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Horizontol drilling requires downhole

motors ond computer controls to ochieve

the desired profile. Boker Hughes Drilling

System's drilling motor rotors ond a cRI drs-

ploy of o desired hole profile ore shown.

Boker Hughes lncorporoted provides prod-

ucts ond services to the petroleum ond min-

ing industries. Tvtenty divisions operote

through four mojor groups: Boker Hughes

Production Tools, Boker Hughes Dril/ing

Equipment, BJ Titon Services ond Boker

Hughes Process Equ ip ment.
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SUMMARY OF SELECTED FINANCIAL DATA

Bo ker H ughes I n co rp o roted

(ln thousonds of dollors except per shore omounts)

Yeors Ended September 30,

5o/es

Servlces ond rentols

Iotol reyenues

Net income

Net income per shore

Working copitol

Iotol ossets

Net property, plont ond equipment

Copitol expenditures

Dep reciotio n o n d o mo rtizoti o n

Long-term debt

Stockholders' equity

Cosh dividends per shore of common stock

Number of shores (000)

Averoge durtng yeor

Outstonding ot end of yeor

Number of employees

1989

$ t ,763,329

564,666

2,327 ,995

85,023

.66

620,0 t7

2,065,920

660,592

92,702

n0,344

4 t7 ,045

t ,003,380

.46

n9,09t

t20,435

20,400

t988

$1,77s,346

s40,805

2,3t6,t5t

t03,247

.82

592, I 34

2, n 7 ,526

647,788

62,048

t22,178

440,007

96 t ,488

.46

n7,9t9
t t8,4 t9

2t,500



TO

Fiscol yeor 1989 wos o good yeor for Boker

Hughes lncorporoted. Although worldwide

drillingoctivity wos much lower thon we

expected, re\€nues ond eornings beneflted

from o fovoroble mix of offshore ond gos

drilling octivity os wel/ os from increosed

demond for the products ond servlces of

Eoker Hughes Process Equipment.

Revenues for 1989 were $2.33 billion, essen-

tiolly unchonged from $2.32 billion in 1988.

Net income wos $85.0 million or $.66 per

shore compored to $ 103.2 million or $,82

per shore in 1988. Pretox operoting income

for the yeor wos $ 117.6 million os compored

to the prior yeois $77.2 million, which

exc/udes the impoct ofnet unusuo/ credits

ond nonrecurringgoins. This $40.4 million

increose represents on improvement of 52o/o

in pretox operoting income on flot re\€nues.

The improvementin Boker Hughes' quolity

of revenues is ottributoble in lorge meosure

to increosed levels of drilling for noturol gos.

The cost of drillingthe orreroge gos v,tell in

the United Stotes is obout 600/o greoter thon

the cost of drilling on overoge oil well. During

1988, 35.70/o of the rotory rigs drilling in the

U.5. vrere seorchingfor noturol gos, while in

1989, the percentoge of rigs drillingfor gos

increosed to on overoge of 44.60/o ond

two

exceeded 500/o toword the end of the yeor.

We expect to see gos drilling o ccount for
opproximotely holf of the U .5. drilling

octivity over the neor term.

ln oddition to the much improved operoting

eornings which Boker Hughes enjoyed in

1989, the yeor wos olso morked by signifi-

cont ocquisition ond divestiture octivity

which will hove o meoningful impoct on the

future performonce of the Compony. Strote-

gicolly, Boker Hughes wonts businesses thot

produce good operoting morgtns bosed on o

strong technologicol position ond, secondly,

businesses thot occuw the number one or

two morket shore posltion in their respectirze

product niches. Our octlvities over the post

yeor kept these two strotegres firmly in mind

ln luly, we sold our MiningEquipmentgroup

to Oy Tompello AB, o Finnish compony.

While we hod inrzested significont resources

in ottemptingto improve the overoll profit-

obility of these componies which serve the

u ndergrou nd mi ning equipment morket,

the group locked the criticol moss in the

morketploce to ochieve the type of returns

occeptoble to Boker Hughes. Proceeds from
the sole opproximoted $ 130 million, on

omount neor the net corryingvolue of

the ossets sold.

On the ocquisition side, we ocquired three

buslnesses thot will odd substontiolly to

exlsting core product lines. ln Morch, we

odded the business of Vetco Services to our

existingtubulor inspection business ond in

the process become the world leoder in oil-

field tubulor inspection. ln Moy, we ocquired

the business of EDEco Petroleum Services,

on Aberdeen, Scotlond bosed distributor for

Brown liner hongers ond Centrilift electric

submersible pumps, which brings under our

direct control the soles ofthese two product
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/ines in this criticol oilfield morket. Finolly

in June, we purchosed the ossets ofBird

Mochine Compony, o leodingsupplier of
centrifugol solidl liquid sqorotion equipment

which will enhonce our olreody leodingposi-

tion in this morket through E/MCO Process

Equipment Compony.

