that KBR hadpedd on the project, and we beli
recovery on the bonds by PEP was precluded by @@ Award. PEP filed an action in Mexico in Junel@(gainst the Mexican ba
company to collect the bonds even though the atimtr award determined the limited amounts to bd faPEP on their counterclaims :
offset those claims against the award in favor BRK

On June 17, 2013, after multiple proceedings imowsr Mexican courts and following a demand for papmwe paid $108 millioio the
Mexican bond company. The $108 million consistshe# $80 million in outstanding bonds, plus $26 imillin related interest and ott
expenses and $2 million in legal and banking fees.

On June 21, 2013, we filed a supplemental writ irxdmbourg to cover the amounts paid to the bondorgpany on the performar
bonds. That writ was granted and served on Luxemgpbbanks. PEP and PEMEX have refused service iretnlourg and we are currer
serving that writ on PEP and PEMEX. Since the degiby the Luxembourg Court of Appeals dissolved finst writ as to PEMEX, we ha
lifted the second writ as to PEMEX. The second veihains in effect as to PEP.

On September 25, 2013, the U.S. District Courtlier Southern District of New York entered the sifjfieal judgment which include
the amount paid on the bonds plus interest. Wepmilsue reimbursement of the sums paid in the ctueeforcement action in the U.S. Dist
Court for the Southern District of New York, theucts of Luxembourg, or by our recently filed NAFB#bitration seeking to recover the ba
as an unlawful expropriation of assets by the gowent of Mexico.

Consistent with our treatment of claims, we haweorded $401 million net of advances, in "claims and accounts rec&Vads wi
believe it is probable we will recover the amouatgarded to us, including interest, expenses andérieunts we paid on the bonds. PEF
sufficient assets in the U.S. and Luxembourg, whiehbelieve we will be able to attach as a resuthe recognition of the ICC arbitrati
award. Although it is possible we could resolve aotlect the amounts due from PEP in the next 12thm, we believe the timing of tl
collection of the award is uncertain; thereforensistent with our prior practice, as of June 3A.420we continue to classify the amount
from PEP, including the amounts paid on the perforoe bonds as long term.

ENI Holdings, Inc. (the Roberts & Schaefer Company)

On December 21, 2010, we completed the acquis@fot00% of the outstanding common shares of ENIdihagls, Inc. (“ENI”). ENI
was the parent to the Roberts & Schaefer Compaipyivately held EPC services company acquired bynu@010. The purchase price \
$280 million plus estimated working capital of $ifllion which included cash acquired of $8 milliorThe total net cash paid at closing
$289 million is subject to an escrowed holdback.ofAdune 30, 2014 , the remaining escrowed holdimak $25 millionand primarily relate
to security for indemnification obligations.

Delaware Litigation.KBR withheld the $25 milliorin escrow due to KBR's claims under the indemriiiza provisions of the stor
purchase agreement. In December 2012, ENI fileohauit in Delaware Chancery Court alleging KBR immgfully withholding the escrow:
funds. KBR filed a counterclaim for indemnity arddd under the terms of the stock purchase agraeimevarch 2013, ENI filed a motion
dismiss. The Court denied in part ENI's motion tendss KBR's counterclaims in their entirety. These is proceeding and expected t
schedule for trial in mid-2015.
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Note 13. Transactions with Former Parent

In connection with our initial public offering in d&éember 2006 and the separation of our business Halliburton, we entered in
various agreements, including, among others, aanasparation agreement, transition services agmetsrand a tax sharing agreem
Pursuant to our master separation agreement, veeégo indemnify Halliburton for, among other medfeast, present and future liabili
related to our business and operations. We ageegiémnify Halliburton for liabilities under vats outstanding and certain additional ci
support instruments relating to our business andidbilities under litigation matters related tordousiness. Halliburton agreed to indemnif
for, among other things, liabilities unrelated tar dusiness, for certain other agreed mattersimglad the investigation of FCPA and rele
corruption allegations for the Barracuda-Caratipgeject and for other litigation matters relatedHalliburton’s business. See Note it
further discussion on the FCPA and related coromptllegations. Under the transition services agesds, Halliburton provided varic
interim corporate support services to us and weigea various interim corporate support servicesi&tliburton. The tax sharing agreernr
provides for certain allocations of U.S. income liakilities and other agreements between us anlibHeon with respect to tax matters.

During the fourth quarter of 2011, Halliburton pied notice and demanded payment for $256 milliat it alleged we owed under
tax sharing agreement for various other talated transactions pertaining to periods prioodo separation from Halliburton. We believe
the master separation agreement precludes thg €fithis claim.

On July 3, 2012, KBR requested an arbitration pdreelappointed to resolve certain intercompany ssrésing under the mas
separation agreement before issues in dispute uhddax sharing agreement were submitted to tkeydated accounting referee as prov
for under the terms of the tax sharing agreemb¥. believe these intercompany issues were settiddeleased as a result of our separ.
from Halliburton in 2007. Halliburton subsequendlyallenged the arbitration panel's jurisdiction rothés dispute in Texas State Court.
Texas State Court denied Halliburton's requestHaitiburton filed an appeal which is awaiting a idém.

In May 2013, an arbitration hearing was held onrttaters related to the master separation agree®@eniune 24, 2013 the arbitrai
panel ruled that claims brought by Halliburton agaiKBR under the tax sharing agreement were reduio have been brought before
arbitration panel within twgears of the date the claim arose or would readpetve been discovered by the claimant and treaptrties wel
to return to the accounting referee within thisfgys for determination of the remaining claims urttle tax sharing agreement. The remai
tax-related issues in dispute were referred t@atlmounting referee as provided for under the teritise tax sharing agreement.

On October 9, 2013, the accounting referee issusgbart stating that KBR owed Halliburton approxteig $105 millionwith eacl
party bearing its own costs related to the matisra result, we increased our tax provision by #8Bion , reduced paid-in capital b§7
million and recognized a deferred tax asset of $#Bon for available foreign tax credits. Halliburton Hded a motion requesting the Te:
State Court to confirm the accounting referee'ssitat and KBR has responded requesting that thésidacbe vacated. KBR also filec
motion requesting the Texas State Court to confiirenarbitration panel's June 24, 2013 ruling antibdaiton has responded requesting tha
arbitration panel's ruling be vacated. The decwsion these motions are pending. As of June 30, 20del have recorded $107 millida ou!
"Payable to former parent" on our condensed codsi@d balance sheets, which is net of $22 milasrarded to KBR by the account
referee.

As discussed above, the arbitration panel had faaweéral of Halliburton's unspecified claims totimee barred. On January 16, 2C
we asked this arbitration panel to determine if ahidalliburton's claims submitted to the referesrevtime barred and to correctly interpret
relevant agreements. On March 14, 2014, the afibitrgpanel ruled that it no longer had jurisdictitm hear this dispute and that a 1
arbitration demand was required. We intend to tuistianother arbitration proceeding once the T&@srt of Appeals rules on Halliburto
challenge to the arbitration panel's jurisdiction.

Barracuda-Caratinga Project Tax Dispute

In June 2000, we entered into a contract with Raia & Caratinga Leasing Company B.V. ("BCLC"), fireject owner and claima
to develop the Barracuda and Caratinga crude loiffjevhich are located off the coast of Brazil.rBletas is a contractual representative
controls the project owner. In November 2007, wecexed a settlement agreement with the project otangettle all outstanding project iss
except for the bolts arbitration discussed below.

In March 2006, Petrobras notified us they had sttlechia claim to arbitration of $220 milligsius interest for the cost of monitoring i
replacing defective stud bolts and, in additiohpéthe costs and expenses of the arbitratioruttioly the cost of attorney&es. The arbitratic
was conducted in New York under the guidelineshef United Nations Commission on International Tradev. In September 2011, 1
arbitration panel awarded the claimant approxiny&93 million .
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In January 2013, Halliburton paid $219 millitm the claimant in payment of the award plus irger@nd the matter is conside
concluded. We believe the arbitration award todtets is deductible by KBR for tax purposes andrdemnification payment will be treat
by KBR for tax purposes as a contribution to cdgited accordingly is not taxable. In 2011 and 204€ recorded discrete tax benefits$afl
million and $8 million, respectively. We have reviewed this matter imtligf the direct payment by Halliburton to BCLC aitsl public
announcement that they have recorded a tax bewrkfted to this transaction. Based on advice fromside legal counsel, we have determ
that it is more likely than not that we are thep@otaxpayer to recognize this benefit althoughuheéerlying uncertainties with respect to
tax treatment of the transaction may ultimatelyleaalternate outcomes.

Note 14. Shareholders’ Equity

The following tables summarize our activity in staolders’ equity:

Retained Treasury

Millions of dollars Total PIC Earnings Stock AOCL NCI

Balance at December 31, 2013 $ 243¢ $ 2,068 $ 1,748 $ (610 $ (740) $ (24)
Share-based compensation 11 11 — — — —
Common stock issued upon exercise of stock options 4 4 — — — —
Tax benefit increase related to share-based plans 1 1 — — — —
Dividends declared to shareholders (24) — (24) — — —
Repurchases of common stock (96) — — (96) — —
Issuance of ESPP shares 2 — — 2 — —
Investments by noncontrolling interests 8 — — — — 8
Distributions to noncontrolling interests (33 — — — — (33
Net income (loss) (12 — (57 — — 3¢9
Other comprehensive income, net of tax 39 — — — 39 —
Balance at June 30, 2014 $ 233 $ 208 $ 167 $ (704 $ (701) $ (20

Retained Treasury

Millions of dollars Total PIC Earnings Stock AOCL NCI

Balance at December 31, 2012 $ 2511 $ 2,04 $ 1,70¢ $ (606) $ (610 $ 31
Share-based compensation 1C 10 — - — _
Common stock issued upon exercise of stock options 5 5 — — — —
Dividends declared to shareholders (12 — (12 — — —
Repurchases of common stock @) — — (7 — —
Issuance of ESPP shares 2 — — 2 — —
Investments by noncontrolling interests 9 — — — — 9
Distributions to noncontrolling interests (55) — — — — (55)
Net income 20¢ — 17¢ — — 3C
Other comprehensive (loss), net of tax (30 — — — (35) 5
Balance at June 30, 2013 $ 2641 $ 206¢ $ 187 $ (611) $ (645) $ (42

Accumulated other comprehensive loss, net of tax
June 30,

Millions of dollars 2014 2013

Accumulated CTA, net of tax of $5 and $17 $ (108 $ (139
Accumulated pension liability adjustments, netaf of $(216) and $(201) (597) (505)
Accumulated unrealized losses on derivatives, hieboof $0 and $0 (2 )
Total accumulated other comprehensive loss $ (701) ¢ (64%)
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Changes in accumulated other comprehensive losd,af¢ax, by component

Accumulated Accumulated
pension liability unrealized losses
Millions of dollars Accumulated CTA adjustments on derivatives Total
Balance at December 31, 2013 $ (131) $ (60¢) $ Q ¢ (740
Other comprehensive income adjustments beforessiitzations 22 — (1) 21
Amounts reclassified from accumulated other comgmsive income 1 17 — 18
Balance at June 30, 2014 $ (108) $ (591) $ 2 3 (707)
Accumulated Accumulated
pension liability unrealized losses
Millions of dollars Accumulated CTA adjustments on derivatives Total
Balance at December 31, 2012 $ (88) $ (521) $ Q ¢ (610
Other comprehensive income adjustments beforessiitzations (52) — — (52)
Amounts reclassified from accumulated other comgmsive income 1 16 — 17
Balance at June 30, 2013 $ (139 $ (505 $ 2 3% (645)

Reclassifications out of accumulated other compreB#e loss, net of tax, by component

Six Months Ended June 30, Affected line item in the Condensed Consolidated 8tements of

Millions of dollars 2014 2013 Income
Accumulated pension liability adjustments
Amortization of actuarial loss (a) $ (1)) $ (17) See (a) below
Tax benefit 4 1 Provision for income taxes
Net pension liability adjustment realized $ (17 $ (16) Net of tax

(a) This item is included in the computation of petiodic pension cost. See Note 9 for furtheruis@on.

