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

FORM 10-Q

(Mark One)

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

For the quarterly period ended June 30, 2010

or
0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES

EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number: 1-5672
ITT CORPORATION
State of Indiana 13-5158950
(State or Other Jurisdiction (LR.S. Employer
of Incorporation or Organization) Identification Number)

1133 Westchester Avenue, White Plains, NY 10604
(Principal Executive Office)

Telephone Number: (914) 641-2000

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

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

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting

company in Rule 12b-2 of the Exchange Act. (Check one):

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

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yeso Nobp
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As of July 20, 2010, there were outstanding 183.4 million shares of common stock ($1 par value per share) of the
registrant.
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PART I.

FINANCIAL INFORMATION

Item 1.

FINANCIAL STATEMENTS

ITT CORPORATION AND SUBSIDIARIES

CONSOLIDATED CONDENSED INCOME STATEMENTS
(In millions, except per share amounts)
(Unaudited)

Product revenue
Service revenue

Total revenue

Cost of product revenue
Cost of service revenue

Total cost of revenue

Gross profit

Selling, general and administrative expenses
Research and development expenses
Asbestos-related costs, net

Restructuring and asset impairment charges, net
Operating income

Interest expense

Interest income

Miscellaneous expense, net

Income from continuing operations before income tax expense
Income tax expense

Income from continuing operations

Income from discontinued operations, including tax (benefit)
expense of $(7), $1, $(5) and $1, respectively

Table of Contents

Three Months
Ended June 30
2010 2009
$ 2,128 $ 2,129
611 590
2,739 2,719
1,421 1,438
537 512
1,958 1,950
781 769
375 389
60 57
12

10 20
324 303
23 23
8 4
4 3
305 281
79 81
226 200
12 1

Six Months
Ended June 30
2010 2009
$ 4,082 $ 4,095
1,235 1,130
5,317 5,225
2,728 2,809
1,090 987
3,818 3,796
1,499 1,429
753 767
123 110
27
27 31
569 521
48 49
11 8
8 6
524 474
154 90
370 384
14 1
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Net income $ 238 $ 201 $ 384 $ 385

Earnings Per Share

Basic:

Continuing operations $ 123 $ 109 $ 201 $ 2.10
Discontinued operations 0.06 0.01 0.08 0.01
Net income $ 129 $ 110 $ 209 $ 211
Diluted:

Continuing operations $ 122 $ 109 $ 200 $ 2.09
Discontinued operations 0.06 0.01 0.07 0.01
Net income $ 128 $ 110 $ 207 $ 210
Weighted average common shares basic 184.0 182.5 183.6 182.3
Weighted average common shares diluted 185.5 183.6 185.2 183.4
Cash dividends declared per common share $ 025 $ 02125 $ 050 $ 0425

The accompanying Notes to Consolidated Condensed Financial Statements are an integral part of the above income
statements.
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ITT CORPORATION AND SUBSIDIARIES

CONSOLIDATED CONDENSED BALANCE SHEETS

(In millions, except per share amounts)

Assets

Current assets:

Cash and cash equivalents
Receivables, net
Inventories, net

Deferred income taxes
Other current assets
Assets held for sale

Total current assets

Plant, property and equipment, net
Deferred income taxes

Goodwill

Other intangible assets, net
Asbestos-related assets

Other non-current assets

Total non-current assets
Total assets

Liabilities and Shareholders Equity

Current liabilities:

Accounts payable

Accrued expenses

Accrued taxes

Short-term debt and current maturities of long-term debt
Postretirement benefits

Deferred income taxes

Liabilities held for sale

Total current liabilities
Postretirement benefits
Long-term debt

Asbestos-related liabilities
Other non-current liabilities

Table of Contents

June 30,
2010
(Unaudited)

$ 844
1,829

813

233

237

137

4,093

1,037
504
3,953
616
579
233

6,922

$ 11,015

$ 1,208
985

13

106

73

42

47

2,474

1,754
1,363
864
538

December 31,
2009

$ 1,216
1,754

802

232

206

141

4,351

1,050
583
3,788
501
604
252

6,778

$ 11,129

$ 1,273
1,020

103

75

73

36

44

2,624

1,788
1,431
867
541
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Total non-current liabilities
Total liabilities

Shareholders Equity

Common stock:

Authorized 500 shares, $1 par value per share (206.9 shares issued),
Outstanding  183.7 shares and 182.9 shares, respectivels

Retained earnings

Accumulated other comprehensive (loss) income:

Postretirement benefits

Cumulative translation adjustments

Unrealized gain on investment securities

Total accumulated other comprehensive loss
Total shareholders equity

Total liabilities and shareholders equity

4,519

6,993

182
5,058

(1,357)
125
14

(1,218)
4,022

11,015

4,627

7,251

181
4,737

(1,388)
336
12
(1,040)
3,878

11,129

@ Shares outstanding include unvested restricted common stock of 1.3 at June 30, 2010 and December 31, 2009.

The accompanying Notes to Consolidated Condensed Financial Statements are an integral part of the above balance

sheets.
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ITT CORPORATION AND SUBSIDIARIES

CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS
(In millions)

(Unaudited)
Six Months
Ended June 30
2010 2009
Operating Activities
Net income $ 384 385
Less: Income from discontinued operations 14 1
Income from continuing operations 370 384
Adjustments to income from continuing operations:
Depreciation and amortization 140 140
Stock-based compensation 16 16
Asbestos-related costs, net 27
Restructuring and asset impairment charges, net 27 31
Payments for restructuring (32) (46)
Contributions to pension plans (6) (11)
Change in receivables (121) 78
Change in inventories 2 49)
Change in accounts payable 60
Change in accrued expenses (19) (13)
Change in accrued and deferred taxes 41 (13)
Change in other assets 2 24)
Change in other liabilities (16) 9)
Other, net 7 2
Net Cash Operating Activities 356 546
Investing Activities
Capital expenditures (106) (87)
Acquisitions, net of cash acquired 401) 35)
Proceeds from sale of assets and businesses 2 14
Other, net 1 4
Net Cash Investing Activities (504) (104)
Financing Activities
Short-term debt, net 34 (1,323)
Long-term debt repaid (70) )]
Long-term debt issued 992
Proceeds from issuance of common stock 9 2
Dividends paid (130) (70)
Tax impact from stock-based compensation 3 €]

Table of Contents
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Other, net
Net Cash Financing Activities

Exchange rate effects on cash and cash equivalents
Net cash from discontinued operations

Net change in cash and cash equivalents
Cash and cash equivalents beginning of period

Cash and cash equivalents end of period

Supplemental Disclosures of Cash Flow Information
Cash paid during the period for:

Interest

Income taxes

“ &

(148)

(85)

(372)
1,216

844

42
190

$

(402)

15
(1)

54
965

1,019

42
103

The accompanying Notes to Consolidated Condensed Financial Statements are an integral part of the above cash flow

statements.
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ITT CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS
(Dollars and share amounts in millions, except per share amounts, unless otherwise stated)

1) Basis of Presentation

The unaudited consolidated condensed financial statements have been prepared pursuant to the rules and regulations
of the Securities and Exchange Commission (SEC) and, in the opinion of management, reflect all adjustments (which
include normal recurring adjustments) necessary for a fair presentation of the financial position, results of operations,
and cash flows for the periods presented. Certain information and note disclosures normally included in financial
statements prepared in accordance with accounting principles generally accepted in the United States of America have
been condensed or omitted pursuant to such SEC rules. Unless the context otherwise indicates, references herein to
ITT, the Company, andsuch wordsas we, us, and our include ITT Corporation and its subsidiaries. We believe
the disclosures made are adequate to make the information presented not misleading. We consistently applied the
accounting policies described in ITT s 2009 Annual Report on Form 10-K in preparing these unaudited financial
statements. The preparation of these financial statements requires management to make certain estimates and
assumptions that affect the amounts reported, and such estimates could differ from actual results. These financial
statements should be read in conjunction with the financial statements and notes thereto included in ITT s 2009 Annual
Report on Form 10-K. Certain prior year amounts have been reclassified to conform to current year presentation.

ITT s2010 and 2009 quarterly financial periods end on the Saturday closest to the last day of the quarter, except for
the last quarterly period of the fiscal year, which ends on December 31st. For ease of presentation, the quarterly
financial statements included herein are described as ending on the last day of the calendar quarter.

2) New Accounting Pronouncements
Pronouncements Not Yet Adopted

In October 2009, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU)

No. 2009-13, which amended the accounting for revenue arrangements that contain multiple elements. The objective
of this amendment is to address the accounting for multiple-deliverable arrangements to enable vendors to account for
products or services (deliverables) separately rather than as a combined unit. The amendments establish a hierarchy
for determining the selling price of a deliverable and will allow for the separation of products and services in more
instances than previously permitted. The guidance provided within ASU 2009-13 is effective for new or materially
modified arrangements in fiscal years beginning on or after June 15, 2010 and allows for either prospective or
retrospective application, with early adoption permitted. We currently plan on adopting the provisions of this ASU on
January 1, 2011 and are in the process of evaluating the impact that adoption will have on our consolidated financial
statements.