The Mining Equipment group wos operoting

slightly obove the breok-even profit level,

whtle the three businesses ocquired ore

expected to generote pretox operating

income of opproximotely $20 million. Thus

we hove significontly upgroded the quolity

of our revenue streom.

Also, during 1989, we hove continued Boker

Hughes' commitment to reseorch ond dqel-

opment, investing $30 million, Severol new

products were introduced duringthe post

year which ore covered in the operotions

revlew sectlon of this report.

Outlook

We expect 1990 to bring o rnodest increose

tn the number of rotory rigs drillingworld-

wide with o continuotion of the trend toword

o more fovoroble drillingmix. Anticipoted

higher prices for noturol gos in the United

Stotes ond increosed offshore drilling, portic-

ulorly in the U.5. Gulf of Mexico ond the For

Eost, shou/d be key drivers in 1990.

The oil field service industry in generol

oppeors to be in the fnol stoges of consoli-

dotion orising from the tremendous turmoil

of the lost sererol yeors. We will continue to

diligently pursue ocquisition oppo rtu nities

thot enhonce our oil field business.

Boker Hughes' 1989 rorenues from soles

of environmentol equipment ond services

exceeded $250 million or obout 10.80/o of

totol reyenues. The bulk ofthese revenues

wos generoted by the Process Equipment

group. With continued emphosis on the pro-

tection of our environment ond the enoct-

ment of more stringent cleon oir ond ocid

rain legislotion, spendingby industry ond

governmentol ogencies in these oreos will

occelerote. We intend to pursue opportuni-

ties to brooden our porticipotion in these

envi ro n mentol morke* through develop-

ment of new applicotions of our existing

techno/ogres os wel, os ocquisitions.

We thonk our 20lN employees for their

dedicoted efforts in gettlng us over the dislo-

cotions ond uncertointies of the post yeors

ond our stockholders for hoving continuing

confidence in our industry ond in our Com-

pony. We hove worked hord to positlon the

Compony to toke odvontoge of the growth

opportunities thot lie oheod ond we feel.our

efforts will be reworded.

We extend our sincere oppreciotion for o job

well done to two of our directors who will be

retiringthis yeor Henry LeMieux ond Dan

Krousse. Both ofthese directors hore sened

the stockho/ders well ond we wil/ miss their

input ond guidonce.

J. D. Woods

Choirman, President

ond Chief Executive fficer
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BAKER

HUGHES

DRILLING

EQUIPMENT:

EXLOG

New, next generation

modular measurement

while-drilling tools

are tested in EXLOG's

headquarter's laboratory

in Houston. High

technology in downhole

packaging.
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BAKE R

HUGHES

DRI LLI NG

EQUIPM ENT

Revenues Br Boker Hughes Drilling Equip-

ment (BHDE) in 1989 were $728.6 million,

2.90/o below 1988 levels, olthough worldwide

drilling octivity, os meosured by the octive rig

count, wos 140/o lower. The ocquisition of
Vetco Services in Morch 1989 contributed

4.20/o to revenues, but the improved quolity

of drilling, i.e. offshore ond gos, generolly

mode up for the lower number of rigs work-

ing. Pretox operotingincome fur the yeor

wos $50.0 million, 5.70/o obove the previous

yeor, despite the rercnue decline, reflecting

continuing cost contoinment which is

improving morgns. Net copltol employed

wos $508 million, o 9.70/o increose from

1988, ond includes $37 million fur the

Vetco Services ocqu isiti o n.

Ihe strotegc emphosis of BHDE contlnues

thepcus of loweringthe reol costoFoccess

to oil ond gos reserves for our customers.