Note 15. Share Repurchases

On February 25, 2014, our Board of Directors augear a plan to repurchase up to $350 millafnour outstanding common sha
which replaces and terminates the August 26, 20atesrepurchase program. The authorization doesbiigfate the company to acquire
particular number of common shares and may be comete suspended or discontinued without prior eotithe newly authorized sh
repurchase program operates alongside the existiage maintenance program which we may use to ckase shares vesting as pal
employee compensation programs. The share rep@slae intended to be funded through the compaoyirent and future cash and
authorization does not have an expiration date. fHide below presents information on our share ngase activities under the sk
repurchase authorization.

Number of Shares Repurchased

Three Months Ended Six Months Ended Three Months Ended Six Months Ended
Millions of dollars, except for shares June 30, 2014 June 30, 2014 June 30, 2014 June 30, 2014
Repurchases under the $350 million authoriz
share repurchase program $ 38 9 81 1,403,28. 2,973,62!
Repurchases under the existing share
maintenance program 2 15 76,12¢ 529,72(
Total $ 4C 96 1,479,41 3,503,34!
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Repurchases under the authorized share repurchageim were made at an average price of $26.74%amd5 for the three arsix
months ended June 30, 2014 . Repurchases undekitlimmg share maintenance program were made atvenage price of $26.79 af@7.6’
for the three and six months ended June 30, 2014 .

Note 16. Income (loss) per Share
Basic income (loss) per share is based upon thghtesl average number of common shares outstandinggdthe period. Dilutiv
income (loss) per share includes additional comstares that would have been outstanding if potectimmon shares with a dilutive eff

had been issued using the treasury stock method.

A reconciliation of the number of shares used ffierbasic and diluted income per share calculai®as follows:

Three Months Ended Six Months Ended
June 30, June 30,
Millions of shares 2014 2013 2014 2013
Basic weighted average common shares outstanding 14t 147 14¢€ 147
Stock options and restricted shares — 1 — 1
Diluted weighted average common shares outstanding 14& 14¢ 14¢€ 14¢

For purposes of applying the tvetass method in computing earnings per share, there no net earnings allocated to particip:
securities for the three and six months ended 30n2014 , respectively, and $0.3 million and $®ibion for the three and simonths ende
June 30, 2013, respectively. The diluted earnpegsshare calculation did not include 3.1 milliond&.5 millionantidilutive weighted avera
shares for the three and six months ended Juri2034@, , respectively. The diluted earnings per shaleulation did not include 2.2 millicainc
1.7 million antidilutive weighted average sharestfe three and six months ended June 30, 20Epecévely.

Note 17. Recent Accounting Pronouncements

On May 28, 2014, the FASB issued Accounting Stassl&ipdate ("ASU") No. 20189, Revenue from Contracts with Customers.
ASU supersedes the revenue recognition requiremenmgcounting Standards Codification 605 - ReveRexognition and most industry-
specific guidance throughout the Codification. Btendard requires that an entity recognizes revemdepict the transfer of promised good
services to customers in an amount that refle@sctinsideration to which the company expects teriiled in exchange for those good
services. This ASU is effective on January 1, 2@hd should be applied retrospectively to each préporting period presented
retrospectively with the cumulative effect of imity applying the ASU recognized at the date ofi@hiapplication. We are in the proces:
assessing the impact of the adoption of ASU 209.4n our financial position, results of operati@ansash flows. We have not yet select
transition method nor have we determined the efféthhe standard on our ongoing financial reporting

On January 24, 2014, the FASB issued ASU No. A,4Service Concession Arrangements. A service assion agreement is
arrangement between a pubdieetor entity and an operating entity under whiod aperating entity operates the grantor's infuastre. Thi
ASU specifies that an operating entity should nmtoaint for a service concession arrangement witiénscope of this ASU as a leas
accordance with ASC 840L-eases. An operating entity should refer to oth8tJs as applicable to account for various aspefcts servic
concession arrangement. The amendments also spleaifihe infrastructure used in a service conoasagreement should not be recognize
property, plant and equipment of the operatingtgnlihe amendments in this ASU are effective usingodified retrospective approach
annual reporting periods beginning after Decemiar2014 and interim periods within those annualqus: The adoption of ASU 20186 i<
not expected to have a material impact on our fir@mosition, results of operations or cash flows.
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Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations
Introduction

The purpose of management’s discussion and angN4i3&A”") is to disclose material changes in our financialdition since the ma
recent fiscal yeaend and results of operations during the currestiafiperiod as compared to the corresponding p@fidtkde preceding fisc
year. The MD&A should be read in conjunction witfe icondensed consolidated financial statementsermmpanying notes and to 2012
Annual Report on Form 10-K/A.

Executive Overview
Business Reorganizatio

During 2013, we reorganized our business to bstere our customers, improve our organizationatieficy and achieve future grov
objectives. In order to attain these objectives, separated our Hydrocarbons reportable segment timto reportable segments, (
Monetization and Hydrocarbons. Our five reportatsdgments are Gas Monetization, Hydrocarbons, 1@PRsices and Other. Each reporte
segment, excluding Other, is led by a separate 8egRresident who reports directly to our Chief @fiag Decision Maker ("CODM"). W\
have revised our business segment reporting tecatefiur current management approach and recast ger@ds to conform to the curr
business segment presentation.

The five business segments are consistent withreporting under Financial Accounting Standards Bo@FASB") Accountin
Standards Codification ("ASC") 280 - Segment Répgrand are described below.

Business Environmen

Demand for our services depends primarily on tlellef capital expenditures in our market sectetsich is driven generally by glot
and regional economic growth and more specifidaylthe demand for energy products. We see teng-growth in energy projects, includ
demand for related licensed process technologfeshyave oil and gas production, refining, chemicglstrochemicals and fertilizers. Upstre
and downstream investment plans are advancingsioureerich areas such as North America, the Middle ERsSsia, Asia, Australia, t
North Sea and East and West Africa. Each of tiiesels lends to our particular capability to delilerge projects in remote locations
austere environments.

Gas Monetization. Our Gas Monetization business segment designs amstracts liquefied natural gas ("LNG") and gadidoids
("GTL") facilities that allow for the developmenh@ transportation of energy resources around thédwid/e provide our customers with a-
range of services from front-end engineering thioemgineering, procurement and construction ("EP€8mmissioning and staump for
world-class LNG and GTL projects, along with solutionmted to advancing gas processing developmentpetgrit design and innovat
construction methods.

Gas Monetization is actively pursuing new LNG pmasg but is not expecting an EPC award on thessppats until 2015 and beyo
The new projects for LNG liquefaction and GTL fé@ds tend to be located near large natural gasuress. World LNG demand growtt
projected to support a number of new projects apacity expansions. The current growth in shalepgaduction in North America has led t
number of major LNG project developments where wee vaorking in early contract phases on the UnitéateS Gulf Coast and West
Canada. We also continue to pursue EPC opportaniitienew LNG projects in East Africa and Russiawnadl as capacity expansions
existing LNG facilities in Asia and Australia.

Hydrocarbons.Our Hydrocarbons business segment provides servaneging from pre-feasibility studies and frame engineerir
design ("FEED") through to construction and commisisig of process facilities in a variety of remaed developed locations around
world. We design and construct oil and natural grasluction facilities including fixed and floatipatforms and floating liquefied natural
facilities. In addition, we provide specialty coftsyg services that include field development séisdiand planning, structural integ
management and proprietary designs for ship and-sebmersible hulls. We also own and license ourneldgies and provide ba
engineering and design packages for highly efficidifferentiated proprietary process technologiekted to the oil and gas, refini
chemicals, petrochemical, biofuels, fertilizersalcgasification and syngas markets.

The abundant shale gas supplies in North America ladso been driving renewed interest in petrochahproject investments. \
continue to be engaged in early-stage activiti€E[F work and EPC projects, utilizing our processhtmlogies and projectelivery skills
reflecting this renewed interest, and we expectglbbal hydrocarbons markets to continue to impriov2014 with energy demand driven
long-term global GDP growth.
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Infrastructure, Government & Power.Our IGP business segment designs and executesctsrdj@ industrial, commercial a
governmental agencies worldwide. These projectgadrom basic deliverables to complex infrastruetimitiatives including aviation, roe
rail, maritime, water, wastewater and pipeline pct§. Our capabilities include operations, maimtenalogistics and field support, facilit
management and border security, and design or Beitdices. Our suite of services includes projeahagement, construction managen
training, and visualization software, as well agieaering, construction and project managemenices\across the world.

Industries served by this segment include supportife U.S., United Kingdom ("U.K.") and Australigovernment operations, as v
as diverse infrastructure markets including elegtdwer generation, transportation and water téesliand industrial markets including mini
minerals and other industrial customers. We comtitaubelieve opportunities for our services arengmg with nond.S. governments and w
electric power generating companies investing iw matural gadired power generation plants in the U.S. and/arjgmts to improve a
emissions at existing coal-fired power plants.

On January 1, 2014, we reorganized four of the fimgorting units in the Infrastructure, Governmantl Power ("IGP") busine
segment into three geographic-based units.