In October 2009, the FASB issued ASU No. 2009-14 which amended the accounting requirements for software

revenue recognition. The objective of this update is to address the accounting for revenue arrangements that contain
tangible products and software. Specifically, products that contain software that is more than incidental to the product
as a whole will be removed from the scope of the software revenue recognition literature. The amendments align the
accounting for these revenue transaction types with the amendments described under ASU 2009-13 above. The
guidance provided within ASU 2009-14 is effective for new or materially modified arrangements in fiscal years
beginning on or after June 15, 2010 and allows for either prospective or retrospective application, with early adoption
permitted. We currently plan on adopting the provisions of this ASU on January 1, 2011 and are in the process of
evaluating the impact that adoption will have on our consolidated financial statements.
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In April 2010, the FASB issued ASU No. 2010-17 which establishes authoritative guidance permitting use of the
milestone method of revenue recognition for research or development arrangements that contain payment provisions
or consideration contingent on the achievement of specified events. This guidance is effective for milestones achieved
in fiscal years beginning on or after June 15, 2010 and allows for either prospective or retrospective application, with
early adoption permitted. We currently plan on adopting the provisions of this ASU

5
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on January 1, 2011 and are in the process of evaluating the impact that adoption will have on our consolidated
financial statements.

Recently Adopted Accounting Pronouncements

In June 2009, the FASB amended the accounting and disclosure requirements related to the consolidation of variable
interest entities (VIE(s)). The amendments include replacing the quantitative-based risks and rewards calculation for
determining which enterprise, if any, has a controlling financial interest in VIE(s) with an approach focused on
identifying which enterprise has the power to direct the activities of VIE(s) that most significantly impact the entity s
economic performance and (1) the obligation to absorb losses of the entity or (2) the right to receive benefits from the
entity. In addition, the amendments require an ongoing assessment of whether an enterprise is the primary beneficiary
of the VIE(s) and requires additional disclosures about an enterprise s involvement in VIE(s). The adoption of these
amendments on January 1, 2010 did not have a material impact on our consolidated financial statements.

3) Acquisitions
Nova Analytics

On March 23, 2010, we acquired 100% of Nova Analytics Corporation (Nova) for a preliminary purchase price of
$385, net of cash acquired. The preliminary purchase price for Nova is subject to change during the measurement
period (up to one year from the acquisition date) as certain working capital adjustments are finalized. Nova, which had
pro forma 2009 revenue of approximately $135, is a manufacturer of premium quality laboratory, field, portable and
on-line analytical instruments used in water and wastewater, environmental, medical, and food and beverage
applications. Nova provides us with brands, technologies, distribution and aftermarket content in the $6 billion
analytical instrumentation market. The addition of Nova broadens the solutions our Fluid Technology business
segment (Fluid segment) offers customers in key markets such as municipal water and wastewater, industrial
processing, and food and beverage. Our financial statements include Nova s results of operations and cash flows
prospectively from March 23, 2010; however, these results were not material for the three or six months ended

June 30, 2010.

The preliminary purchase price for Nova was allocated to the net tangible and intangible assets acquired and liabilities
assumed based on their preliminary fair values as of March 23, 2010. The excess of the preliminary purchase price
over the preliminary assets acquired and liabilities assumed was recorded as goodwill. The purchase price allocation is
based upon a preliminary valuation and our estimates and assumptions are subject to change within the measurement
period. There were no changes to the preliminary purchase price or allocation during the second quarter of 2010. The
primary areas of the preliminary purchase price allocation that are not yet finalized relate to the fair values of certain
environmental matters, income taxes, working capital balances and residual goodwill. We expect to obtain
information to assist us in determining the fair value of the net assets acquired at the acquisition date during the
measurement period.

Of the $385 preliminary purchase price, the aggregate fair value of distributor and customer relationships was $112,
trademarks was $42 and proprietary technology was $10. Other assets acquired and liabilities assumed as part of the
acquisition were $62 primarily related to working capital balances and $73 primarily related to deferred tax liabilities,
respectively. The excess of the preliminary purchase price over the fair value of net assets acquired was $231 (which
is not expected to be deductible for income tax purposes). The goodwill arising from the acquisition consists largely of
the planned expansion of the Nova footprint to new geographic markets, synergies and economies of scale. All of the
goodwill has been assigned to the Fluid segment.

Table of Contents 14
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Godwin Pumps

On June 21, 2010 we executed an agreement to acquire 100% of the privately held Godwin Pumps of America, Inc.
(Godwin) for $585. Godwin is a supplier and servicer of automatic self-priming and on-demand pumping solutions
serving the global industrial, construction, mining, municipal, oil and gas dewatering markets. Godwin reported 2009
revenue of approximately $200 in the growing $3 billion highly fragmented dewatering market. The company
operates a rental fleet of over 6,000 pumps at 26 equipment rental facilities in the U.S. and a network of

6
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approximately 50 distributors worldwide. The addition of Godwin s specialized products and skills to our Fluid
segment s broad submersible pump portfolio and global sales and distribution network, will provide significant
geographic expansion opportunities. The transaction is expected to close within the third quarter of 2010, pending

customary regulatory approvals.

Other

Additionally, during the first six months of 2010 we spent $16 net of cash acquired, on two acquisitions within the
Fluid segment that were not material to our results of operations or financial position. During the first six months of
2009, we spent $35 net of cash acquired, primarily on the acquisition of Laing GmbH which is reported within our

Fluid segment.

4) Discontinued Operations

During the second quarter of 2010 our Board of Directors provided approval to pursue the sale of CAS, Inc., a
component of our Defense & Information Solutions business segment (Defense segment) engaging in systems
engineering and technical assistance (SETA) for the U.S. Government. The divestiture is expected to be completed
during the second half of 2010. Subsequent to a disposal transaction, we do not expect to have any significant
continuing involvement in the operations of the component. Accordingly, commencing with the second quarter of
2010, this component of our Defense segment has been classified as held for sale and is reported as a discontinued

operation.

Revenue (third party)
Operating income

Assets and liabilities reported as held for sale were as follows:

Receivables, net

Plant, property and equipment, net

Goodwill

Other intangible assets
Deferred income taxes
Other assets

Total assets held for sale

Accounts payable
Accrued expenses

Table of Contents

Three Months
Ended
June 30
2010 2009

June 30,
2010

$ 42
1

76

16

2

$ 137

$ 15
21

Six Months Ended
June 30
2010 2009
$114 $ 112
$ 9 $ 8
December 31,
2009
$ 43
1
76
18
2
1
$ 141
$ 19
17
16
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Deferred income taxes 11 8

Total liabilities held for sale 47 44
7
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5) Restructuring and Asset Impairment Charges
Second Quarter 2010 Restructuring Activities

During the second quarter of 2010, we recorded a net restructuring charge of $10, reflecting costs of $2 related to new
actions and $10 related to prior actions, as well as the reversal of $2 of restructuring accruals that management
determined would not be required. The charges associated with actions announced during the second quarter of 2010
are for employee severance and relate to a European logistics initiative within our Fluid segment. The charges
recognized during the quarter related to prior actions primarily reflect the ongoing realignment efforts within our
Defense segment. Planned position eliminations for actions announced during the quarter totaled 58, including

52 factory workers and 6 office workers.

Second Quarter 2010
Actions
Prior

Costs of Planned Actions

Second Reversal

Quarter Position Additional of
Components of Charge Actions Eliminations Costs Accruals
Defense $ $ 7 %
Fluid 2 58 2 (1)
Motion & Flow 1 (D

$ 2 58 $ 10 $ 2)

First Six Months 2010 Restructuring Activities

During the first six months of 2010, we recorded a net restructuring charge of $27, reflecting costs of $23 related to
new actions and $6 related to prior actions, as well as the reversal of $2 of restructuring accruals that management
determined would not be required. The charges associated with actions announced during the first six months of 2010
are for employee severance and are primarily associated with the strategic realignment of our Defense segment which
was introduced during the first quarter of 2010. The realignment, which is expected to be completed by year end 2010,
will enable better product portfolio integration, encouraging a more coordinated market approach and reduced
operational redundancies. As part of the strategic realignment of the Defense segment, the previous organizational
structure, consisting of seven divisions, was consolidated into three larger divisions. We anticipate the closure of two
facilities during the third quarter of 2010, and one additional closure during the fourth quarter of 2010. In addition to
the Defense segment realignment, we incurred restructuring within our Fluid segment primarily associated with
initiatives focused on our European sales and logistics functions.