The principle poth for such emphosis is

through technology, efficiency ond reduced

risk. lncreosing the rote of penetrotion dur-

ingthe drilling operotion hos o powerful

effect on drilling cos*, and BHDE hos multi-

pronged progroms oimed ot ochievingsignifi-

cont improvement. lmproved drill bits, both

roller cone ond poly-crystolline diomond

compoct (eoc), ore under continuous deyel

opment ot Hughes Tool Compony, while joint

reseorch between Hughes ond Milpork is

directed ot non-hydrocorbon bosed drilling

fluids thot enhonce the drilling effrciency of

PDC bits. At ExLoG new systems for drilling

infurmotion monogement hove been devel-

oped to enhonce efficiency ond expedite

decision moking, while o new technology

(Adoms), /icensed exclusively from ARCO

by EXLOG, is directed ot optimizingenergy

tronsfer to the bitthrough the drillstring

from the drilling rig.

five

kquiring more oil from a single hole is possi-

ble through reservoir engrneering opplicotion

of horizontol drilling. This exciting process ls

growingropidly, ond Boker Hughes Dril/ing

Systems is in the forefront of new, improved

technology to occomplish the desired result.

Additionolly, BHDE hos progroms to reduce

operotor risk while coupling the products

ond services of serrero/ Eoker Hughes divi-

sions. Rrsk shoring ls o new concept ond this

pockoged progrom is receiving growing

ottention by customer ond trode press. Rrsk

reduction is o/so the focus of Boker Hughes

Tubulor Services ond Iri-Stote. Tubulors, the

lorgesttongible osset in o well, must be

competentfor their intended service, ond

well site inspection ls one sure woy to ensure

thot competence. Ihe ocguisition of Vetco

Services ot mid-yeor ploces Boker Hughes

Tubulor Services os the world leoder in pipe

inspection. Similorly, lost time removingor

milling-out lost or broken too/s in we//s is very

expensirre, so IriStote is lncreoslng reseorch

ond development significontly to improve

fishing ond milling technology. The very

successfu/ In-Stote "Metol Muncher" is o

current result of just such emphosls. Ihis

product /ine hos been so successFul lt hos

ottrocted o host of imitotors. fhe stroteg,c

emphosls of BHDE is poying off hondsomely

os individual divisions improve whotthE do

best ond work together with other divisions

to improve the overoll process of dril/ing

wel/s. Ihe synergism will continue to produce

beneflts for our customers.

1990 looks like o yeor of continued finonciol
improvement os well. Worldwide drillingwill

lncreose with horizontol drilling increosing

substontiolly. The positioning ond technicol

odvoncements os we// os the superior people

in Boker Hughes Drilling Equipment will yield

improved resu/ts for our stockholders.

The flnonciol doto presented in the Operotions P€lr'ieut

(poges 5J0) is on o current orgonizotionol bosis ond

excludes ony corporote or unusuol items. /t is not

intended to correspond directly with the occomponying

Consolidoted Finonciol Stotements ond Notes thereto.
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BAKE R

H UGH ES

PRODUCTION

TOOLS

Eoker Hughes Production Tools hod o

very successfu/ 1989, os revenue grew 50/o

to $673.4 million while pretox operoting

income lncreosed 210/o to $84.1 rnlllion. Net

copitol employed declined 9.50/o to $347.8

million, principolly due to working copitol

reduction ond the disposition of severol

u nprofitoble prod uct lines.

kcomplishments of significo nce du ri ng

1989 were technicoldeveloprnents which ore

key to Boker Hughes Production Iools'stro-

tegrc Focus to leod the industry in well com-

p/etions, while lowering our customers' cost

of producing oil ond gos, ond remediol treot-

ment. lncluded were: complex horizontol

well completions i ncludi ng grovel pocking

ond zonol isolotion in up to five seporote

sections of the horizontol portion: pdtents

on processes to occomplish such comple-

tions: through-tubing opporoti to provide

workover possibi/ities with o smoll coil-tubing

rig insteod of o lorge workover rig; significont

progress in the development of on electro-

mognetic controlled sofety volve which con

be opened ond closed by o rodio signol from

the surlbce with no mechonicol, hydroulic or

electricol connection to the volve: ond o new

liner honger which is /ess cost/y especiolly

when premium cosingmoteriol is needed.

fhese steps oll hove the elernents of enhonc-

ing our technologicol leodership while lower-

ing our customers' costs. Additionol strotegic

emphosis is niche ocguisition in core-morket

segments. During 1989, just such o key

ocquisition wos mode. EDECO Petroleum

Services wos ocquired by Boker Servlce Iools.

EDE1O is the leoding morketer of electric

submersible pumps ond liner hongers in the

North Seo, thereby improvingthe morketing

copocity for two of our core product lines.

Lookingforword to 1990, we see improving

conditlons for our products ond services.

ln the US., gos well completions should

increose in number, since gos well drilling in

1989 hos been higher thon in previous yeors.