Services.Our Services business segment delivers directdorestruction and construction management for stdode constructic
projects in a variety of global markets as wellcasistruction execution support on all U.S. EPC guts. We provide module assem
fabrication and maintenance services, commissidsiagup and turnaround expertise worldwide toaabrvariety of markets including oil &
gas, petrochemicals processing, mining, powertrate energy, pulp and paper, industrial and matwfimg and consumer product industi
Our Services business segment also provides ghobiidtenance, onall construction, turnaround and specialty ses/iwbere today more th
90 locations have embedded KBR personnel that geodommercial general contractor services for ditutafood and beverac
manufacturing, health care, hospitality and enitemant, life science and technology and mixese- building customers. Our Services busi
segment periodically works on projects with othesibess segments.

Other. Our business segment information has been preparaccordance with ASC 280Segment Reporting. Certain of our repor
units meet the definition of operating segmentstaioed in ASC 280 Segment Reporting, but individually do not meet thmntitativi
thresholds as a reportable segment, nor do they shanajority of the aggregation criteria with drest operating segment. These oper:
segments are reported on a combined basis as "Qthérinclude our Ventures and Technical Staffires®urces (formerly a part of Allsta
Technical Services) as well as corporate expenseisicluded in the operating segments’ results.

Ventures invests capital, together with customiensders and other sources, in projects where onmaase of KBRS other busine
segments has a direct role in technology supplgineering, construction, construction managememparations and maintenance. Prc
investments have been made in business sectotglingldefense equipment and housing, toll roadspatichchemicals. On an ongoing bz
the Company continues to evaluate opportunitiesirfeestment in government privatization, infrasttwe and hydrocarbon projects wt
other KBR services are expected to be utilized.

Three months ended June 30, 2014 compared to theréle months ended June 30, 2013
Overview of Financial Results

The financial results for the second quarter of £@hproved from the first quarter of 2014 but remé#ss than what we consi
acceptable. These results were also down when aechpa the second quarter of 2013, and in bothscseundeperformance was driven
our Services and IGP business segments. Our GastMation and Hydrocarbons business segments caatito benefit from low natural ¢
costs, which is driving activity in LNG, upstreadgwnstream and technology related projects. Therébatbons business segment contit
to experience a shift in the project mix resultingan increase in lower margin EPC projects conmgbaoehigher margin technical servi
projects in the prior year. The IGP business segimeesults were impacted by a decline in overalir@s in our U.S. government support
logistics, infrastructure and minerals businessgslawer margins due to higher estimated costoiopiete one of our North American po
projects. The Services business segnsepipe fabrication and module assembly businegSainada remained weak as it continues to
through existing loss projects.

As indicated in our Form 1K/A for the year ended December 31, 2013, one ®fGhnadian pipe fabrication and module assembl{racir
in our Services business segment that is in agdostion is a master servicggpe agreement that provides our client with tight;i but not th
obligation, to place new pipe fabrication and medatsembly orders until 2017. We have not receawgdnew orders under this agreeme!
2014.
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The information below is an analysis of our cordatiéd results for the three months ended June(@@,.2See Results of Operatic
by Business Segment below for additional informatiescribing the performance of each of our reptetaegments.

Revenues Three Months Ended June 30,

2014 vs. 2013
Millions of dollars, except for percentages 2014 2013 $ %
Revenues $ 1,65¢ $ 1,95 $ (297) (15)%

Consolidated revenues decreased in the secondeguHr2014compared to the same period of the prior year. Heisrease wi
primarily driven by reduced volumes resulting frahe completion or near completion of projects imr @as Monetization and Servic
business segments and lower overall volumes a$sdcigith our U.S. government support and logistictivities in Iraq within our 1G
business segment. This decrease was partiallytdffsénigher revenues in our Hydrocarbons busineggnent related to EPC contracts
downstream ammonia, urea and ethylene project®ithMmerica.

Gross Profit Three Months Ended June 30,
2014 vs. 2013
Millions of dollars, except for percentages 2014 2013 $ %
Gross Profit $ 28 $ 14C % (112 (80)%

Consolidated gross profit decreased in the secamadtey of 2014compared to the same period of the prior year. Teisrease wi
primarily attributable to increases in estimatessks at completion of $41 millioelated to our Canadian pipe fabrication and modakembl
projects in our Services business segment and arfilidn charge due to higher expected costs at completioa power project in our IC
business segment. The decrease was also attributai#duced volume as we reached peak activitydrsecond quarter of 2013 on a proje
our Gas Monetization business segment and additfera and cost recoveries recognized on the sanjecp in the second quarter of 2
which did not recur in the second quarter of 2014.

General and Administrative Expenses Three Months Ended June 30,
2014 vs. 2013
Millions of dollars, except for percentages 2014 2013 $ %
General and administrative expenses $ 60 $ 63 $ 3 5%

General and administrative expenses decreasee settond quarter of 20bémpared to the same period of the prior year pilyndue
to reduced overhead costs resulting from headcashtctions and cost savings initiatives implemeraethe end of 2013. Our general
administrative expenses for the three months eddad 30, 2014 and 2013, included $12 million antl ®dllion , respectively, related to ¢
enterprise resource planning ("ERP") project. Themseunts include $4 millioand a negligible amount, respectively, of amoritrabn the
completed phase of the project.

Interest Expense, net of Interest Income Three Months Ended June 30,
2014 vs. 2013
Millions of dollars, except for percentages 2014 2013 $ %
Interest expense, net of interest income $ 2 $ @ $ () (2100%

Interest expense, net of interest income increasdbe second quarter of 20b&dmpared to the same period of the prior year.
increase was primarily attributable to interesttaxrelated items under a tax sharing agreementded in "payable to former parent” on
condensed consolidated balance sheets. See Née fliBther discussion related to our transactiaith our former parent.
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Foreign Currency Three Months Ended June 30,

2014 vs. 2013
2014 2013 $ %

(4) $ 4 % (8) (200%

Millions of dollars, except for percentages
Foreign currency gains (losses) $

In the second quarter of 20W& had foreign currency losses as compared todiorairrency gains in the same period of the prear
These losses were primarily attributable to unfatater shifts in U.S. dollar positions in projectimmr Gas Monetization business segment.

Provision for Income Taxes Three Months Ended June 30,

2014 vs. 2013

2014 2013 $ %
18 $ 126 $ (10¢) (86)%
(10 $ 15 $ 5 33%

Millions of dollars, except for percentages
Income before provision for income taxes $
Provision for income taxes $

The decline in the provision for income taxes wagqgipally driven by lower pretax book income, bwas offset by increas

valuation allowances of $10 millicasssociated with our losses recognized in our Capamafabrication and module assembly businessg
the three months ended June 30, 2014 .

Information relating to the reconciliation betwesur effective tax rates for the three months entlete 30, 2014 and June 30, 2@43

the U.S. statutory federal rate is described ineNHMito our condensed consolidated financial stateménfistmation regarding permaner
reinvested amounts is described in Note 3 to ondensed consolidated financial statements.

Net Income Attributable to Noncontrolling Interests Three Months Ended June 30,

2014 vs. 2013

2014 2013 $ %
Net income attributable to noncontrolling interests $ (16) $ 21) $ 5 (29)%

Millions of dollars, except for percentages

Net income attributable to noncontrolling intered¢sreased in the second quarter of 28dmpared to the same period of the prior \

This decrease is primarily due to additional feed eost recoveries which were recognized in our Karetization business segment in
second quarter of 2013 but did not recur in th@sdguarter of 2014.
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Results of Operations by Business Segment

We analyze the financial results for each of oue fiusiness segments. The business segments pekaeatconsistent with our reporte
segments discussed in Note 2 to our condensed labatsd financial statements.

For purposes of reviewing the results of operatigmess profit is calculated as business segmemrtees less cost of revenues, w
includes business segment overhead costs diratrilyugable to the business segment.

Three Months Ended June 30,
2014 vs. 2013

Millions of dollars 2014 2013 $ %

Revenues
Gas Monetization $ 36z $ 59 $ (231) (39%
Hydrocarbons 53¢ 344 18¢ 55%
Infrastructure, Government and Power 31t 37¢ (60) (16)%
Services 43¢ 62C (187) (29)%
Other 10 18 (8) (44)%
Total $ 1,65¢ $ 1,95C $ (297) (15)%

Gross profit (loss)

Gas Monetization $ 48 9 80 $ (32 (40)%
Hydrocarbons 34 44 (20 (23)%
Infrastructure, Government and Power (20 8 (28) (350%
Services (40 20 (60) (300)%
Other 5 5 — — %
Labor cost not allocated to the business segmdatrable

(unfavorable) 1 ()] 18 10€ %
Total $ 28 ¢ 14C % (112 (80)%

Equity in earnings of unconsolidated affiliates

Gas Monetization $ 18 $ 17 $ 1 6 %
Hydrocarbons — — — — %
Infrastructure, Government and Power 24 18 6 33%
Services — 3 3 (100%
Other 7 8 @ (13)%
Total $ 48 3 46 $ 3 7%
Gain on disposition of assets $ 8 $ — 3 8 — %

Amounts not allocated to the business segments
General and administrative expenses $ (60) $ (63) 5%
Total operating income $ 25 % 12z $ (989) (80)%

&+
w
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Gas Monetization

Gas Monetization revenues decreased by $231 millam9% , to $362 million in the second quarte2@14 compared t6593 millior
in the same period of the prior year primarily a®sult of reduced volumes on a GTL project in Migean LNG project in Algeria, and t
LNG preFEED and FEED projects in Australia, as these ptsjerere completed or neared completion. Therealsgsa reduction in volur
on one of our LNG projects in Australia, as we hegtpeak activity in the same period of the prieary partially offset by increased acti
due to project ramp-up on another LNG project irsthalia.

Gas Monetization gross profit decreased by $32anill or 40% , to $48 million in the second quade2014 compared to $80 millian
the same period of the prior year primarily duadalitional fees and cost recoveries resulting feanincrease in the volume of work, which
recognized on the same project in the second quafrt2013 but did not recur in the second quarfe2@i4. Also contributing to the decli
was reduced progress as we reached peak activitg isecond quarter of 2013 on one of our LNG ptsj@ Australia.

Hydrocarbons

Hydrocarbons revenues increased by $189 million5586 , to $533 million in the second quarter o12@ompared to $344 millioim
the same period of the prior year. This increasewenues was primarily driven by progress on EBfracts for downstream ammonia,
and ethylene projects in North America.

Hydrocarbons gross profit decreased by $10 million23% , to $34 million in the second quarte014 compared to $44 millian the
same period of the prior year. This decrease isgpuofit was driven by the completion of EPC agthhical services projects in prior peric
lower volume of technology license fees and higiveposal costs.