Planned position eliminations for actions announced during the period totaled 721, including 214 factory workers, 484
office workers and 23 management employees. In addition to these planned position eliminations, we announced an
additional 43 positions within our Fluid segment during 2010 that related to actions initiated in the fourth quarter of
2009.
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2010 Actions
Prior
Costs of Planned Actions
First Reversal
Half Position Additional of
Components of Charge Actions Eliminations Costs Accruals
Defense $ 19 643 $ $
Fluid 4 78 (D)
Motion & Flow (D)
$ 23 721 $ 6 3 (2)
8
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Second Quarter 2009 Restructuring Activities

During the second quarter of 2009, we recorded a net restructuring charge of $20, reflecting costs of $13 related to
new actions and $7 related to prior actions. The charges associated with actions announced during the second quarter
of 2009 primarily represent severance costs associated with headcount reductions within the Fluid and Motion & Flow
Control business segments (Motion & Flow segment). Planned position eliminations relating to second quarter 2009
actions totaled 375, including 211 factory workers, 160 office workers and four management employees. The costs
recognized during the second quarter 2009 for previous actions reflect additional severance and lease cancellation
costs.

Second Quarter 2009 Actions

Other Prior
Employee Planned Actions
Related Position Additional
Components of Charge Severance Costs Total Eliminations Costs
Defense $ 1 $ $ 1 39 % 2
Fluid 7 7 138 4
Motion & Flow 4 1 5 191 1
Corporate and Other(® 7
$ 12 $ 1 $ 13 375 $ 7

@ Restructuring costs incurred relating to Corporate and Other related to second quarter 2009 actions round to less
than $1.

First Six Months 2009 Restructuring Activities

During the first six months of 2009, we recorded a net restructuring charge of $31, reflecting costs of $23 related to
new actions and $9 related to prior years plans, as well as the reversal of $1 of restructuring accruals that management
determined would not be required. The charges associated with actions announced during the first six months of 2009
primarily represent severance costs associated with reductions in headcount within the Fluid and Motion & Flow
segments. Planned position eliminations relating to this period totaled 526, including 222 factory workers, 287 office
workers and 17 management employees. The costs recognized during the first half of 2009 related to prior years plans
primarily reflect additional severance and lease cancellation costs.

2009 Actions
Other Prior
Years
Employee Lease Planned  Plans
Cancellation Reversal
Related & Asset Position Additional of
Other
Components of Charge Severance Costs Costs Write-offs Total Eliminations Costs Accruals
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Defense $ 1 8 $ $ $ 1 39 $ 3
Fluid 14 1 15 253 4 (1)
Motion & Flow 5 1 1 7 223 2
Corporate and Other® 11

$ 20 $ 1 $ 1 3 1 $ 23 526 $ 9 (1)

(b) Restructuring costs incurred relating to Corporate and Other round to less than $1.
9
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Restructuring Accrual and Planned Headcount Reductions

The restructuring accrual as of June 30, 2010 was $45, presented on our Consolidated Condensed Balance Sheets
within accrued expenses, includes $27 for accrued severance and $18 for accrued facility carrying and other costs. The
following table displays a rollforward of the restructuring accruals by business segment for the six months ended

June 30, 2010.

Motion
Defense Fluid & Flow Total

Balance December 31, 2009 $ 4 $ 18 $ 31 $ 53
Additional charges for prior years plans 5 1 6
Cash payments related to prior years plans (D) (15) 9) 25)
Charges for 2010 actions 19 4 23
Cash payments related to 2010 actions (6) (D @)
Reversals of prior charges (D (1) 2)
Foreign exchange translation and other (D 2) 3)
Balance June 30, 2010 $ 16 $ 09 $ 20 $ 45

The following table displays a rollforward of employee positions eliminated associated with restructuring activities
through June 30, 2010. We expect the remaining planned headcount reductions as of June 30, 2010 will be
substantially completed by the end of 2010.

Planned reductions as of December 31, 2009 407
Additional planned reductions, January 1  June 30, 2010 764
Actual reductions, January 1 June 30, 2010 (829)
Planned reductions as of June 30, 2010 342

6) Income Taxes
Effective Tax Rate

Income tax expense was $79 for the quarter ended June 30, 2010, resulting in an effective tax rate of 25.9%, compared
to expense of $81 and an effective rate of 28.8% for the comparable prior year period. Impacting the quarter-to-date
2010 effective rate was primarily the reversal of $15 of previously unrecognized tax benefits due to the completion of
a tax audit.

Income tax expense was $154 for the six months ended June 30, 2010, resulting in an effective tax rate of 29.4%,
compared to expense of $90 and an effective rate of 19.0% for the comparable prior year period. In addition to the
reversal of previously unrecognized tax benefits mentioned above, the year-to-date 2010 effective rate was impacted
by the ratification of the U.S. Patient Protection and Affordable Care Act (the Healthcare Reform Act). Effective
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January 1, 2013, the Healthcare Reform Act eliminates the tax deduction for benefits related to subsidies received for
prescription drug benefits provided under retiree healthcare benefit plans that were determined to be actuarially
equivalent to Medicare Part D. As a result of the change in tax status for the federal subsidies received, we recorded a
discrete income tax charge of $12 during the first quarter of 2010. In addition, the 2009 effective rate was favorably
impacted as a result of the restructuring of certain international legal entities, which reduced the income tax provision
by $58. This reduction was based on our determination that the excess investment for financial reporting purposes

over the tax basis in certain foreign subsidiaries will be indefinitely reinvested and the associated deferred tax liability
would no longer be required.

Uncertain Tax Positions

We recognize a tax benefit from an uncertain tax position only if it is more likely than not that the tax position will be
sustained on examination by the taxing authorities, based on the technical merits of the position. As of June 30, 2010
and December 31, 2009, we had $153 and $171, respectively, of total unrecognized tax benefits

10
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recorded. The amount of unrecognized tax benefits that, if recognized, would affect the effective tax rate is $64 and
$73, as of June 30, 2010 and December 31, 2009, respectively. We do not believe that the total amount of
unrecognized tax benefits will significantly change within twelve months of the reporting date.

We classify interest relating to tax matters as a component of interest expense and tax penalties as a component of
income tax expense in our Consolidated Condensed Income Statement. We have accrued $22 and $23 for payment of
interest and penalties as of June 30, 2010 and December 31, 2009, respectively.

7) Earnings Per Share

A reconciliation of the data used in the calculation of basic and diluted earnings per share computations for income

from continuing operations is as follows:

Three Months Ended Six Months Ended

June 30 June 30
2010 2009 2010 2009
Income from continuing operations $ 226 $ 200 $ 370 $ 384
Weighted average common shares outstanding 182.3 181.0 182.0 180.8
Add: Weighted average restricted stock awards outstanding@® 1.7 1.5 1.6 1.5
Basic weighted average common shares outstanding 184.0 182.5 183.6 182.3
Add: Dilutive impact of stock options 1.5 1.1 1.6 1.1
Diluted weighted average common shares outstanding 185.5 183.6 185.2 183.4
Basic earnings per share $ 1.23 $ 1.09 $ 201 $ 2.10
Diluted earnings per share $ 122 $ 1.09 $ 2.00 $ 2.09
Anti-dilutive stock options 2.2 4.6 2.0 4.4

Weighted average exercise price of anti-dilutive stock options $ 54.40 $ 47.25 $ 54.50 $ 47.90

@  Restricted stock awards containing rights to non-forfeitable dividends which participate in undistributed earnings
with common shareholders are considered participating securities for purposes of computing earnings per share.

8) Comprehensive Income

Three Months Ended June 30
2010 2009
Pretax
(Expense) Tax Net-of-Tax Pretax Tax Net-of-Tax
Income Expense Amount Income Expense Amount
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Net income

Other comprehensive (loss) income:
Net foreign currency translation
adjustments

Changes in postretirement benefit plans
Unrealized loss on investment securities

Other comprehensive (loss) income

Comprehensive income
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$ (120)
24
(D
$ 7

11

$

238

(120)
16

(1)
(105)

133

$

$

120
15

135

201

120
10

130

331
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Six Months Ended June 30
2010 2009
Pretax
(Expense) Tax Net-of-Tax Pretax Tax Net-of-Tax
Income  Expense Amount Income Expense Amount

Net income $ 384 $ 385
Other comprehensive (loss) income:
Net foreign currency translation

adjustments $ 211 % 211) $ 49 $ 49
Changes in postretirement benefit plans 49 18 31 31 11 20
Unrealized gain on investment securities 3 1 2

Other comprehensive (loss) income $ (159 $ 19 (178) $ 80 % 11 69
Comprehensive income $ 206 $ 454

9) Receivables, Net

June 30, December 31,

2010 2009
Trade $ 1,486 $ 1,379
Unbilled contract receivables 331 373
Other 57 56
Receivables, gross 1,874 1,808
Less: allowance for doubtful accounts and cash discounts 45) 54)
Receivables, net $ 1,829 $ 1,754

Unbilled contract receivables represent revenue recognized on long-term contracts that arise based on performance
attainment which, though appropriately recognized, cannot be billed as of the balance sheet date. We expect to bill and
collect substantially all of the June 30, 2010 unbilled contract receivables during the next twelve months as scheduled
performance milestones are completed or units are delivered.