Gos we//s significontly benefit our comple-

tion products divisions. Also, horizontol

well completions will increose ropidly world-

wide. This is o technology where we ore the

unquestioned leoder ond interest ln thls new

ond exciting technology is growing quickly.

Additionolly, o significont chonge for 1990

will be the improvement in the morkets for

our remediolwell services ond products.

Neor yeor-end, stoble oil prices begon

to strmu/ote well workovers in the U5.,

ond 1990 shou/d see o continuotion

of thot trend.

Another key indicotor of future opportunity

is the rlslng drilling ond wrkover octivity in

the Gulf of Mextco. Wells currently being

drilled will be completed during 1990, provid-

ing substontiol oppoftunity for Boker

Hughes Production Tools.

Outslde the U.S., the future looks equolly

bright. The British ond Norvregion North Seo

fields ore continuingbig oreos for Boker

Hughes os is the Middle Eost. West Africo

ond the Pocific Nm ore olso octive oreos

where the Compony's /ong-estob/ished pres-

ence hos ploced us ln excellent position fur

continued morket shore leodership. 1990

should be on improved yeor for revenues

ond profitobility.
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PRODU CTI O N

TOOLS:

CENTRILIFT

Electric submersrble pumps

at Centrilift's test

facility undergo rigorous

evaluation before

being sent to the ultimate

test well; a customer's.
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BI TTTAN

SERVtCES

The technology of

hydraulic fracturing continues

to advance, taking

advantage of computers to

evaluate and control

the blendrng and pumping

process continuously.
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BI TITAN

SERVtCES

The PumpingServices divislon contlnued /ts

finonciolturnoround in 1989. Despite lower

drilling octivity worldwide ond the resulting

revenue decline of 5.50/0, pretox operoting

profts were up significontly to $27.4 million,

o 530/o increose from 1988.

Bolonce sheet monogement olso continued

to reflect working copitol improvement of

$ l0 million os net copitol employed wos fur-

ther reduced from $135 million in 1988

to $ 129 million in 1989.

Stobility in the divlslon's key morke* of

A/osko, the North Seo, lndonesio ondVene-

zuelo wos o significontfoctor in offsetting

octivity declines in other regrons. Coupled

with continued personnel efficiencles ond

consolidation benefts derived from the com-

bining of domestic ond internotionol opero-

tlons ln /ote 1988, the BJ division wos oble to

continue on trock with its eornings ond

retu r n enh o ncement ob_lectives.

Coinciding with the eo rnings i mprovement,

the divislon wos oble to occomplish severol

technicol odvoncements oswell. Of porticu-

/or lnterest wos the successful introduction

of the Liquid-F roc-Concentrote system

resulting in lor,r,er cost ond reduced environ-

mentol concerns to our customers. When

couPled with the divlsion's computerized

b/enders ond "3600" monitoring systerns,

the Bl division is we// positioned to porti-

cipote in the increosinggos-frocturing mor-

kets of the U.S.

Along with the equiPment odvoncements,

Bl hos ploced o much higher emphosis on

Its most criticol resource, its employees. Sev-

erol new troiningprogroms were introduced

ond will continue into 1990 with on empho-

sis onyob performonce ond sofety. Coupled

with enhonced employee communicotion

too/s, 8/'s custorners ond employees will rec-

ognize the benefts of o compony committed

to providing quolity services, sofely.

Lookingforvvord to 1990, BJ is coutiously

optimistic obout renewed gos octivity in the

U.S. Exponsion of BJ's potented aeu

cementing system ond introduction ofthe

newly field tested 3305 cement monitoring

system will strengthen the division's shore

position in the offshore drilling morkets

worldwide. As octivity rebounds, the divi-

sion's focus will be on restoring equitoble

prices for lts services ond continuingto

strengthen its shore positions through tech-

nology ond pefformonce ln those morkets

providing ottroctive returns.

ntne



BAKER

HUGHES

P ROC ESS

EQUIPMENT

Fiscol 1989 wos o very good yeor for our

process equrpment businesses os continued

strength in bose metol prices coupled with

growing emphosls in industrio/ wostewoter

seryed to stimulote growth. Reyenues

reoched $435,7 million, o 19.80/o increose,

while pretox operoting income grew 35J 0/o

to $44.6 milllon. Net copitol employed wos

$157.7 million compored to $96 million

in 1988.

During 1989, our process businesses were

enhonced by the oddition to the group of
Bird Mochine Compony. Bird, locoted in

South Wolpole, Mossochusetts, ls the pre-

mier monufocturer of continuous process

centrifuges. kquired in the summer of

1989, Bird contributed slightly to the yeor to

yeor growth in performonce, but the reol

effects of this fine orgonizotion will come os

our porticipotion in process flow sheets is

increosed with centrifugol technology pro-

vided by Bird.