Infrastructure, Government and Powe

IGP revenues decreased by $60 million , or 16%$3t5 million in the second quarter of 2014 comgame$375 millionin the sam
period of the prior year. This decline was drivgral$s71 millionreduction in revenues following the March 31, 2@b#npletion of activities ¢
the LogCAP IV contract supporting the U.S. militaapd the U.S. Department of State in Iraq. Theidedh revenues was also partii
attributable to reduced volumes due to closeactivities on the LogCAP Il and RIO contra¢ts5P Legacy Projects"). Revenues from
IGP Legacy Projects decreased from $21 milliorhim $econd quarter of 2013 to less than $1 milliering the second quarter of 2014. Tt
was also reduced activity on projects in the irtftature and minerals markets affected by the ooy weak market conditions in the A
Pacific region as well as large projects nearingetion in our other markets. These decreases patally offset by growth on an air qua
control project and new awards of an EPC contr@chfgas fired electric power generation proje¢chsU.S. and U.S. government construc
and base support contracts in Europe and Africa.

IGP gross profit decreased by $28 million , or 350%a loss of $20 million in the second quarte2@14 compared to gross profit $&
million in the same period of the prior year. Tkduction in gross profit was driven by a $14 millcharge due to higher costs at completic
a power project in North America, as well as a $#8ion reduction resulting from the completion of actiegtion the LogCAP IV contre
discussed above. In addition, the reduction in gne®fit was driven by a $6 million decrease intsand other fees related to clang-
activities and additional legal fees on our IGP a®gProjects discussed above and reduced volurkedaio the completion or near comple
of projects in the Asia Pacific region and otherkess. Partially offsetting these reductions wapriowed profitability resulting from overhe
savings due to restructuring and other cost savitigtives.

IGP equity in earnings in unconsolidated affiliatasreased by $6 million , or 33% , to $24 milliam the second quarter &01<
compared to $18 milliom the same period of the prior year. This incre@as driven primarily by an insurance recovery egaliced costs
$15 millionon a joint venture for a U.K. MoD project, partiatiffset by a reduction in volume as we near cotigrteof construction activitie
on this joint venture project.

Services
Services revenues decreased by $181 million , & 28 $439 million in the second quarter of 20b4npared to $620 milliom the
same period of the prior year. This change was amilyndriven by declining construction volume duethe completion or near completior

several construction projects in the U.S. and Cangdrtially offset by increased activity in Caradpipe fabrication and module asser
projects.
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Services gross profit decreased by $60 million lmsa of $40 million in the second quarter of 20témpared to profit of $20 milliom
the same period of the prior year. This change pvesarily driven by losses of $41 milliotue to increases in estimated losses at comp
on certain Canadian pipe fabrication and modulerab$y projects and a decline in the volume of cwsion projects in the U.S. and Canada.

Services equity in earnings in unconsolidatediaféis, decreased $3 million in the second quaft@0b4 compared to the same per
of the prior year primarily because one of the gbsfor MMM was out of contract until May 2014. Thessel has returned to service
improved utilization is expected in the future.

Other

Other revenues decreased by $8 million , or 44&ahe second quarter of 2014 compared to theegzsriod of the prior year, primar
driven by the loss of revenues due to the salb@ekternal portion of our former Allstates TeclahiServices business in the fourth quartt
2013.

Changes in Estimates

Information relating to our changes in estimatedeiscribed in Note 2 to our condensed consolidiittadcial statements.

Labor Cost not allocated to the Business Segments Three Months Ended June 30,
2014 vs. 2013
Millions of dollars, except for percentages 2014 2013 $ %
Labor cost not allocated to the business segmédat®rable (unfavorable $ 1 9 a7 $ 18 10€%

Labor cost not allocated to the business segmemt®sents costs incurred by our central labor esdurce departments net of
amounts charged to the business segments. Labbrogesabsorption was $1 million in the second tgranf 2014 compared to under-
absorption of $17 millionn the same period of the prior year. Labor costogtion improved primarily due to a combinationimérease
chargeability, reduced headcount and cost redwgtionaddition, labor cost absorption benefitedrfran office closure in North America in
second quarter of 2013.

Six months ended June 30, 2014 compared to the sponths ended June 30, 2013
Overview of Financial Results

The financial results for the first six months @12 did not meet our expectations largely due éouhderperformance of our Servic
and IGP business segments. Our Gas Monetizatiotdgdobcarbons business segments continued to bérmfi low natural gas costs, wh
is driving activity in LNG, upstream, downstreandarechnology related projects. Our Hydrocarbonsreag continued to experience a shi
the project mix resulting in an increase in loweargin EPC projects compared to higher margin tecirservices projects in the prior ye
The IGP business segmentesults were impacted by a lack of new award®dine in overall volumes in our U.S. Governmauort an
logistics, infrastructure and minerals busineskes) charges relating to legacy commercial disputhere we have decided, in certain case
seek commercial resolution rather than rely onvenpthrough the legal process and from lower nmargin one of our North American Po
projects. The Services business segnsepipe fabrication and module assembly busines€anada and its U.S. construction busi
experienced increases in estimated project cosiite ts offshore maintenance business in Mexicoegated modest revenues from two ve:
which were in dry dock and out of contract duringignificant portion of the first six months of 2Dllmproved utilization of these vessel
expected in the future.

As indicated in our Form 1K/A for the year ended December 31, 2013, one ®fGhnadian pipe fabrication and module assembliraxci
in our Services business segment that is in agdosgion is a master servicege agreement that provides our client with tiglti but not th
obligation, to place new pipe fabrication and medatsembly orders until 2017. We have not receawsgdnew orders under this agreeme!
2014.

The information below is an analysis of our cordgatiéd results for the six months ended June 304.2Bd@e Results of Operations
Business Segment below for additional informatiesatibing the performance of each of our reportabggments.
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Revenues Six Months Ended June 30,
2014 vs. 2013

Millions of dollars, except for percentages 2014 2013 $ %
Revenues $ 329 $ 3,77¢ % (487) (13)%

Consolidated revenues decreased in the six monttedeJune 30, 20lebmpared to the same period of the prior year. @lbease wi
primarily driven by reduced volumes resulting frammpletion, near completion or net reduction invatgt on certain projects in our G
Monetization business segment. The decrease wagdigen by declining construction volume due te tompletion or near completion
several construction projects in the U.S. and Cariadour Services business segment and lower dweshimes associated with our U
government support and logistics activities in Ivéthin our IGP business segment. This decreasepagilly offset by higher revenues in
Hydrocarbons business segment related to EPC ctéfix downstream ammonia, urea and ethylene gisoje North America.

Gross Profit Six Months Ended June 30,
2014 vs. 2013
Millions of dollars, except for percentages 2014 2013 $ %
Gross Profit $ 67 $ 29€ $ (229 (7%

Consolidated gross profit decreased in the six hmophded June 30, 20tdmpared to the same period of the prior year. Ghigeas
was primarily attributable to increases of $82 imillin estimated losses at completion of our Canadipe fabrication and module asserr
projects in our Services business segment andtarskiie project mix within our Hydrocarbons busés segment which resulted in an incr
in lower margin EPC projects compared to highergimatechnical services projects. The decreaseaasgprofit was also driven by the wind
down of our U.S. government support and logistatsvdies in Iraq, other legal fees, settlementd arovisions and a $14 milliacharge due 1
higher costs at completion on a power projectjrabur IGP business segment. The decrease wastitdnutable to additional fees and ¢
recoveries recognized on the same project in tbenskquarter of 2013 which did not recur in theosglcquarter of 2014.

General and Administrative Expenses Six Months Ended June 30,

2014 vs. 2013
Millions of dollars, except for percentages 2014 2013 $ %
General and administrative expenses $ (220 $ (115 $ 5) (4)%

General and administrative expenses increasecisixhmonths ended June 30, 2@bnpared to the same period of the prior year
increase was primarily due to amortization of costated to the first phase of our ERP project,alvhwas completed in July 2013. Our ger
and administrative expenses for the six months@&ddae 30, 2014 and 2013 included $24 million ahid iillion , respectively, related to ¢
ERP project. These amounts include $8 million anegligible amount, respectively, of amortizationtbe completed phase of the project.

Interest Expense, net of Interest Income Six Months Ended June 30,
2014 vs. 2013
Millions of dollars, except for percentages 2014 2013 $ %
Interest expense, net of interest income $ 4 $ 2 $ ) (2100%

Interest expense, net of interest income increasdite six months ended June 30, 2@binpared to the same period of the prior \
This increase was primarily attributable to intém@s tax related items under a tax sharing agreenmeeorded in "payable to former parent'
our condensed consolidated balance sheets. Sed Riébe further discussion related to our transargiwith our former parent.
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Foreign Currency Six Months Ended June 30,

2014 vs. 2013
Millions of dollars, except for percentages 2014 2013 $ %

Foreign currency losses $ 11 $ — $ (17) —%

In the six months ended June 30, 20thad foreign currency losses as compared to tintgén the same period of the prior year. 1

increase was primarily attributable to unfavorasitéfts in USD positions on our Gas Monetizationibass segment projects in the first
months of 2014.

Provision for Income Taxes Six Months Ended June 30,
2014 vs. 2013
Millions of dollars, except for percentages 2014 2013 $ %
Income before provision for income taxes $ 19 $ 258 % (234) (92)%
Provision for income taxes $ (31) $ (45 $ 14 31%

The decline in the provision for income taxes wagqgipally driven by lower pretax book income, bwas offset by increas
valuation allowances of $24 millicasssociated with our losses recognized in our Capamafabrication and module assembly businessg
the six months ended June 30, 2014 .

Information relating to the reconciliation betwesur effective tax rates for the six months endete R0, 2014 and June 30, 20b3he
U.S. statutory federal rate is described in Notetd®ur condensed consolidated financial statemeénfermation regarding permaner
reinvested amounts is described in Note 3 to ondensed consolidated financial statements.

Net Income Attributable to Noncontrolling Interests Six Months Ended June 30,
2014 vs. 2013
Millions of dollars, except for percentages 2014 2013 $ %
Net income attributable to noncontrolling interests $ (39 $ (30) % (9) 30%

Net income attributable to noncontrolling interestsreased in the six months ended June 30, 20iapared to the same period of

prior year. This increase is primarily as a resfiincentive fees recognized on approved man honran LNG project in our Gas Monetizat
business segment.
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Results of Operations by Business Segment

We analyze the financial results for each of oue fiusiness segments. The business segments pekaeatconsistent with our reporte
segments discussed in Note 2 to our condensed labatsd financial statements.

For purposes of reviewing the results of operatigmess profit is calculated as business segmemrtees less cost of revenues, w
includes business segment overhead costs diratrilyugable to the business segment.