Our outstanding trade accounts receivable balance from the U.S. Government was $450 and $327 as of June 30, 2010
and December 31, 2009, respectively.

10) Inventories, Net

June 30, December 31,
2010 2009
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Finished goods 187 176
Work in process 91 57
Raw materials 305 253
583 486
Inventoried costs related to long-term contracts 303 391
Less: progress payments (73) (75)
Inventoried costs related to long-term contracts, net 230 316
Inventories, net 813 802
12
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11) Plant, Property and Equipment, Net

June 30, December 31,

2010 2009

Land and improvements $ 60 $ 57
Buildings and improvements 609 609
Machinery and equipment 1,643 1,685
Furniture, fixtures and office equipment 217 220
Construction work in progress 160 157
Other 97 97

2,786 2,825
Less: accumulated depreciation and amortization (1,749) (1,775)
Plant, property and equipment, net $ 1,037 $ 1,050

12) Goodwill and Other Intangible Assets, Net

Changes in the carrying amount of goodwill for the six months ended June 30, 2010 by business segment are as
follows:

Motion  Corporate

and
Defense Fluid & Flow Other Total
Balance as of January 1, 2010 $ 2,132 $ 1,165 $ 486 $ 5 $ 3,788
Goodwill acquired during the period 238 238
Foreign currency translation (63) (10) (73)
Balance as of June 30, 2010 $ 2,132 $ 1,340 $ 476 $ 5 $ 3,953
Goodwill classified as held for sale $ 76 $ $ $ $ 76
Information regarding other intangible assets is as follows:
June 30, 2010 December 31, 2009
Gross Other Gross Other
Carrying Accumulated Intangibles Carrying Accumulated Intangibles
Amount Amortization Net Amount Amortization Net
Finite-lived intangibles:
Distributor and customer
relationships $ 731 $ 270) $ 461 $ 625 % (236) $ 389
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Proprietary technology 73 (26) 47 66 24) 42
Trademarks 34 9) 25 35 (8) 27
Patents and other 46 2D 25 45 (20) 25
Indefinite-lived intangibles:

Brands and trademarks 58 58 18 18
Other intangible assets, net $ 942 % (326) $ 616 $ 789 $ 288) $ 501

Intangible assets related to the acquisition of Nova included $112 of distributor and customer relationships, $42 of
trademarks and $10 of proprietary technology. The distributor and customer relationships are expected to be
amortized over a weighted average period of 19 years and the proprietary technology is expected to be amortized over
a weighted average period of 11 years. The trademarks have been assigned an indefinite life.

Amortization expense related to intangible assets for the six months ended June 30, 2010 and 2009 was $42 and $49,
respectively. We expect to incur amortization expense of $44 over the remaining six months of 2010.

13
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Estimated amortization expense for intangible assets for each of the five succeeding years is as follows:

2011 2012 2013 2014
$72 $63 $46 $41

13) Other Non-Current Assets

June 30,
2010

Other employee benefit-related assets $ 90
Capitalized software costs 68
Long-term third party receivables, net 44
Equity and cost method investments 8
Pension assets and prepaid benefit plan costs 11
Other 12
Other non-current assets $ 233
14) Debt

June 30,

2010

Commercial paper $ 80
Short-term loans 16
Current maturities of long-term debt and other 10
Short-term debt and current maturities of long-term debt 106
Non-current maturities of long-term debt 1,322
Non-current capital leases 3
Deferred gain on interest rate swaps 47
Unamortized discounts and debt issuance costs 9)
Long-term debt 1,363
Total debt $ 1,469

2015

$38

December 31,
2009

$ 87
65
44
28
16
12

$ 252

December 31,
2009

$ 55
10
10
75
1,392
4
50
(15)
1,431

$ 1,506

The fair value of total debt, excluding the deferred gain on interest rate swaps, was $1,578 and $1,547 as of June 30,

2010 and December 31, 2009, respectively.

Table of Contents

30



Edgar Filing: ITT Corp - Form 10-Q

During the second quarter of 2010, we called $69 of face value debentures due in 2011. We recognized $3 of net
expense related to this early retirement.

15) Other Non-Current Liabilities

June 30, December 31,

2010 2009
Deferred income taxes and other tax-related accruals $ 196 $ 174
Environmental 138 128
Compensation and other employee-related benefits 114 123
Product liability, guarantees and other legal matters 33 63
Other 57 53
Other non-current liabilities $ 538 $ 541

14
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16) Employee Benefit Plans

Components of net periodic benefit cost for the three and six months ended June 30, 2010 and 2009 were as follows:

Three Months Ended June 30 Six Months Ended June 30
Pension Other Benefits Pension Other Benefits
2010 2009 2010 2009 2010 2009 2010 2009
Service cost $ 31 $ 26 $ 2 $ 2 $ 62 $ 51 $ 4 $ 4
Interest cost 84 81 10 11 167 163 20 21
Expected return on plan assets (110) (108) ®) 5 (219) 217) (1) 9)
Amortization of prior service
cost (credit) 1 1 ) 1 2 2 ) 2
Amortization of actuarial loss 21 10 3 4 42 21 6 8
Total net periodic benefitcost $ 27 $ 10 $ 9 $ 13 $ 54 $ 20 $ 18 $ 26
Amounts recognized in the Consolidated Condensed Balance Sheets as of June 30, 2010 and December 31, 2009
consist of:
Pension Other Benefits
2010 2009 2010 2009
Other non-current assets $ 11 $ 16 $ $
Current liabilities 24) (24) (49) 49)
Non-current liabilities (1,353) (1,384) (401) (404)
$ (1,366) $ (1,392) $ (450) $ (453)

We contributed approximately $4 and $6 to our various plans during the three and six months ended June 30, 2010,
respectively. Additional contributions ranging between $4 and $6 are expected during the remainder of 2010.

17) Long-Term Incentive Employee Compensation

Our long-term incentive awards program (LTIP) comprises three components: non-qualified stock options (NQO),
restricted stock, and a total shareholder return target cash award (TSR). We account for substantially all NQOs and
restricted stock as equity-based compensation awards. Awards granted under the TSR are cash settled obligations and
accounted for as liabilities that are remeasured through settlement. Long-term incentive employee compensation costs
are primarily recorded within selling, general & administrative expenses and are reduced by an estimated forfeiture

rate. These costs impacted our consolidated results of operations as follows:

Three Months
Ended June 30
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Six Months
Ended June 30
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2010 2009 2010 2009
Compensation costs on equity-based awards $ 8 $ 7 $ 16 $ 15
Compensation costs on liability-based awards 3) 3 3
Total compensation costs, pre-tax $ 5 $ 10 $ 16 $ 18
Future tax benefit $ 2 $ 3 $ 5 $ 6

At June 30, 2010, there was $59 of total estimated unrecognized compensation cost related to unvested NQOs and
restricted stock. This cost is expected to be recognized ratably over a weighted-average period of 2.1 years. Total
estimated unrecognized compensation cost projected to be incurred for the TSR based on performance measurements
as of June 30, 2010 was $8 and is expected to be recognized over a weighted average period of 1.5 years. Actual
performance measurements in future periods may differ from current estimates and positively or negatively impact the
total compensation cost to be recognized as well as create volatility between periods. Payments totaling $18 were
made during the first quarter of 2010 to settle the outstanding obligation associated with the 2007 TSR award grants.

15
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18) Commitments and Contingencies

From time to time we are involved in legal proceedings that are incidental to the operation of our businesses. Some of
these proceedings allege damages relating to environmental liabilities, intellectual property matters, copyright
infringement, personal injury claims, employment and pension matters, government contract issues and commercial or
contractual disputes, sometimes related to acquisitions or divestitures. We will continue to vigorously defend against
all claims. Although the ultimate outcome of any legal matter cannot be predicted with certainty, based on present
information including our assessment of the merits of the particular claim, as well as our current reserves and
insurance coverage, we do not expect that such legal proceedings will have any material adverse impact on our cash
flow, results of operations, or financial condition on a consolidated basis in the foreseeable future, unless otherwise
noted below.

