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Item 4.02 Non-Reliance on Previously Issued Financial Statements or a Related
Audit Report or Completed Interim Review.

(a) On May 9, 2005, the Company and its audit committee concluded that the
Company will file a Form 10-K/A for its year ended December 31, 2004 ("Form
10-K/A") to reflect an additional $4.2 million, or $.08 per diluted share,
noncash income tax benefit in its results of operations for the year ended
December 31, 2004. Such $4.2 million relates to recognition of an additional
deferred income tax benefit related to discontinued operations, to be recognized
in the fourth quarter of 2004 as a component of discontinued operations. As a
result of the restatement for recognition of this additional deferred income tax
benefit, the Company's previously issued consolidated financial statements
contained in its Annual Report on Form 10-K for the year ended December 31, 2004
filed on March 30, 2005 (the "Original Form 10-K") should no longer be relied
upon.

As previously reported, 1in December 2004 the board of directors of CompX
International 1Inc. ("CompX"), a majority-owned subsidiary of the Company,
committed to a formal plan to dispose of its Thomas Regout operations in the
Netherlands. Such operations met all of the criteria under accounting principles
generally accepted in the United States of America ("GAAP") to be classified as
an asset held for sale at December 31, 2004, and accordingly the results of
operations of Thomas Regout were classified as discontinued operations in the
Company's consolidated financial statements for all periods presented. At the
date the formal disposal plan was adopted, CompX estimated that it would
generate a capital loss upon completion of the disposal of Thomas Regout, and
that such capital 1loss would generate a $4.2 million income tax benefit. 1In
accordance with GAAP, CompX properly recognized the benefit of such capital loss
in the fourth quarter of 2004, when the formal disposal plan was adopted, and
not in the first quarter of 2005 when the capital loss was actually generated as
a result of completing the disposition of the Thomas Regout operations. Also in



accordance with GAAP, CompX concluded at December 31, 2004 that the benefit of
such capital loss did not currently meet the more-likely-than-not recognition
criteria, and accordingly CompX also recognized an offsetting $4.2 million
deferred income tax asset valuation allowance in the fourth quarter of 2004. The
recognition of the tax benefit and the offsetting valuation allowance were both
recognized as components of discontinued operations by CompX in the fourth
quarter of 2004.

Because CompX and the Company are members of the same consolidated tax group for
U.S. federal income tax reporting purposes, the Company was required to evaluate
whether this $4.2 million income tax benefit met the more-likely-than-not
recognition criteria of GAAP at the Company's level as of December 31, 2004. At
December 31, 2004, the Company concluded such tax benefit did not meet the
more-likely-than-not recognition criteria, and accordingly the Company
maintained the $4.2 million valuation allowance recognized by CompX. Thereafter,
in the first quarter of 2005, the Company sold certain shares of a
less-than-majority-owned affiliate in market transactions, which generated a
capital gain for U.S. federal income tax purposes that more than offset the
capital loss generated by CompX from the disposal of Thomas Regout. Even though
such capital gains on the sale of such shares were generated by the Company in
the first quarter of 2005 (i.e. subsequent to December 31, 2004 and the same
quarter in which the disposal of the Thomas Regout operations was completed),
the capital gains were generated before the Company issued its December 31, 2004
consolidated financial statements on March 30, 2005. The Company believes the
accounting for income taxes, particularly as it relates to the
"more-likley-than-not" recognition criteria of GAAP as it relates to evaluation
of deferred income tax asset valuation allowances, requires consideration of
both objective and subjective factors. The Company has now determined that under
a proper application of GAAP, it should have considered such capital gains
generated in the first quarter of 2005, along with other factors, when making
its evaluation about whether or not the $4.2 million tax benefit generated at
the CompX 1level met the more-likely-than-not recognition criteria at the
Company's level as of December 31, 2004. Accordingly, the consolidated financial
statements to be contained in the Form 10-K/A will reflect an additional $4.2
million income tax benefit in its results of operations for the year ended
December 31, 2004, reflecting reversal of the deferred income tax asset
valuation allowance recognized by CompX. As noted above, such $4.2 million will
be recognized in the fourth quarter of 2004 as a component of discontinued
operations.

This adjustment became known to the Company in connection with finalizing the
preparation of its consolidated financial statements for the quarter ended March
31, 2005.