Six Months Ended June 30,
2014 vs. 2013

Millions of dollars 2014 2013 $ %

Revenues
Gas Monetization $ 76z % 1,18t % (42¢) (36)%
Hydrocarbons 98t 68€ 29¢ 44 %
Infrastructure, Government and Power 652 774 (122 (16)%
Services 872 1,09¢ (22€) (21)%
Other 21 33 (12 (36)%
Total $ 3292 % 3,77¢ % (487) (13)%

Gross profit (loss)

Gas Monetization $ 142 % 16¢ $ (26) (15%
Hydrocarbons 56 93 (37 (40)%
Infrastructure, Government and Power (40 27 (67) (249%
Services (200 31 (137) (429)%
Other 10 8 2 25%
Labor cost not allocated to the business segmdatrable

(unfavorable) 2 (32 30 94 %
Total $ 67 $ 29€ 9 (229 (7%

Equity in earnings of unconsolidated affiliates

Gas Monetization $ 34 $ 27 % 7 26 %
Hydrocarbons — — — — %
Infrastructure, Government and Power 33 26 7 27 %
Services — 10 (10 (100%
Other 13 13 — — %
Total $ 80 $ 76 % 4 5%
Gain (loss) on disposition of assets $ 8 $ Q) $ 9 90C %

Amounts not allocated to the business segments
General and administrative expenses (120) $ (115 $ ) (4)%
Total operating income $ 35 % 25€ $ (221) (86)%

©
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Gas Monetization

Gas Monetization revenues decreased by $426 millarB86% , to $762 million in the six months endede 30, 2014 compared$d.Z
billion in the same period of the prior year primarily agsult of reduced volumes on a GTL project in Kigean LNG project in Algeria al
several prd=EED and FEED projects in various locations, asdh@ojects were completed or neared completioareltvas also a reductior
volume on one of our LNG projects in Australia,ves reached peak activity in the same period ofptfi@r year. These declines were parti
offset by increased activity due to project rampenpanother LNG project in Australia.

Gas Monetization gross profit decreased by $26ianil] or 15% , to $143 million in the six monthsded June 30, 201dompared t
$169 millionin the same period of the prior year primarily a®sult of lower volumes due to completion or neampletion of the projec
mentioned above. Higher additional fees and castueries were recognized on the increase in thenwelof work on the LNG project
Australia in the six months ended June 30, 2013pewed to 2014. Gross profit for the six months endiene 30, 2014 included a $33 mill
net favorable settlement of certain claims on agefibn LNG project, while gross profit for the shonths ended June 30, 2013 included «
savings of $30 million on this Algerian LNG project

Gas Monetization equity in earnings of unconsotdatffiliates increased by $7 million , or 26% $&4 million in the sixmonths ende
June 30, 2014 compared to $27 milliorthe same period of the prior year, primarily doéncreased activity and overall project growthay
LNG project in Australia.

Hydrocarbons

Hydrocarbons revenues increased by $299 million448+6 , to $985 million in the six months endedel@0, 2014 compared ®68¢
million in the same period of the prior year. This increimseevenues was primarily driven by progress orCE®ntracts for downstree
ammonia, urea and ethylene projects in North Anaeric

Hydrocarbons gross profit decreased by $37 millian 40% , to $56 million in the six months endeahel 30, 2014 compared $9<
million in the same period of the prior year. This decréaggoss profit was driven by the completion ofE&nd technical services project
prior periods, lower volume of technical licensegend higher proposal costs. This decrease waglalen by $17 milliorrelating to lowe
margins on two technical services projects in thddi®# East and close out costs and increased eastrhplete two EPC projects in Nc
America, one legacy dispute and one project neaamgpletion.

Infrastructure, Government and Powe

IGP revenues decreased by $122 million , or 1686$652 million in the six months ended June 30,426dmpared to $774 milliom
the same period of the prior year. This decline dragen by a $129 milliomeduction in revenues following the March 31, 2@b4npletion o
activities on the LogCAP IV contract supporting tHes. military and the U.S. Department of Statérag. The decline in revenues was .
partially attributable to reduced volumes due tosebut activities on our IGP Legacy Projects. Reveninem the IGP Legacy Projer
decreased from $39 million in the six months endietk 30, 2013 to $5 millioim the six months ended June 30, 2014. There veasratiuce
activity on projects in the infrastructure and nmaie markets affected by the continuing weak macketditions in the Asia Pacific region
well as large projects nearing completion in oureotregions. These decreases were partially dffsgrowth on an air quality control proj
and new awards of an EPC contract for a gas fiteciree power generation project in the U.S., W8vernment construction and base suy
contracts in Europe and Africa and increased agtom multiple contracts for the U.K. MoD.

IGP gross profit decreased by $67 million , or 2488 a loss of $40 million in the six months endethe 30, 2014ompared to gro
profit of $27 million in the same period of the griyear. The reduction in gross profit was drivgnsbveral factors including a charge$if4
million due to higher estimated costs at completana power project in North America, as well &18& million reduction resulting from ti
completion of activities on the LogCAP IV contradiscussed above. In addition, the reduction in g@®fit was driven by &15 million
decrease in costs and incentive fees related se-olat activities as well as additional legal feesoon IGP Legacy Projects discussed above
reduced volume related to the completion or nearptetion of projects in the AsiBacific region and other markets. Partially offisettthes:
reductions was improved profitability resulting ft@verhead savings due to restructuring and othsrsaving initiatives.

IGP equity in earnings in unconsolidated affiliatesreased by $7 million , or 27% , to $33 millionthe six months endehine 30, 201
compared to $26 million in the same period of thHerpyear. This increase was driven primarily bgurance recovery and reduced cost$1df
million on a joint venture for a U.K. MoD project, offset & reduction in volume as we near completion afstauction activities on this joi
venture project.
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Services

Services revenues decreased by $226 million , & 2tb $872 million in the six months ended JuneZ®14 compared to $1.1 billion
the same period of the prior year. This change pvasarily driven by declining construction volumealto the completion or near comple
of several construction projects in the U.S. andda@a, partially offset by increased activity in @dian pipe fabrication and module asser
projects.

Services gross profit decreased by $131 milliang toss of $100 million in the six months endedel80, 2014 compared $31 million
in the same period of the prior year. This changs primarily driven by increases in estimated lssstecompletion on certain Canadian |
fabrication and module assembly projects of $8Zioniland by a decline in the volume of construction @ct§ in the U.S. and Cana
Additional project costs of $16 milliodue to schedule delays and liquidated damages algoerecognized on construction projects in N
America.

Services equity in earnings in unconsolidated iaféks decreased $10 million in the six months entiete 30, 2014ompared to tf
same period of the prior year primarily becausevigsels for MMM were out of contract for a sigedfint portion of the six months ended .
30, 2014. The vessels returned to service and eprratilization is expected in the future.

Other

Other revenues decreased by $12 million , or 3@¥ihe six months ended June 30, 2@b#pared to the same period of the prior \
primarily driven by the loss of revenues due to shk in the fourth quarter of 2013 of the extepmition of our former Allstates Techni
Services business. Gross profit increased by $Romi] or 25% , in the six months ended June 3@42fbmpared to the same period of
prior year and was driven by lower overheads.

Changes in Estimates

Information relating to our changes in estimatedeiscribed in Note 2 to our condensed consolidittadcial statements.

Labor Cost not allocated to the Business Segments Six Months Ended June 30,
2014 vs. 2013
Millions of dollars, except for percentages 2014 2013 $ %
Labor cost not allocated to the business segmédat®rable (unfavorable $ 2 $ (32 % 30 94%

Labor cost not allocated to the business segmept®sents costs incurred by our central labor asdurce departments net of
amounts charged to the business segments. Labbuedsr-absorption was $2 million in the six monérsled June 30, 20kbmpared t
under-absorption of $32 millionver the same period of the prior year. Labor edxtorption improved primarily due to a combinatiuf
increased chargeability, reduced headcount andredsictions. In addition, labor cost absorptiondftéed from an office closure in Noi
America in the first six months of 2013.

Backlog of Unfilled Orders

Backlog generally represents the dollar amountesenues and our prata share of work to be performed by unconsolitigdént
ventures we expect to realize in the future asalref performing work on contracts. We generatligiude total expected revenues in bac
when a contract is awarded under a legally bindioghmitment. In many instances, arrangements indluide backlog are comple
nonrepetitive in nature and may fluctuate dependimgstimated revenues and contract duration. Wdmreract duration is indefinite, proje
included in backlog are limited to the estimatedoant of expected revenues within the following tweemonths. Certain contracts proy
maximum dollar limits, with actual authorizationperform work under the contract agreed upon oar@gic basis with the customer. In th
arrangements, only the amounts authorized aredadlin backlog. For projects where we act solelg project management capacity, we
include the value of our services of each projedtacklog. For certain longgrm service contracts with a defined contract tesuth as tho:
associated with privately financed projects, the@am included in backlog is limited to five years.

Included in the backlog table below is our propmréite share of unconsolidated joint ventures estitheevenues. However, beca
these projects are accounted for under the equethaa, only our share of future earnings from th@aegects will be recorded in our results
operations. Our backlog for projects related toamsolidated joint ventures totaled $5.2 billion Jatne 30, 2014 and $5.5 bhillioa
December 31, 2013 . We consolidate joint ventur@shvare majority-owned and controlled or
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are variable interest entities in which we areghmary beneficiary. Our backlog included in thbléabelow for projects related to consolid:
joint ventures with noncontrolling interests inohsd100% of the backlog associated with those j@ntures and totale$1.1 billion atJune 3(
2014 and $1.5 billion at December 31, 2013 . Bagkdtiributable to unfunded government orders we rélion at June 30, 2014 argi6¢
million at December 31, 2013 . The following tablenmarizes our backlog by business segment.

December 31, Changes in scope on June 30,

Millions of dollars 2013 New Awards existing contracts Net Workoff (a) 2014

Gas Monetization $ 6,16¢ $ 42 % (192) ¢ (79¢) $ 5,22
Hydrocarbons 2,61¢ 28¢ 37¢ (987) 2,29¢
Infrastructure, Government and Power 2,07¢ 63€ 23C (697) 2,25(
Services 2,25¢ 321 67 (873) 1,76¢
Other 997 — (28) (29 95(
Total backlog $ 14,11¢  $ 1,290 $ 455§ (3379 $ 12,49:

(a) - These amounts include the net workoff of our prigi@s well as our proportionate share of the mekeff of our unconsolidated joi
ventures projects.