Asbestos Matters

ITT, including its subsidiary Goulds Pumps, Inc. (Goulds), has been joined as a defendant with numerous other
companies in product liability lawsuits alleging personal injury due to asbestos exposure. These claims allege that
certain of our products sold prior to 1985 contained a part manufactured by a third party, e.g., a gasket, which
contained asbestos. To the extent these third-party parts may have contained asbestos, it was encapsulated in the
gasket (or other) material and was non-friable. In certain other cases, it is alleged that former I'TT companies were
distributors for other manufacturers products that may have contained asbestos.

As of June 30, 2010, there were 104,865 open claims against ITT filed in various state and federal courts alleging
injury as a result of exposure to asbestos. Activity related to these asserted asbestos claims during the period was as
follows:

2010 2009
Pending claims®  January 1 104,679 103,006
New claims 2,297 2,191
Settlements (527) (620)
Dismissals (1,584) (2,350)
Adjustment® 3,208
Pending claims@  June 30 104,865 105,435

@  Excludes 34,667 claims related to maritime actions almost all of which were filed in the United States District
Court for the Northern District of Ohio and transferred to the Eastern District of Pennsylvania pursuant to an
order by the Federal Judicial Panel on Multi-District Litigation (MDL). As these cases were placed on inactive
dockets several years ago, the Company believes they will not be litigated.

(b)  Reflects an adjustment to increase the number of open claims as a result of transitioning claims data from our
primary insurance companies to an internal database.

Frequently, plaintiffs are unable to identify any ITT or Goulds product as a source of asbestos exposure. In addition,
in a large majority of the 104,865 pending claims against the Company, the plaintiffs are unable to demonstrate any
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injury. Many of those claims have been placed on inactive dockets (including 44,302 claims in Mississippi). Our
experience to date is that a substantial portion of resolved claims have been dismissed without payment by the
Company. As a result, management believes that approximately 90 percent of the 104,865 open claims have little or
no value. The average cost per resolved claim for the six months ended June 30, 2010 and 2009 was $21.6 thousand
and $11.8 thousand, respectively. Because claims are sometimes dismissed in large groups, the average cost per
resolved claim as well as the number of open claims can fluctuate significantly from period to period.

Beginning in the third quarter of 2009, the Company recorded an undiscounted asbestos liability including legal fees,
for those costs that the Company is estimated to incur to resolve all pending claims, as well as unasserted claims
estimated to be filed over the next 10 years. Although it is probable that the Company will incur additional costs for
asbestos claims filed beyond the next 10 years, due to the uncertainties and variables inherent in the long-

16
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term projection of the Company s total asbestos liability, we do not believe there is a reasonable basis for estimating
those costs at this time. Prior to the third quarter of 2009, we recognized a liability for pending claims only as, while it
was probable that we would incur additional costs for future claims to be filed against the Company, a liability for
potential future claims was not reasonably estimable. See Note 19 Commitments and Contingencies, in the Notes to
Consolidated Financial Statements within our 2009 Annual Report on Form 10-K for further information.

The Company has also recorded an asbestos asset, comprised predominantly of an insurance asset and receivables
from former ITT entities, for their portion of the liability which relates to a discontinued operation. The insurance
asset represents our best estimate of probable insurance recoveries for the asbestos liabilities for pending claims, as
well as unasserted claims to be filed over the next 10 years. The timing and amount of reimbursements will vary due
to differing policy terms and certain gaps in coverage as a result of some insurer insolvencies.

The following table provides a rollforward of the total asbestos liability and related assets for the six months ended
June 30, 2010 and 2009.

2010 2009
Liability = Asset Net Liability = Asset Net
Balance as of January 1 $ 933 $ 666 $ 267 $ 228 $ 201 $ 27
Changes in accruals during the period® 36 8 28 25 25
Net cash activity 27 (22) 5 (13) (14) 1
Other adjustments (11D (11D
Balance as of June 30 $ 931 $ 641 $ 290 $ 240 $ 212 $ 28

@  The change in asbestos-related accruals during the six months ended June 30, 2010 includes a $27 charge
recognized within continuing operations and a $1 charge recognized within discontinued operations.

The total asbestos liability and related assets as of June 30, 2010 and December 31, 2009 includes $67 presented
within accrued expenses and $62 presented within other current assets on our Consolidated Condensed Balance
Sheets.

The underlying asbestos liability and corresponding insurance asset are based upon current, known information.
However, future events affecting the key factors and other variables for either the asbestos liability or the insurance
asset could cause the actual costs and insurance recoveries to be higher or lower than currently estimated. Due to these
uncertainties, as well as our inability to reasonably estimate any additional asbestos liability for claims filed beyond
the next 10 years, it is not possible to predict the ultimate outcome of the cost of resolving the pending and all
unasserted asbestos claims. We believe it is possible that the cost of asbestos claims filed beyond the next 10 years,
net of expected insurance recoveries, could have a material adverse effect on our financial position and on the results
of operations or cash flows for a particular period.

In addition, as discussed in our 2009 Annual Report on Form 10-K (see Note 19, Commitments and Contingencies, in
the Notes to Consolidated Financial Statements), in the third quarter of 2010 we will conduct a detailed study, with the
assistance of outside consultants, to review and update as appropriate the underlying assumptions used to estimate our
asbestos liability and related assets. This update will consider both our actual experience since our last detailed review
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in the third quarter of 2009 as well as a reassessment of the appropriate reference period of years of experience to be
used in determining each assumption. While projecting future asbestos costs is subject to numerous variables and
uncertainties that are inherently difficult to predict, developments in several key factors since our last detailed review
may negatively impact the assumptions used in our estimates, including the reference period judged to be reflective of
the current and future environment. As a result, it is possible that this update could result in a material adverse change
to our asbestos liability and related assets in the third quarter of 2010.

Environmental

In the ordinary course of business, we are subject to federal, state, local, and foreign environmental laws and
regulations. We are responsible, or are alleged to be responsible, for ongoing environmental investigation and

17
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remediation of sites in various countries. These sites are in various stages of investigation and/or remediation and in
many of these proceedings our liability is considered de minimis. We have received notification from the

U.S. Environmental Protection Agency, and from similar state and foreign environmental agencies, that a number of
sites formerly or currently owned and/or operated by I'TT, and other properties or water supplies that may be or have
been impacted from those operations, contain disposed or recycled materials or wastes and require environmental
investigation and/or remediation. These sites include instances where we have been identified as a potentially
responsible party under federal and state environmental laws and regulations.

Accruals for environmental matters are recorded on a site by site basis when it is probable that a liability has been
incurred and the amount of the liability can be reasonably estimated, based on current law and existing technologies.
Our accrued liabilities for these environmental matters represent the best estimates related to the investigation and
remediation of environmental media such as water, soil, soil vapor, air and structures, as well as related legal fees.
These estimates, and related accruals, are reviewed periodically and updated for progress of investigation and
remediation efforts and changes in facts and legal circumstances. Liabilities for these environmental expenditures are
recorded on an undiscounted basis.

It is difficult to estimate the final costs of investigation and remediation due to various factors, including incomplete
information regarding particular sites and other potentially responsible parties, uncertainty regarding the extent of
investigation or remediation and our share, if any, of liability for such conditions, the selection of alternative remedial
approaches, and changes in environmental standards and regulatory requirements. In our opinion, the total amount
accrued is appropriate based on existing facts and circumstances. We do not anticipate these liabilities will have a
material adverse effect on our consolidated financial position, results of operations or cash flows.

The following table illustrates the activity related to our accrued liabilities for these environmental matters.

2010 2009
Beginning balance January 1 $ 140 $ 135
Change in estimates for pre-existing accruals, foreign exchange and other 5 10
Payments (7 (8)
Ending balance June 30 $ 138 $ 137

The following table illustrates the reasonably possible low- and high-end range of estimated liability, and number of
active sites for these environmental matters.

June 30, December 31,

2010 2009
Low-end range $ 120 $ 113
High-end range $ 259 $ 249
Number of active environmental investigation and remediation sites 99 98

Other Matters
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The Company is involved in coverage litigation with various insurers seeking recovery of costs incurred in connection
with certain environmental and product liabilities. In a suit filed in 1991, ITT Corporation, et al. v. Pacific Indemnity
Corporation et al, Sup. Ct., Los Angeles County, we are seeking recovery of costs related to environmental losses.
Discovery, procedural matters, changes in California law, and various appeals have prolonged this case. For several
years, the case was on appeal before the California Court of Appeals from a decision by the California Superior Court
dismissing certain claims made by ITT. The case is now back before the Superior Court and the parties are engaged in
further discovery.