The Company's income from continuing operations for 2004 is unaffected by this
adjustment, and the Company's previously 1issued consolidated financial
statements contained 1in its Quarterly Reports on Form 10-Q for the quarters
ended March 31, 2004, June 30, 2004 and September 30, 2004 are also unaffected
by this adjustment.

Attached hereto as Exhibit 99.1 are the Company's unaudited consolidated balance
sheet as of December 31, 2004, and the Company's unaudited consolidated
statement of income for the year ended December 31, 2004, reflecting (1)
balances as reflected in the Original Form 10-K, (ii) adjustments to reflect the
additional deferred income tax benefit and (iii) balances, as restated to
reflect the additional deferred income tax benefit. There was no impact on the
Company's cash flows from operating activities or changes in other comprehensive
income for the year ended December 31, 2004 as a result of this adjustment.

The guidance set forth in Auditing Standard No. 2 ("AS2") of the Public Company
Accounting Oversight Board states that restatement of previously-issued
financial statements to reflect the correction of a misstatement should be
regarded as at least a significant control deficiency and as a strong indicator
that a material weakness in internal control over financial reporting exists. In
connection with the expected filing of the Form 10-K/A, the Company has
concluded that a material weakness existed as of December 31, 2004 which
precludes the Company from concluding that its internal control over financial
reporting was effective as of December 31, 2004. Therefore, the Company's
previous conclusion, as reported in the Company's Management Report on Internal
Control Over Financial Reporting contained in Item 9A of the Original Form 10-K,
that it maintained effective internal control over financial reporting as of
December 31, 2004, can no longer be relied upon and will be restated when it
files the Form 10-K/A. 1In such Form 10-K/A, the Company (i) will conclude it
lacked effective controls as of December 31, 2004 surrounding the proper
consideration of the effect of subsequent events on the evaluation of certain
income tax attributes and related deferred income tax asset valuation allowances
in the preparation of its December 31, 2004 consolidated financial statements
and (ii) expects that PricewaterhouseCoopers LLP, the Company's independent
registered public accounting firm, will issue an opinion stating that the
Company did not maintain effective internal control over financial reporting as
of December 31, 2004.

In order to remediate this material weakness, in May 2005, and in connection
with the Company's quarterly close process for the quarter ended March 31, 2005,
the Company has enhanced its focus and instituted additional procedures, to be
performed each quarter in connection with the Company's close process, that are
designed to help ensure that subsequent events are properly evaluated as they
pertain to the evaluation of income tax attributes and related deferred income
tax asset valuation allowances in the preparation of its consolidated financial



statements. Such actions taken with respect to this enhanced focus and
additional procedures instituted include:

o] The Company formed a formal committee comprised of the Company's Tax
Director and Chief Financial Officer. Immediately before the Company's
consolidated financial statements are 1issued each quarter, such
committee will meet and discuss events or circumstances that have
arisen subsequent to the balance sheet date, and evaluate any such
events or circumstances to consider whether any additional evidence
has arisen that would justify (i) reversal of an existing valuation
allowance or (ii) recognizing a valuation allowance for an existing
gross deferred tax asset without any current valuation allowance.

o] Prior to such meeting, the Company's Chief Financial Officer will
review applicable resource materials regarding the evaluation of
deferred income tax asset valuation allowances and the effect on such
evaluation of subsequent events, in order to provide a proper focus in
such meeting on the effect of any subsequent events.

On May 9, 2005 and May 10, 2005, and in connection with the Company's quarterly
close process for its quarter ended March 31, 2005, this committee met and
discussed the items as described above. The Company's management believes that
this weakness has been remediated as of May 10, 2005 (the date of this Form
8-K).

The Company's management and audit committee have discussed the matters
disclosed in this Form 8-K with the Company's independent registered public
accounting firm, PricewaterhouseCoopers LLP.

Item 9.01 Financial Statements and Exhibits.

(c) Exhibits.

Item No. Exhibit Index

99.1* Unaudited Consolidated Balance Sheet as of December 31, 2004
and Statement of Income for the year ended December 31,
2004.

* Filed herewith.
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99.1 Unaudited Consolidated Balance Sheet as of December 31, 2004 and
Statement of Income for the year ended December 31, 2004.