We estimate that as of June 30, 2014 , 47% of adklbg will be executed within one year. As of J8Ge 2014 , 44%f our backlol
was attributable to fixed-price contracts and 5&%w backlog was attributable to casimbursable contracts. For contracts that corfiath
fixed-price and cost-reimbursable components, wassily the components as either fixed-price or -oeistbursable according to
composition of the contract; however, except foaken contracts, we characterize the entire cohtrased on the predominant component.
Liquidity and Capital Resources

Cash and cash equivalents totaled $969 milliomia¢ B0, 2014 and $1.1 billion at December 31, 2l ®llows:

June 30, December 31,
Millions of dollars 2014 2013
Domestic U.S. cash $ 272 % 35¢E
International cash 622 67t
Joint venture cash 75 76
Total $ 96 $ 1,10¢

Cash generated from operations is our primary goofoperating liquidity. Our cash balances arel relhumerous locations through
the world. We believe existing cash balances atetnally generated cash flows are sufficient topsupour day-today domestic and forei
business operations for at least the next 12 months

Domestic cash relates to cash balances held by dni8ies and is largely used to support obligatiof those businesses as we
general corporate needs such as the implementationr new ERP systems, payment of dividends toestedders and repurchases of
common stock.

International cash balances may be available foegé corporate purposes, but are subject to lestictions such as capital adeqt
requirements and local obligations such as theifigndf our underfunded U.K. pension plan and otitdigations incurred in the normal cou
of business by those foreign entities. Additionalfpatriated foreign cash may be subject to Uli&rhe taxes.

We generally do not provide U.S. federal and stateme taxes on the accumulated undistributed egsnof nond.S. subsidiarie
except for certain entities in Mexico and certaihen joint ventures, as well as for approximated¥bof our earnings from our operation:
Australia. Information relating to our accumulateddistributed earnings is described in Not@f3our condensed consolidated finan
statements.

Joint venture cash balances reflect the amount teljoint venture entities we consolidate for fio&l reporting purposes. St
amounts are limited to joint venture activities amd not readily available to us for general pugsosiowever, portions
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of such amounts may become available to us inuhed should there be distribution of dividendghe joint venture partners. We expect
majority of the joint venture cash balances willltéized for the corresponding joint venture paige

Summary of Cash Flow Activity
Six Months Ended June 30,

Millions of dollars 2014 2013

Cash flows provided by (used in) operating actgti $ 20 $ 97)
Cash flows used in investing activities (25) (39
Cash flows used in financing activities (247 (69)
Effect of exchange rate changes on cash 15 (53
Decrease in cash and equivalents $ 137 $ (259

Operating activities Cash provided by operations totaled $20 milliorthe first six months of 201dnd was primarily attributable
fluctuations in our working capital accounts. Thisrease was partially offset by contributions ppeoximately $24 millionto our pensio
funds.

Cash used in operations totaled $97 million inftfe six months of 2013 and was driven by our pagtrof $108 millionn outstandin
performance bonds to PEMEX Exploration and Prodac{fPEP") (see Note 12 ). In addition, we contidalapproximately $12 millioto oul
pension funds.

Investing activities Cash used in investing activities totaled $29iamilin the first six months of 2014which was due to purchase:
property, plant and equipment associated with immfdron technology projects.

Cash used in investing activities totaled $34 wilin the first six months of 2028hich was due to capital expenditures associatéh
information technology projects.

Financing activities. Cash used in financing activities totaled $14Wiomi in the first six months of 2014 and includ®€6 million for
the purchase of treasury stock, $24 million for th&yments of dividends to common shareholders, $®8on for distributions t
noncontrolling interests and $7 million for prinalgppayments on short-term and loregm borrowings, which consists primarily of noroecse
debt of our Fasttrax variable interest entity. Tises of cash were partially offset by $5 milliorpodceeds from the exercise of stock options.

Cash used in financing activities totaled $69 miiliin the first six months of 2013 and included $#élion for distributions ti
noncontrolling interests, $12 million for the paymi of dividends to common shareholders, $9 millenprincipal payments on shaesmr
and long-term borrowings, which consists primaafynonrecourse debt of our Fasttrax variable irsteeatity, and $6 milliorior the purchas
of treasury stock. The uses of cash were partidfset by $4 million of proceeds from the exeraiestock options.

Future sources of caslruture sources of cash include cash flows from aijers, including cash advances from our custonuears!
derived from working capital management and casholongs under our Credit Agreement as well as miklitigation proceeds.

Future uses of caslruture uses of cash will primarily relate to wokkicapital requirements, including any paymentshenHalliburtor
award, capital expenditures, dividends, share m@ases and strategic investments. In addition, Wleuse cash to fund pension obligatic
payments under operating leases and various ofiiglations, including potential litigation paymentss they arise. Our capital expendit
will be focused primarily on information technologgal estate, facilities and equipment.

Other factors potentially affecting liquidity
Canada Project Losse#s disclosed in Note 1 our reserve for estimated losses on uncompletetiracts included in "other curr
liabilities" on our condensed consolidated balastoeet consists of $115 milliaelated to our Canadian pipe fabrication and modskembl
projects. These accrued losses will result in itcash expenditures in excess of customer recédpised on current contracts and v
authorizations, we anticipate completion of thesggets in 2015.
Liquidated damagednformation relating to our liquidated damages eésatibed in Note %0 our condensed consolidated finar
statements.
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Credit Agreement

On December 2, 2011, we entered into a $1 billfore-year unsecured revolving credit agreement (fBeedit Agreement”)with &
syndicate of international banks. The Credit Agreptis available for cash borrowings and the isseaof letters of credit related to gen
corporate needs. The Credit Agreement expireseiceber 2016; however, given that projects geryerafiuire letters of credit that exte
beyond one year in length, we will likely need tder into a new or amended credit agreement no tlsm 2015. Amounts drawn under
Credit Agreement will bear interest at variableesatper annum, based either on (1) the Londonbatér offered rate (“LIBOR")plus ai
applicable margin of 1.50% to 1.75%, or (2) a hade plus an applicable margin of 0.50% to 0.75%ih ¥he base rate equal to the highe:
(a) reference ban&’publicly announced base rate, (b) the Federatis&Rate plus 0.5%, or (c) LIBOR plus 1%. The amafrthe applicabl
margin to be applied will be determined by ouraati consolidated debt to consolidated EBITDA foe prior four fiscal quarters, as define
the Credit Agreement. The Credit Agreement proviftesfees on letters of credit issued under thed@ragreement at a rate equal to
applicable margin for LIBORased loans, except for performance letters ofitonetiich are priced at 50% of such applicable rrargv/e pa
an issuance fee of 0.15% of the face amount ofter lef credit. We also pay a commitment fee 06@62per annum on any unused portio
the commitment under the Credit Agreement. As ofeJ80, 2014 , there were $184 million in letterscoddit and nocash borrowing
outstanding.

The Credit Agreement contains customary covenamtkjding financial covenants requiring maintenantea ratio of consolidated de
to consolidated EBITDA not greater than 3.5 to @ amminimum consolidated net worth of $2 billionpl50% of consolidated net income
each quarter beginning December 31, 2011 and 100&my increase in shareholdeexjuity attributable to the sale of equity interegtt
June 30, 2014 , we were in compliance with ourrfaia covenants.

The Credit Agreement contains a number of otheenamts restricting, among other things, our abtiétyincur additional liens a
indebtedness, enter into asset sales, repurchasequoity shares and make certain types of invessn@ur subsidiaries are restricted fi
incurring indebtedness, except if such indebtedredases to purchase money obligations, capitalieades, refinancing or renewals secure
liens upon or in property acquired, constructednproved in an aggregate principal amount not teed $200 million at any time outstand
Additionally, our subsidiaries may incur unsecunedebtedness not to exceed $200 million in aggeegatstanding principal amount at .
time. We are also permitted to repurchase our gghiares, provided that no such repurchases shatlidule from proceeds borrowed unde
Credit Agreement, and that the aggregate purchése gnd dividends paid after December 2, 2011s chat exceed the Distribution Cap (et
to the sum of $750 million plus the lesser of (4D& million and (2) the amount received by us imreection with the arbitration a
subsequent litigation of the PEP contracts as disaziin Note 12 to our condensed consolidated diahstatements). At June 30, 201the
remaining availability under the Distribution Capsvapproximately $501 million .

Pursuant to the terms of the Credit Agreement, \@anteof default is triggered if any certificate fiished to the bank syndicate
incorrect or proves to have been incorrect, whedera deemed made. In our Current Report on Fokrfiled May 5, 2014, we announc
that the previously issued consolidated finandtlesnents as of and for the year ended Decembe0338, as filed on February 27, 2014 sh
no longer be relied upon. At that time the managensertifications to our financial institutions wrdthe Credit Agreement were no lor
valid. In our Current Report on Formig8filed May 13, 2014, we announced that we recei@esdaiver under our Credit Agreement, provic
for the waiver of compliance with certain represgions, warranties and covenants of the Credit &mgent. The waiver relates to cer
defaults triggered, or which might have been trigdeby our restatement of the December 31, 20 ial statements and related docum
After giving effect to the waiver and the fact ttoatr filings of our financial results are now curteno event of default exists under the Ci
Agreement as a result of the restatement and weretpest the issuance of new letters of creditlead advances under the Credit Agreer
in accordance with its terms.

Nonrecourse Project Debt
Information relating to our nonrecourse projecttdslilescribed in Note 8 to our condensed consmitiinancial statements.
Off-Balance Sheet Arrangements

Letters of credit, surety bonds and guarantdesconnection with certain projects, we are reqlite provide letters of credit, sur
bonds or guarantees to our customers. Letterseditcare provided to certain customers and couattgs in the ordinary course of busines
credit support for contractual performance guaesitadvanced payments received from customersuame ffunding commitments. We hi
approximately $2.3 billion in committed and uncortted lines of credit to support the issuance détstof credit and, as of June 30, 201
have utilized $649 milliorof our present capacity under lines of credit. But®nds are also posted under the terms of cectitracts t
guarantee our performance. The letters of credgtanding
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included $184 million issued under our Credit Agneait and $465 million issued under uncommitted berds at June 30, 2014f the letter
of credit outstanding under our Credit Agreemeppraximately $1 millionletters of credit have expiry dates beyond the nitgitdate of th:
Credit Agreement. Of the total letters of creditstanding, $250 milliorrelate to our joint venture operations where thtete of credit ai
posted using our capacity to support our @@ share of obligations under various contrageceted by joint ventures of which we ai
member. As the need arises, future projects wilsiygported by letters of credit issued under owwdE&rAgreement or other lines of cre
arranged on a bilateral, syndicated or other b¥¢esbelieve we have adequate letter of credit dapander our Credit Agreement and bilat
lines of credit to support our operations for tlextrtwelve months.