On February 13, 2003, we commenced an action, Cannon Electric, Inc. v. Affiliated FM Ins. Co., Sup. Ct., Los
Angeles County, seeking recovery of costs related to asbestos product liability losses described above. During this
coverage litigation, we have entered into coverage-in-place settlement agreements with ACE, Wausau and Utica
Mutual dated April 2004, September 2004, and February 2007, respectively. These agreements provide specific

18
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coverage for the Company s legacy asbestos liabilities. We are prepared to pursue legal remedies against the remaining
defendants where reasonable negotiations are not productive.

ITT provides an indemnity to U.S. Silica Company for silica personal injury suits filed prior to September 12, 2005
against our former subsidiary Pennsylvania Glass Sand (PGS). ITT sold the stock of PGS to U.S. Silica Company in
1985. Over the past several years, the majority of the silica cases involving PGS have been dismissed without
payment. Currently there are fewer than 4,000 cases pending against PGS. The Company expects that the majority of
the remaining cases will also be dismissed. Our indemnity had been paid in part by our historic product liability
carrier, however, in September 2005, the carrier communicated to us that it would no longer provide insurance for
these claims. On October 4, 2005, we filed a suit against the insurer, ITT v. Pacific Employers Insurance Co., CA

No. 05CV 5223, in the Superior Court for Los Angeles, CA, seeking defense costs and indemnity from the insurance
carrier for PGS product liabilities. In April 2007, the Court granted our motion for summary judgment on the carrier s
duty to defend the silica cases; however, that decision was overturned on appeal. The matter was returned to the
Superior Court in part for determination of several factual issues. We will continue to seek past and future defense
costs for these cases from this carrier. We believe that these matters will not have a material adverse effect on our
consolidated financial position, results of operations or cash flows. All silica-related costs, net of insurance recoveries,
are shared pursuant to the Distribution Agreement. Further information on the Distribution Agreement is provided
within the Business Company History and Certain Relationships section of our 2009 Annual Report on Form 10-K.

On March 27, 2007, we reached a settlement relating to an investigation of our I'TT Night Vision Division s
compliance with the International Traffic in Arms Regulations (ITAR) pursuant to which we pled guilty to two
violations based on the export of defense articles without a license and the omission of material facts in required
export reports. We were assessed a total of $50 in fines, forfeitures and penalties. We also entered into a Deferred
Prosecution Agreement with the U.S. Government which deferred action regarding a third count of violations related
to ITAR pending our implementation of a remedial action plan, including the appointment of an independent monitor.
ITT was also assessed a deferred prosecution monetary penalty of $50 which ITT will reduce for monies spent over
the five years following the date of the Plea Agreement, to accelerate and further the development and fielding of
advanced night vision technology. On October 11, 2007, ITT and the Department of Defense finalized an
Administrative Compliance Agreement wherein we agreed to take certain remedial actions including implementing
compliance programs and appointing an independent monitor for the oversight of our compliance programs. On
December 28, 2007, we finalized a Consent Agreement with the Department of State wherein we agreed to undertake
certain remedial actions, including appointment of a Special Compliance Official. The Company continues to perform
under the terms of the agreements. On February 22, 2010, the Department of State issued a notice that it terminated
the ineligible status and statutory debarment which it had previously imposed on the Company on April 11, 2007, 75
Fed. Reg. 7650 (2010). Management believes that these matters will not have a material adverse effect on our
consolidated financial position, results of operations or cash flows.

On April 17,2007, ITT s Board of Directors received a letter on behalf of a shareholder requesting that the Board take
appropriate action against the employees responsible for the violations at our Night Vision facility described above,
which were disclosed on a Current Report on Form 8-K filed with the SEC on March 30, 2007. The Board of
Directors appointed a Special Litigation Committee to evaluate the request. The Special Litigation Committee
conducted its investigation with the assistance of independent counsel and concluded that no legal actions should be
brought by ITT.

During 2007 and 2008, the Company received notice of four shareholder derivative actions each filed in the

U.S. District Court for the Southern District of New York, known variously as, Sylvia Piven trustee under trust
agreement dated April 3, 1973 f/b/o Sylvia B. Piven, derivatively on behalf of ITT Corporation v. Steven R. Loranger
et al. and ITT Corporation (the Piven action), Norman Levy, derivatively on behalf of ITT Industries, Inc. v. Steven R.
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Loranger et al. and ITT Industries, Inc., Anthony Reale v. Steven R. Loranger et al. and I'TT Company [sic] (Reale
Action), and Robert Wilkinson v. Steven R. Loranger et al. and ITT Corporation. The cases allege that ITT s Board of
Directors breached their fiduciary duties by failing to properly oversee ITT s compliance programs at its Night Vision
business. The Complaints seek compensatory and punitive damages for ITT from its Directors, the removal of the
Directors, and the election of new directors. Three cases were consolidated into one action, In Re ITT Corporation
Derivative Litigation, CA No. 07-CV-2878 (CS) (the Levy complaint was dropped on
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consolidation). On motion by the Company, the Piven and Wilkinson actions were dismissed. The Defendants filed a
Motion to Terminate the Reale Action based on the Special Litigation Committee s report referenced above. In a
September 8, 2009 order, the Court denied the Defendants motion. The Defendants then filed a Motion for
Reconsideration or, in the alternative, requested that the matter be certified to the Indiana Supreme Court for its
interpretation of the Indiana Business Code. On June 28, 2010, the Indiana Supreme Court issued a decision on the
certified question agreeing with the Defendants interpretation of the Indiana Business Code. The Defendants again
filed a Motion to Terminate which the court granted on July 20, 2010. The matter is now concluded.

19) Guarantees, Indemnities and Warranties
Guarantees & Indemnities

Since ITT s incorporation in 1920, we have acquired and disposed of numerous entities. The related acquisition and
disposition agreements contain various representation and warranty clauses and may provide indemnities for a
misrepresentation or breach of the representations and warranties by either party. The indemnities address a variety of
subjects; the term and monetary amounts of each such indemnity are defined in the specific agreements and may be
affected by various conditions and external factors. Many of the indemnities have expired either by operation of law
or as a result of the terms of the agreement. We do not have a liability recorded for these indemnifications and are not
aware of any claims or other information that would give rise to material payments under such indemnities.

In December of 2007, we entered into a sale leaseback agreement for our corporate aircraft, with the aircraft leased
back under a five-year operating lease. We have provided, under the lease, a residual value guarantee to the lessor in
the amount of $42. Payments under the residual value guarantee would be required if the fair value of the aircraft was
less than the residual value guarantee on expiration of the lease. At June 30, 2010, the projected fair value of the
aircraft at the end of the lease is estimated to be $4 less than the residual value guarantee. However, since this
estimated loss does not exceed the $5 gain we realized from the sale of the aircraft which has been deferred as a loss
contingency for the residual value guarantee, we have not recorded any additional accrual in our Consolidated
Condensed Financial Statements.

We have a number of individually immaterial guarantees outstanding at June 30, 2010, that may be affected by
various conditions and external forces, some of which could require that payments be made under such guarantees.
We do not believe such payments would have a material adverse impact on the financial position, results of operations
or cash flows on a consolidated basis.

Product Warranties

We provide warranty for numerous products, the terms of which vary widely. In general, we provide warranty on our
products against defect and specific non-performance. In the automotive businesses, liability for product defects could
extend beyond the selling price of the product and could be significant if the defect interrupts production or results in
a recall. Changes in our product warranty accrual for the six months ended June 30, 2010 and 2009 were as follows:

2010 2009
Beginning balance January 1 $ 67 $ 57
Accruals for product warranties issued in the period 24 14
Changes in pre-existing warranties and estimates 6 €]
Payments (18) (13)
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Foreign currency translation 2) (D)

Ending balance June 30 $ 77 $ 56

20) Business Segment Information

The Company s business segments are reported on the same basis used internally for evaluating performance and for
allocating resources. Our three reporting segments are referred to as: Defense & Information Solutions
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(Defense segment), Fluid Technology (Fluid segment), and Motion & Flow Control (Motion & Flow segment).
Corporate and Other consists of corporate office expenses including compensation, benefits, occupancy, depreciation,
and other administrative costs, as well as charges which occur from time to time related to certain matters, such as
asbestos and environmental liabilities, that are managed at a corporate level and are not included in the business
segments results when evaluating performance or allocating resources. Assets of the business segments exclude
general corporate assets, which principally consist of cash, deferred tax assets, insurance receivables, property, plant
and equipment, and other assets.