NL INDUSTRIES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
December 31, 2004

(In thousands, except per share data)

(Unaudited)
ASSETS
Originally As
reported Adjustment restated
Current assets:
Cash and cash equivalents $ 99,185 $ - $ 99,185
Restricted cash and cash equivalents 7,810 - 7,810
Restricted marketable debt securities 9,446 - 9, 446
Accounts and other receivables 24,302 - 24,302
Refundable income taxes 32 - 32
Receivable from affiliates 1,634 - 1,634
Inventories 28,781 - 28,781
Prepaid expenses 1,332 - 1,332
Deferred income taxes 9, 368 4,236 13,604
Total current assets 181,890 4,236 186,126
Other assets:
Marketable equity securities 75,793 - 75,793
Restricted marketable debt securities 3,848 - 3,848
Investment in Kronos Worldwide, Inc. 175,578 - 175,578
Receivable from affiliate 10,000 - 10,000
Deferred income taxes 545 - 545
Goodwill 20,772 - 20,772
Other assets 3,715 - 3,715
Total other assets 290, 251 - 290,251
Property and equipment:
Land 5,356 - 5,356
Buildings 26,877 - 26,877
Equipment 127,044 - 127,044
Construction in progress 2,431 - 2,431
161,708 161,708
Less accumulated depreciation 86,490 - 86,490
Net property and equipment 75,218 - 75,218
$ 547,359 $4,236 $ 551,595
-1-
NL INDUSTRIES, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS (CONTINUED)
December 31, 2004
(In thousands, except per share data)
(Unaudited)
LIABILITIES AND STOCKHOLDERS' EQUITY
Originally As
reported Adjustment restated
Current liabilities:
Current maturities of long-term debt $ 42 $ - $ 42

Accounts payable 14,649 - 14,649



Accrued liabilities

Accrued environmental costs
Payable to affiliates
Income taxes

Deferred income taxes

Total current liabilities

Noncurrent liabilities:
Long-term debt
Accrued pension costs
Accrued postretirement benefits cost
Accrued environmental costs
Deferred income taxes
Other

Total noncurrent liabilities

Minority interest

Stockholders' equity:

Preferred stock, no par value; 5,000
Shares authorized; none issued

Common stock, $.125 par value; 150,000
shares authorized; 66,845 and 48,440
shares issued

Additional paid-in capital

Retained earnings

Accumulated other comprehensive income:

Marketable securities
Currency translation
Pension liabilities

Total stockholders' equity

6,054 -
417,760 -
6,734 4,236

26,783 -
(136, 648) -
(33,191) -

6,054
417,760
10,970

26,783
(136, 648)
(33,191)



NL INDUSTRIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME
Year ended December 31, 2004
(In thousands, except per share data)

(Unaudited)

Net sales
Cost of sales

Gross margin

Selling, general and administrative expense
Other operating income (expense):
Currency transaction gains (losses), net
Disposition of property and equipment
Legal settlement gains, net
Other income
Corporate expense

Income from operations

Equity in earnings of Kronos Worldwide, Inc.
Other income (expense):
Trade interest income
Interest and dividend income from affiliates
Other interest income
Securities transactions, net
Interest expense

Income from continuing operations before income taxes and
minority interest
Provision for income taxes (benefit)
Minority interest

Income from continuing operations

Discontinued operations

Net income

Originally
reported

$ 741,687
572,541

169,146
94,346

741
(2)
552
6,953
(17,094)

69,153

(291,510)
149,596

Adjustment

As
restated

$ 741,687
572,541

169,146
94,346

741
(2)

552
6,953
(17, 094)

69,153

(291, 510)
149, 596



NL INDUSTRIES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME (CONTINUED)
Year ended December 31, 2004

(In thousands, except per share data)

(Unaudited)
Originally
reported
Basic earnings per share:
Income from continuing operations $ 4.36
Discontinued operations (.01)
Net income $ 4.35
Diluted earnings per share:
Income from continuing operations $ 4.36
Discontinued operations (.01)
Net income $ 4.35
Weighted-average shares used in the calculation
of net income per share:
Basic 48,333
Dilutive impact of stock options 86
Diluted 48,419

As
restated
$ 4,36

.07

$ 4.43
$ 4,36
.07

$ 4.43
48,333

86

48,419