Transactions with Former Parent

Information relating to our transactions with fomparent commitments and contingencies is describedote 13to our condenst
consolidated financial statements.

Transactions with Joint Ventures

We perform many of our projects through incorpadaa@d unincorporated joint ventures. In additiorpéoticipating as a joint ventt
partner, we often provide engineering, procuremeomnstruction, operations or maintenance servicee joint venture as a subcontrac
Where we provide services to a joint venture that eontrol and therefore consolidate for financieparting purposes, we elimin
intercompany revenues and expenses on such tremmsadh situations where we account for our irdeie the joint venture under the eq;
method of accounting, we do not eliminate any porof our revenues or expenses. We recognize tifé pn our services provided to jo
ventures that we consolidate and joint venture$ wea record under the equity method of accountirigharily using the percentage-of-
completion method.

Legal Proceedings

Information related to various commitments and tw#@ncies is described in Notes 11 andtd 2he condensed consolidated finar
statements.

Item 3. Quantitative and Qualitative Discussion abot Market Risk

We have foreign currency exchange rate risk regyfiiom our international operations. We selectivebnage our exposure to curre
rate changes through the use of derivative instnisng® mitigate our market risk from these exposuiée objective of our risk managemel
to protect our cash flows related to sales or pasel of goods or services from market fluctuationsurrency rates. Our use of deriva
instruments includes the following types of manksk:

. volatility of the currency rate

. time horizon of the derivative instrumel
. market cycles; ar

. the type of derivative instruments us

We do not use derivative instruments for specutatiading purposes. We do not consider any of thekemanagement activities to
material.

Item 4. Controls and Procedures
Management's Evaluation of Disclosure Controls aftocedures

In accordance with Rules 13a-15 and 15d-15 underSibcurities and Exchange Act of 1934 as amended“Exchange Act”)we
carried out an evaluation, under the supervisiahwith the participation of our management, inchgdour Chief Executive Officer and CF
Financial Officer, of the effectiveness of the desand operation of our disclosure controls andguares as of the end of the period cov
by this report.

In conducting our evaluation, we concluded them raaterial weaknesses in the operating effectiwoéour internal control ov
financial reporting, as described below.

As a result of the foregoing, we have concluded #saof June 30, 2014our disclosure controls and procedures were fiettée ir
providing reasonable assurance that informatiomired to be disclosed in our reports filed under 8ecurities Exchange Act of 1934
recorded, processed, summarized and reported withitime periods specified in the Securities and
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Exchange Commissios'rules and regulations, and that such informatiag accumulated and communicated to our managemeluitliing ou
Chief Executive Officer and Chief Financial Officéo allow timely decisions regarding required thsare.

Management does not expect that our disclosurealsrand procedures will prevent all errors andralld. A control system, no mai
how well designed and operated, can provide ordgorable, not absolute, assurance that the cayst#m's objectives will be met. Furtl
the design of a control system must reflect thé thaat there are resource constraints, and thefikené controls must be considered relativ
their costs. Because of the inherent limitationslincontrol systems, no evaluation of controls paovide absolute assurance that all co
issues and instances of fraud, if any, have betettel. These inherent limitations include theitieal that judgments in decisianaking ca
be faulty, and that breakdowns can occur becausemfle error or mistake. The design of any systémontrols is based in part upon cer
assumptions about the likelihood of future eveais] there can be no assurance that any desigsweiteed in achieving its stated goals u
all potential future conditions.

In light of the material weaknesses identified belave performed additional analysis and other pisting procedures to ensure
condensed consolidated financial statements wegaped in accordance with generally accepted atioguprinciples and reflect our financ
position and results of operations as of and fer garter ended June 30, 201As a result, notwithstanding the material weakeesa
described above, management concluded that theesnsad consolidated financial statements includadignForm 10Q present fairly, in a
material respects, our financial position, resafteperations and cash flows for the periods preskn

A material weakness is a deficiency, or a combimatf deficiencies, in internal control over fingaareporting, such that there i
reasonable possibility that a material misstatenoértur annual or interim financial statements widit be prevented or detected on a tir
basis.

Material weakness related to project reporting ovilile completeness and accuracy of estimates of maes, costs and profit
completion for certain long-term construction prajés with multiple currencies We determined that a material weakness in interaatro
over financial reporting existed within our Gas Mtimation business segment since controls wergnogerly designed to determine that ac
and estimated foreign currency effects were inausteour estimates of revenues, costs and profitoatpletion for longerm constructio
contracts that contain multiple currencies. Addititly, our control to monitor the inclusion of faga currency effects in our estimates
revenues, costs and profit at completion was napenty designed.

This material weakness resulted in misstatemerttse accounting for the foreign currency effeatdangterm construction contrac
The misstatements were corrected prior to issuahtlee Company’s December 31, 2013 Annual Repoff@m 10K and in the restateme
of the consolidated financial statements as offanthe year ended December 31, 2013 in the Compa@mnual Report on Form 10-K/A.

Material weakness related to control environment four Canadian pipe fabrication and module assemitlysiness We determine
that a material weakness in internal control owearfcial reporting existed in our Canadian piperifatiion and module assembly busir
within our Services business segment resulting fleenCompany having insufficiently trained projecanagers, project controls, accoun
and executive management professionals to perfoeajeqs oversight reviews and monitor compliancehwiite Company standard proces:
and controls. Furthermore, the control environmeas ineffective in that the culture at the Canadigpe fabrication and module assen
business facilitated delayed identification and oamication of project concerns and the proper pejmn of complete and accurate estim
of revenues, costs and profit at completion. A®sult, controls over the completeness and accusdyformation used in preparation
estimates and control procedures and controls theereviews of such estimates to complete for camadian pipe fabrication and moc
assembly business also were not effective.

This material weakness resulted in pre-tax chargessisting of the reversal of previously recogdigaetax profits and th
recognition of praax estimated losses at completion. To correct éimd to address matters related to the foregoirig veispect to ol
disclosure controls and procedures, we restatecansolidated financial statements as of and feryar ended December 31, 2013 ir
Company’s Annual Report on Form 10-K/A.

Management's Plans for Remediation of the MaterMleaknesses

Material weakness related to project reporting ovitre completeness and accuracy of estimates of maes, costs and profit
completion for certain long-term construction prajés with multiple currencies In response to this material weakness we have oeeél;
preliminary plan with the oversight of the Audit @mittee of the Board of Directors to remediate theerial weakness. Currently, our pla
remediate this material weakness during fiscal 2844 includes:
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» Implement a control to include the actual and estéd foreign currency effects in the estimatesesBnues, costs and profit
completion on projects with multiple currencies éyhancing the design of our project status templatel our procedures
completion of our project status templates.

* Enhance the design of our monitoring controls aber completeness and accuracy of estimated revenasts and profit
completion for longeerm construction projects with multiple currencies specifically include a process for monitoringd
reviewing project status reports for proper appitcaof foreign currency effects in project estiest

» Provide training to our personnel involved in tretireation of revenues, costs and profit at compietn projects with multip
currencies.

Material weakness related to control environment four Canadian pipe fabrication and module assemlbysiness In response to
this material weakness we have developed a pldntidt oversight of the Audit Committee of the Boafdirectors to remediate this material
weakness. Currently, our plan to remediate thisneatweakness during fiscal year 2014 in our Cangge fabrication and module assembly
business includes:

e Conduct town hall meetings throughout the Compamgsldwide organization led by executive managententeinforce th
requirement for employees to follow the Compangigporate culture, policies and procedures.

« Change certain management and increase the nurealdied professional
» Provide training to new and key personnel on rales responsibilities, including line of communicats in the event of concer

» Provide training to new and key personnel on Compsiandard processes and systems across all pogiections, oversight a
support functions, including project managementraodule yard management.

* Implement and monitor execution of KBR standardewrbcontrols work processes and systems acrosSghada pipe fabricati
and module assembly projects.

* Implement standard project management oversight frorporate manageme
We can give no assurance that the measures weniikemediate these material weaknesses that wetiiied or that any additior

material weaknesses will not arise in the futuree Will continue to monitor the effectiveness ofdaeand other processes, procedure:
controls and will make any further changes managemhetermines appropriate.

Changes in Internal Control Over Financial Reportm

There were no changes in our internal controls @émencial reporting during the three months endede 30, 2014hat have material
affected, or are reasonably likely to affect, auernal controls over financial reporting.
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PART Il. OTHER INFORMATION
Item 1. Legal Proceedings

Information related to various commitments and ica@ncies is described in Notes 11 andd the condensed consolidated finar
statements and in Managements’ Discussion and Aisalyf Financial Condition and Results of OperaienLegal Proceedings and -
information discussed therein is incorporated merei

Item 1A. Risk Factors

We have updated certain risk factors affecting lmusiness since those presented in our Annual RepoFRorm 10K/A, Part I, Iten
1A, for the fiscal year ended December 31, 20EZcept for the risk factors updated, there hasenbno material changes in our assessmi
our risk factors from those set forth in our AnniRdport on Form 18JA, which is incorporated herein by reference, foe year ende
December 31, 2013 . Our updated risk factors aledied below.

Risks Related to Operations of our Business

A portion of our revenues is generated by largecuering business from certain significant customer# loss, cancellation or delay
projects by our significant customers in the futumuld negatively affect our revenue

We provide services to a diverse customer basdydimg international and national oil and gas conigs, independent refine
petrochemical producers, fertilizer producers aacheistic and foreign governments. A considerablegrdgage of revenues is generated -
transactions with Chevron, primarily from our Ga®ritization business segment. Revenues from Cheeresented 17%f our tota
consolidated revenues for the six months ended 30n2014.
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Item 2. Unregistered Sales of Equity Securities and Use Bfoceed:
(& None
(b) None

(c)  On February 25, 2014, our Board of Directartharized a new $350 millioshare repurchase program, which replaces and tatex
the August 26, 2011 share repurchase program. Utherzation does not specify an expiration datetlie share repurchase progr
The following is a summary of share repurchasesunfcommon stock settled during the three monthie@dune 30, 2014We alsi
have a share maintenance program to repurchasesshased on vesting and other activity under ouityegompensation plar
Shares purchased under "Employee transactiondieirtable below reflects shares acquired from eng@syin connection with t
settlement of income tax and related benefit-wittiimy obligations arising from vesting of restridtstock units.