Three Months Ended June 30, 2010

Motion
& Corporate
and
Defense Fluid Flow Other Eliminations  Total
Product revenue $ 925 $ 847 $ 359 $ $ 3 $ 2128
Service revenue 578 31 2 611
Total revenue $ 1,503 $ 878 $ 361 $ $ 3 $ 2,739
Operating income (loss) $ 194 $ 130 $ 42 $ 42) 3 $ 324
Operating margin 12.9% 14.8% 11.6% 11.8%
Total assets $ 4,126 $ 3,262 $ 1,307 $ 2320 $ $ 11,015

Three Months Ended June 30, 2009

Motion
& Corporate
and
Defense Fluid Flow Other Eliminations  Total
Product revenue $ 998 $ 827 $ 306 $ $ 2 $ 2129
Service revenue 546 42 2 590
Total revenue $ 1,544 $ 869 $ 308 $ $ 2 $ 2719
Operating income (loss) $ 197 $ 112 $ 33 $ 39 $ $ 303
Operating margin 12.8% 12.9% 10.7% 11.1%
Total assets® $ 4,153 $ 2,930 $ 1,323 $ 2,723 % $ 11,129

Six Months Ended June 30, 2010

Motion
& Corporate
and
Defense Fluid Flow Other Eliminations Total
Product revenue $ 1,727 $ 1,617 $ 744 $ $ 6) $ 4,082
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Service revenue
Total revenue
Operating income (loss)

Operating margin
Total assets

Product revenue
Service revenue

Total revenue
Operating income (loss)

Operating margin
Total assets@

@  As of December 31, 2009

Edgar Filing: ITT Corp - Form 10-Q

1,169
$ 2,896
$ 335

11.6%
$ 4,126

Defense

$ 1,947
1,054

$ 3,001
$ 358

11.9%
$ 4,153

62
$ 1,679

$ 221

13.2%

$ 3,262

Fluid

$ 1,541
72

$ 1,613

$ 180

4
$ 748
$ 97

13.0%
$ 1,307

Six Months Ended June 30, 2009

11.2%

$ 2,930

21

Motion
&

Flow

$ 610

$ o614

9.9%
$ 1,323

1,235
$ $ 6) $ 5317
$ 84) $ $ 569
10.7%
$ 2,320 $ $ 11,015
Corporate
and
Other Eliminations Total
$ $ 3) $ 4,095
1,130
$ $ 3) $ 5225
$ (78) $ $ 521
10.0%
$ 2,723 $ $ 11,129
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Item 2.
MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS
(In millions, except share and per share amounts, unless otherwise stated)
OVERVIEW

ITT is a global multi-industry high-technology engineering and manufacturing organization. We generate revenue and
cash through the design, manufacture, and sale of a wide range of engineered products and the provision of related
services. Our business consists of three principal business segments that are aligned with the markets they serve:
Defense & Information Solutions (Defense segment), Fluid Technology (Fluid segment) and Motion & Flow Control
(Motion & Flow segment).

Our strategy is centered on both organic and acquisitive growth. Our ability to grow organically stems from our
value-based product development process, new and existing technologies, distribution capabilities, customer
relationships and strong market positions. Our acquisitive growth strategy focuses on identifying and acquiring
businesses that align with global macro trends and provide adjacencies to our current core portfolio of businesses. In
addition to our growth initiatives, we have a number of strategic initiatives within the framework of the ITT
Management System aimed at enhancing our operational performance. Our strategic initiatives include global
sourcing, footprint rationalization and realignment, Six Sigma and lean fulfillment.

Key Performance Indicators and Non-GAAP Measures

Management reviews key performance indicators including revenue, segment operating income and margins, earnings
per share, orders growth, and backlog, among others. In addition, we consider certain measures to be useful to
management and investors evaluating our operating performance for the periods presented, and provide a tool for
evaluating our ongoing operations and our management of assets held from period to period. These metrics, however,
are not measures of financial performance under accounting principles generally accepted in the United States
(GAAP) and should not be considered a substitute for revenue, operating income, income from continuing operations,
diluted income from continuing operations per share or net cash from continuing operations as determined in
accordance with GAAP, and may not be comparable to similarly titled measures reported by other companies. We
consider the following non-GAAP measures to be key performance indicators:

organic revenue,  organic orders, and organic operating income defined as revenue, orders, and operating
income, respectively, excluding the impact of foreign currency fluctuations and contributions from acquisitions
and divestitures.

adjusted income from continuing operations and adjusted earnings per diluted share defined as income from
continuing operations and income from continuing operations per diluted share, adjusted to exclude special
items that may include, but are not limited to, unusual and infrequent non-operating items and non-operating
tax settlements or adjustments related to prior periods. Special items represent significant charges or credits
that impact current results, but may not be related to the Company s ongoing operations and performance.

free cash flow defined as net cash from continuing operations less capital expenditures.
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A reconciliation of adjusted income from continuing operations, including adjusted earnings per diluted share, is
provided below.

Three Months Ended Six Months Ended

June 30 June 30
2010 2009 2010 2009
Income from continuing operations $ 226 $ 200 $ 370 $ 384
Tax-related special items® (15) @) 5) (61)
Adjusted income from continuing operations $ 211 $ 193 $ 365 $ 323
Income from continuing operations per diluted share $ 1.22 $ 1.09 $ 2.00 $ 2.09
Adjusted earnings per diluted share $ 1.14 $ 1.05 $ 1.97 $ 1.76

@  The 2010 tax-related special items primarily include the reversal of previously unrecognized tax benefits due to
the completion of a tax audit of $15 during the second quarter of 2010 and a reduction of deferred tax assets of
$10 during the first quarter of 2010 associated with the U.S. Patient Protection and Affordable Care Act (the
Healthcare Reform Act). The 2009 tax-related special items primarily relate to a benefit from the reversal of
certain deferred tax adjustments of $7 during the second quarter of 2009 and the reversal of deferred tax liabilities
of $58 as a result of the restructuring of certain international legal entities during the first quarter of 2009.

Executive Summary

ITT reported revenue of $2,739 during the second quarter of 2010, reflecting an increase of 0.7% from the second
quarter 2009 revenue of $2,719, primarily reflecting the benefits from our recent acquisitions as well as growth within
our Motion & Flow segment, partially offset by volume reductions within portions of our Defense segment as
compared to strong prior year results. Operating income of $324, an increase of 6.9% from the prior year, primarily
benefitted from significant savings from various restructuring, sourcing and other productivity initiatives executed
over the last two years. Income from continuing operations of $226, or $1.22 per diluted share, increased 13.0% from
the prior year.

Additional financial highlights for the second quarter of 2010 include the following:

Adjusted income from continuing operations was $211, an increase of $18 or 9.3% from the comparable prior
year adjusted amount. Adjusted earnings per diluted share of $1.14, increased 8.6% versus the prior year.

Consistent with our portfolio alignment strategy, we initiated an active program to sell CAS Inc., a component
of our Defense segment that is engaged in systems engineering and technical assistance (SETA) for the

U.S. Government. This component of our Defense segment has been classified as held for sale and has been
reclassified as a discontinued operation in the consolidated financial statements.

We reached a definitive agreement to purchase Godwin Pumps (Godwin) for $585. The addition of Godwin s
specialized products and skills to our Fluid segment s broad submersible pump portfolio and global sales and
distribution network, will provide significant geographic expansion opportunities. See Note 3 Acquisitions, in
the Notes to Consolidated Condensed Financial Statements for further information.
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Further details related to these results are contained in the following Results of Operations and Business Segment
Review sections.

2010 Outlook

Our 2010 strategic objectives remain focused on the needs of our customers and the execution of three key elements;
driving productivity and market growth, differentiating organic growth through product diversification and
advancement in customer solutions, and aligning our portfolio with macro trends such as aging infrastructure, growing
middle class, resource scarcity and global security. Consistent with these objectives, our actions are focused on
generating solid free cash flow, leveraging recent investments, and driving operating margin expansion
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through the realization of planned incremental productivity benefits. These cost and productivity actions include
discretionary cost controls and driving incremental supply chain savings through our integrated global strategic
sourcing group. Overall, we expect full year 2010 adjusted income from continuing operations per diluted share in the
range of $4.08 and $4.18.

Within our Defense segment we continue to make substantial investments in research and development activities
driving performance and innovations that respond to our customers needs. We also seek opportunities to make
significant capital investments to support a further diversification of our customer base into non-Department of
Defense platforms such as next generation air traffic control and cyber security programs, as well as leverage the
demand for U.S. capabilities internationally by expanding sales activities and investments globally. We currently
project full year 2010 Defense segment organic revenue of approximately $6.0 billion.

Within our Fluid and Motion & Flow segments we continue to focus on our customers by aligning our activities,
including service and maintenance offerings, with their needs. We plan to improve product life cycle costs by making
our products more energy efficient and by reducing the total cost of ownership. We will continue to drive productivity
initiatives by identifying areas for cost reduction and leveraging our business and functional strength to achieve
competitive advantages. We have launched a Value-Based Commercial Excellence initiative focused on fully utilizing
our commercial resources more efficiently and effectively. We expect to strengthen our current position around the
growing global macro trends by broadening our product and service offerings through strategic acquisitions and
investments in technology advancement and emerging markets. We currently project full year 2010 organic revenue of
approximately $3.6 billion within our Fluid segment and approximately $1.4 billion within our Motion & Flow
segment.

Known Trends and Uncertainties

The following list represents a summary of trends and uncertainties which could have a significant impact on our
results of operations, financial position and/or cash flows from operating, investing and financing activities:

The global economic environment remains in a relative state of uncertainty. Although financial markets have
recovered from their lows in 2009, we consider the overall global economic recovery to be a gradual, long-term
process. The potential for unforeseen adverse macroeconomic events, such as a further deterioration of the
European credit markets, remains a concern and the occurrence of such events could have a significant
unfavorable effect on our business.

The 2011 U.S. Department of Defense (DoD) budget was submitted to Congress by President Obama where it
is currently under deliberation. The DoD budget request details the strategic priorities of the administration,
and is aligned with the long-term priorities outlined in the 2010 Quadrennial Defense Review. These priorities
include investments of an enduring nature and focus on the future challenges of modernization and
transformation of forces and capabilities, such as intelligence, surveillance and reconnaissance, network
communications, cyber warfare and security, unmanned aircraft and integrated logistics support. Our portfolio
of defense solutions, which covers a broad range of air, sea and ground platforms and applications, aligns with
the priorities outlined by the DoD. However, uncertainty related to potential changes in appropriations and
priorities could materially impact our business.

Programs related specifically to the support of ongoing operations in Iraq and Afghanistan face declining
revenue streams going forward. This expectation is reflected in our business plans. The degree to which
reductions in these activities accelerate, or not, remains an area of uncertainty. There has been particular
uncertainty around the U.S. administration s earlier statements and intentions regarding reducing presence in
Afghanistan beginning in mid-2011.
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The decline in real estate markets around the world, particularly within the United States and Europe,
negatively impacted demand for portions of our Fluid segment operating within the residential and commercial
markets during 2009. Current external data suggests an unbalanced recovery in the regions we operate; with
growth in Asia Pacific, stability in North America and continued challenges in Europe. The continued

uncertainty and volatility within these markets and regions could significantly affect the results of our Fluid
segment.
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Municipal budget constraints and deficits around the world coupled with the uncertainty within the European
credit markets has led to reductions in discretionary spending as well as delays and cancellations of orders and
projects. However, within the U.S., the global trend has been partially offset by the passage of the American
Recovery and Reinvestment Act (ARRA) in February 2009, which has promoted additional municipal
investment in infrastructure projects. A portion of our Fluid segment s revenue is derived from municipal
projects and services. Uncertainty as to the depth and duration of these economic trends and the actual benefits
received from the ARRA could significantly affect our Fluid segment results.

A portion of our Fluid segment provides products to end-markets such as oil and gas, power, chemical and
mining. Project activity is expected to gradually improve during 2010, specifically within oil and gas and
mining markets. Changes in economic conditions could impact our results in future periods.

Governmental automotive stimulus packages introduced during 2009 encouraged moderate recovery within
global automotive markets during the latter half of 2009 and into 2010. However, with these programs having
reached their conclusion, the future stability of the market remains uncertain. Unfavorable trends in the
automotive industry could negatively impact our future results.

The connectors industry experienced significant declines in both orders and sales during 2009. However, recent
data indicates that the industry has experienced four quarters of consecutive revenue growth and forecasts
annual growth of approximately 20% during 2010. Due to the significant volatility experienced within this
industry it is difficult to predict how order trends will be impacted during the remainder of 2010 and into 2011.

While projecting future asbestos costs is subject to numerous variables and uncertainties that are inherently
difficult to predict, developments in several key factors over the last year may negatively impact the
assumptions used in our estimates, including the reference period judged to be reflective of the current and
future environment. As a result, a change in estimated costs could have an unfavorable effect on our results of
operations. See Note 18 Commitments and Contingencies, in the Notes to Consolidated Condensed Financial
Statements for further information.

We expect to incur approximately $72 of net periodic postretirement cost during the remainder of 2010.
Changes to our postretirement benefit plans, including material declines in the fair value of our postretirement
benefit plan assets or adverse changes in other macro-economic factors could affect our results of operations,
as well as require us to make significant funding contributions.

The information provided above does not represent a complete list of trends and uncertainties that could impact our
business in either the near or long-term. It should, however, be considered along with the risk factors identified in

Item 1A of our 2009 Annual Report on Form 10-K and our disclosure under the caption Forward-Looking Statements
and Cautionary Statements at the end of this section.

RESULTS OF OPERATIONS
Three Months Ended June 30 Six Months Ended June 30
2010 2009 Change 2010 2009 Change
Revenue $ 2,739 $ 2,719 0.7% $ 5,317 $ 5,225 1.8%
Gross profit 781 769 1.6% 1,499 1,429 4.9%
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Gross margin

Operating expenses

Expense to revenue ratio

Operating income

Operating margin

Interest and non-operating

expenses, net

Income tax expense

Effective tax rate

Income from continuing operations $
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28.5%
457
16.7%
324
11.8%

19
79
25.9%

226

$

28.3%
466
17.1%
303
11.1%

22
81
28.8%

200

25

20bp
(1.9%
(40)bp
6.9%

70bp

(13.6)%
(2.5)%
(290)bp
13.0%

$

28.2%
930
17.5%
569
10.7%

45

154
29.4%

370

$

27.3%
908
17.4%
521
10.0%

47
90
19.0%

384

90bp
2.4%
10bp
9.2%
70bp

(4.3)%
71.1%

1,040bp
(3.6)%
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Revenue

Revenue for the quarter ended June 30, 2010 was $2,739, representing a 0.7% increase as compared to the same prior
year period. Revenue for the six months ended June 30, 2010 was $5,317, representing a 1.8% increase as compared

to the same prior year period. The following table illustrates the impact of organic (decline)/growth, acquisitions and
divestitures, and foreign currency translation fluctuations on revenue during these periods.

Three Months Ended Six Months Ended
June 30 June 30
$ % $ %

Change Change Change Change
2009 Revenue $ 2,719 $ 5,225
Organic (decline)/growth ) (0.3)% 1
Acquisitions/(divestitures), net 47 1.7% 60 1.2%
Foreign currency translation (19) (0.7% 31 0.6%
Total change in revenue 20 0.7% 92 1.8%
2010 Revenue $ 2,739 $ 5,317

Revenue growth for the quarter-to-date and year-to-date periods ended June 30, 2010 was primarily driven by our
acquisitions of Nova Analytics in the first quarter 2010 and Laing GmbH during the second quarter 2009, while
organic revenue for the same periods was relatively flat as compared to the prior year. Organic revenue growth from
our Motion & Flow segment of 21.4% and 23.1%, respectively, resulted from improved economic conditions, key
automotive and rail platform wins and new product launches. Organic revenue declines within our Defense segment of
2.6% and 3.5%, respectively, resulted from reduced program activity on the CREW 2.1 Counter-IED Jammers
(CREW 2.1) and Single Channel Ground and Airborne Radio (SINCGARS) platforms. Organic revenue declines
within our Fluid segment of 3.8% and 2.1%, respectively, primarily resulted from declines in European municipal
activity and large project business.

During the quarter and six months ended June 30, 2010, we received orders of $2,064 and $4,495, respectively,
representing declines of 21.0% and 12.1% from the same prior year periods. Orders within our Defense segment
declined 49.1% and 33.9%, respectively, primarily attributable to the receipt of two significant orders during the
second quarter of 2009 totaling $501 and two significant orders received during the first quarter of 2009 totaling $438.
Order growth within both our Fluid and Motion & Flow segments partially offset this decline.

Gross Profit

Gross profit for the quarter and six months ended June 30, 2010 increased 1.6% and 4.9%, respectively, as compared
to the same prior year periods. Gross margin during these periods increased by 20 basis points to 28.5% and 90 basis
points to 28.2%, respectively. The increase for both periods was primarily the result of a mix shift to higher margin
businesses primarily within our Fluid segment, revenue growth within our Motion & Flow segment and significant
benefits from cost-saving initiatives across all our business segments. The benefits from these initiatives more than
offset the impacts from rising commodity, labor and other overhead costs incurred during 2010 as compared to the
prior year.
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Operating Expenses

Three Months Ended
June 30
%
2010 2009 Change

Selling, general & administrative expenses $ 375 $ 389 (3.6)%
Research and development expenses 60 57 5.3%

Asbestos-related costs, net 12

Restructuring and asset impairment

charges, net 10 20 (50.0)%
Total operating expenses $ 457
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Six Months Ended
June 30
%
2010 2009 Change
$ 753 $ 767 (1.8)%
123 110 11.8%
27
27 31 (12.9%
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