Total Number of

Shares Purchased

Dollar Value of

Total Number Average as Part of Publicly Shares that May Yet Be
of Shares Price Paid Announced Plans Purchased Under the
Purchase Period Purchased (1) per Share or Programs Plans or Programs (1)
April 1 — 30, 2014
Repurchase program 1,419,61. 26.7¢ 1,419,61. 268,540,93
Maintenance program 43,26 26.7¢ — —
Employee transactions 15,30: 27.1¢ — —
May 1 — 31, 2014
Repurchase program (2) (10,397 26.7¢ (10,399 $ 268,818,81
Maintenance program (2) 10,39: 26.7¢ — —
Employee transactions 26¢ 23.2( — —
June 2 — 30, 2014
Repurchase program (2) (5,939 26.7¢ (5,939 $ 268,977,62
Maintenance program (2) 5,93¢ 26.7¢ — —
Employee transactions 963 24.2¢ — —
Total
Repurchase program 1,403,28: 26.7¢ 1,403,28 268,977,62
Maintenance program 59,59« 26.7¢ — —
Employee transactions 16,53« 26.9¢ — —

(1) Represents remaining authorization that may be fma@purchases pursuant to the share repurctrageapn authorized and announ

on February 25, 2014.

(2) There were no share repurchases during the pétimdever, shares were issued to cover vesting ostoane maintenance progr:

Item 3. Defaults Upon Senior Securities
None.

Item 4. Mine Safety Disclosures
Not applicable.

Iltem 5. Other Information
None.
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Item 6. Exhibits

Exhibit

Number Description

3.1 KBR Amended and Restated Certificate of Incorporafincorporated by reference to Exhibit 3.1 to K8Burrent report
on Form 8-K filed June 7, 2012; File No. 1-33146)

3.2 Amended and Restated Bylaws of KBR, Inc. (incorpatdy reference to Exhibit 3.2 to KBR’s annualamn Form 10-K
for the year ended December 31, 2013; File No. 1483

4.1 Form of specimen KBR common stock certificate (mpowated by reference to Exhibit 4.1 to KBR’s régison statement
on Form S-1; Registration No. 333-133302)

10.1+ Severance and Change in Control Agreement effeavef June 2, 2014, between KBR Technical Seryloes a
Delaware corporation, KBR, Inc., and Stuart J. Brgohcorporated by reference to Exhibit 10.1 toR&current report on
Form 8-K dated April 9, 2014; File No. 1-33146)

10.2 Waiver dated May 9, 2014 (incorporated by refergndexhibit 10.1 to KBR’s current report on FornK&ated May 9,
2014; File No. 1-33146)

*31.1 Certification of the Chief Executive Officer Pursiao Section 302 of the Sarbanes-Oxley Act of 2002

*31.2 Certification of the Chief Financial Officer Pursido Section 302 of the Sarbanes-Oxley Act of 2002

**32.1 Certification Furnished Pursuant to 18 U.S.C. $ec1i350 as Adopted Pursuant to Section 906 of deahegxley Act of
2002.

**32.2 Certification Furnished Pursuant to 18 U.S.C. $ec1i350 as Adopted Pursuant to Section 906 of deahegxley Act of
2002.

***101.INS XBRL Instance Document

***101.SCH XBRL Taxonomy Extension Schema Document

***101.CAL XBRL Taxonomy Extension Calculation Linkbase Docutne

+ Management contracts or compensatory plansrangements
* Filed herewith

** Furnished herewith

*rx Interactive data files

Pursuant to Rule 406T of RegulationTSinteractive data files (i) are not deemed filmdpart of a registration statement or prospectu
purposes of Sections 11 or 12 of the SecuritiesoAdi933, are not deemed filed for purposes ofiBed8 of the Securities Exchange Ac
1934, irrespective of any general incorporationgleage included in any such filings, and otherwise r@ot subject to liability under the
sections; and (ii) are deemed to have complied Ritte 405 of Regulation S-T (“Rule 405”) and aré subject to liability under the arftiauc
provisions of the Section 17(a)(1) of the Secwsitlet of 1933, Section 10(b) of the Securities Exaje Act of 1934 or under any other liab
provision if we have made a good faith attemptamply with Rule 405 and, after we become awaretti@interactive data files fail to com
with Rule 405, we promptly amend the interactiveaddes.
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Pursuant to the requirements of the Securities &xgb Act of 1934, the registrant has duly causisdréiport to be signed on its behalf
by the undersigned, thereunto duly authorized.

KBR, INC.

/s/_Brian K. Ferraioli
Brian K. Ferraioli

Executive Vice President and Chief Financial Office

/sl _Nelson E. Rowe
Nelson E. Rowe

Vice President and Chief Accounting Officer

Date: July 31, 2014
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EXHIBIT 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT T O SECTION 302 OF THE SARBANESOXLEY ACT OF 2002

I, Stuart Bradie, certify that:
1. | have reviewed this annual report on Form 16f®&BR, Inc.;

2. Based on my knowledge, this report does not corgtajnuntrue statement of a material fact or omgttde a material fe
necessary to make the statements made, in ligheafircumstances under which such statementswade, not misleading with resp
to the period covered by this report;

3. Based on my knowledge, the financial statement$ adimer financial information included in this repdairly present in a
material respects the financial condition, resafteperations and cash flows of the registrantfaard for, the periods presented in
report;

4. The registrang other certifying officer(s) and | are responsifile establishing and maintaining disclosure cdstanc

procedures (as defined in Exchange Act Rules 13a}l&nd 15dt5(e)) and internal control over financial repagtifas defined i
Exchange Act Rules 13a-15(f) and 15d-15(f)) forriagistrant and have:

a) Designed such disclosure controls and proceduresaosed such disclosure controls and procedurds
designed under our supervision, to ensure thatrrabieformation relating to the registrant, inclag its consolidated subsidiaries
made known to us by others within those entitiestigularly during the period in which this rep@tbeing prepared;

b) Designed such internal control over financial réjpgr;, or caused such internal control over finah@aorting tc
be designed under our supervision, to provide re#de assurance regarding the reliability of finaheporting and the preparat
of financial statements for external purposes toetance with generally accepted accounting priesjp

C) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémtids report oL
conclusions about the effectiveness of the discéosantrols and procedures, as of the end of thegeovered by this report bas
on such evaluation; and

d) Disclosed in this report any change in the tegid’s internal control over financial reporting thatoed durin
the registrant’'s most recent fiscal quarter (thgisteants fourth fiscal quarter in the case of an annupbrig that has material
affected, or is reasonably likely to materiallyeaft, the registrant’s internal control over finaiceporting; and

5. The registrang other certifying officer(s) and | have discloskdsed on our most recent evaluation of internatrobove
financial reporting, to the registrant’s auditorslahe audit committee of the registrantioard of directors (or persons performinc
equivalent functions):

a) All significant deficiencies and material weaknesge the design or operation of internal controémofinancia
reporting which are reasonably likely to adversaffect the registrard’ ability to record, process, summarize and refioancia
information; and

b) Any fraud, whether or not material, that involvearmagement or other employees who have a significaatir
the registrant’s internal control over financigbogting.

Date: July 31, 2014

/sl Stuart Bradie
Stuart Bradie
Chief Executive Officer




EXHIBIT 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER PURSUANT T O SECTION 302 OF THE
SARBANES-OXLEY ACT OF 2002
I, Brian K. Ferraioli, certify that:
1. | have reviewed this annual report on Form 16f®&BR, Inc.;

2. Based on my knowledge, this report does not corgtajnuntrue statement of a material fact or omittde a material fe
necessary to make the statements made, in ligheafircumstances under which such statementswade, not misleading with resp
to the period covered by this report;

3. Based on my knowledge, the financial statement$ oéimer financial information included in this repdairly present in a
material respects the financial condition, resafteperations and cash flows of the registrantfagamd for, the periods presented in
report;

4, The registrang other certifying officer(s) and | are responsifile establishing and maintaining disclosure cdstimc

procedures (as defined in Exchange Act Rules 13a}ldnd 15dt5(e)) and internal control over financial repogtitas defined |
Exchange Act Rules 13a-15(f) and 15d-15(f)) forriagistrant and have:

a) Designed such disclosure controls and proceduresaosed such disclosure controls and procedurdse
designed under our supervision, to ensure thatrrabieformation relating to the registrant, inclng its consolidated subsidiaries
made known to us by others within those entitiestipularly during the period in which this repa@tbeing prepared,;

b) Designed such internal control over financial réjpgr, or caused such internal control over finah@porting tc
be designed under our supervision, to provide resde assurance regarding the reliability of finaheporting and the preparat
of financial statements for external purposes toatance with generally accepted accounting priesip

C) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémtinds report oL
conclusions about the effectiveness of the discosantrols and procedures, as of the end of thegeovered by this report bas
on such evaluation; and

d) Disclosed in this report any change in the te@ig’s internal control over financial reporting thatoed durin
the registrant’'s most recent fiscal quarter (thgisteants fourth fiscal quarter in the case of an annupbrg that has material
affected, or is reasonably likely to materiallyeadf, the registrant’s internal control over finaeceporting; and

5. The registrans other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrobove
financial reporting, to the registrant's auditorslahe audit committee of the registranboard of directors (or persons performing
equivalent functions):

a) All significant deficiencies and material weaknesge the design or operation of internal controémofinancia
reporting which are reasonably likely to adversaffect the registrard’ ability to record, process, summarize and refioaincia
information; and

b) Any fraud, whether or not material, that involveamagement or other employees who have a significaatir
the registrant’s internal control over financigbogting.

Date: July 31, 2014

/sl Brian K. Ferraioli
Brian K. Ferraioli
Chief Financial Officer




EXHIBIT 32.1

WRITTEN STATEMENT OF CHIEF EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

The undersigned, the Chief Executive Officer of KBii. (the “Company”), hereby certifies that te khowledge, on the date hereof:

a) the Form 10-Q of the Company for the periodeehndune 30, 2014 filed on the date hereof with the Securities &dhang
Commission (the “Report”) fully complies with thequirements of Section 13(a) or 15(d) of the SdimsriExchange Act of 1934; and

b) the information contained in the Report fairly mets, in all material respects, the financial ctodiand results of operations of
Company.

/s/ Stuart Bradie

Stuart Bradie
Chief Executive Officer

Date: July 31, 2014



EXHIBIT 32.2

WRITTEN STATEMENT OF CHIEF FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

The undersigned, the Chief Financial Officer of KBR. (the “Company”), hereby certifies that t@ khowledge, on the date hereof:

a) the Form 10-Q of the Company for the periodeendune 30, 2014 filed on the date hereof with the Securities &dhang
Commission (the “Report”) fully complies with thequirements of Section 13(a) or 15(d) of the SdimsriExchange Act of 1934; and

b) the information contained in the Report fairly mets, in all material respects, the financial ctodiand results of operations of
Company.

/s/ Brian K. Ferraioli
Brian K. Ferraioli
Chief Financial Officer

Date: July 31, 2014