Duringthe yeor the group continued to build

on the strength oFits morkets. Of porticulor

emphosis is the opproximotely 600/o of the

group's revenue whlch re/otes to the treot-

ment of woter for sofe disposol. Cutting

ocross oll industry lines, regulotory, eco-

nomic ond sociol pressures influence our

customers to use our tech nology to seporote

solids ondlor undesiroble liquids from the

woter used in theu vorious processes.

Whether in municipol sewoge treotment,

mine toilings processing, pulp ond poper

production or petroleum reflning, increosed

ten

ottention to treotment of effluents is odding

to the business opportunities worldwide for

E/MCO Process Equipment, BGA, WEMCO,

Bird Mochine, ond Lewis Pumps. lt is cleor

thotthe environment is o top priority, ond

thotBoker Hughes'process technology is o

leoder in wostornter processing, regordless

of the industry segrnent in which the woter is

used. Ihls oreo of our business will continue

to grow os the forces offecting it strengthen.

Other businesses of porticulor strength

include instrumentotion morkets, where our

new X-roy diffroction onolyticol instrument

is meeting superlor success in occeptobility.

Ihis is such o truly remorkoble technologtcol

ochievement thot Research and Develop-

ment Magazine oworded ittheir top 100

R&D Achierzement oword. fhis is the second

successiye such oword thot kmsey Technol

ogy's IN division hos receiyed. Romsey's

other instrument lines continue to grow

os hrgh speed weighing, pockogtng ond

sompling of dry moteriols benefit from
their sophisticoted electronic ond electro-

mechonicol systems. Our leodership position

in mining drill bits through Boker Hughes

MiningTools o/so remoins secure.

Lookingforword, the generol economic envi-

ronment for our process business remoins

fovoroble. As we continue ourfocus on tech-

nologcol odvoncernent ond odoptotion to

new opplicotions, with selected niche ocqui-

sitions, the future of Boker Hughes Process

Equipment looks bright indeed.
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HUGHES

PROCESS

EQUIPMENT:

EIMCO

PROCESS EQUIPMENT

EPEC is a leading supplier of

municipal sewage

treatment equrpment, a

pnmary part of BHPE's

strategic emphasis on waste-

water processrng,
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FINANCIAL AND ORGAN!ZATIONAL REYIEW

Boke r H ughes I n corpo roted

FINANCIAL REVIEW

EokerHughes lncorporoted's revenues in 1989were$2.33billion,virtuollyflotwithlostyeor's resu/tsdespite thefoct

thot drilling octivity in the United Stotes, ds meosured by the octive rig count, wos down 150/o during the yeor. Drilling

octivity outside the Unlted Stotes wos down 130/o yeor to yeor.

Although revenues were tlot, pretox operoting proflt, excluding net unusuol credits ond penslo n goins, increosed $40.4

million or 520/o to $ 117.6 million . This signiftcont improvement is ottributoble to improved quolity of revenue, modest price

increoses in our products ond servlces, effective cost control of operoting expenses ond reduced net /nterest expense.

Cost o[so/es, services ond rentols wos $ l.5l billion, down 1.70/o from lost yeor, improving os o percent of revenues to

65.00/o from 66.50/o in 1988. This improvement reflects the impoct of the slightly higher prices for our products ond serv-

ices ond o better revenue mix. Morketing ond field servlces expenses rose 1.70/o to $431.4 million ond increosed very

modestly os o percent to revenues to 18.50/o from 18.30/o in 1988. Generol ond odministrotive expenses ncreosed 1.60/o

to $212.8 million, but remoined relotively flot with the pnor yeor os o percent to revenue ot 9.1 0/o . Net lnterest expense

declined to $51.2 million in 1989 from $61.5 million in 1988, o reduction of $ 10.3 million or 16.60/o . This dec/lne refTects

both the impoct of the reduction in outstonding debt during 1989 ond the lncreose ln /nterest income eorned on cosh

o nd sh o rt-ter m investments.

Prior yeor results include net unusuol credits of $47.5 million resulting from the sett/ement of two potent infringement

/owsults portiolly offset by unusuol chorges. Smith lnternotionol, lnc. sett/ed wth the Compony for $95 million, pnnci-

polly in cosh, ond Dresser /ndustries, /nc. sett/ed for $23 million in cosh ond their minority interest ownership in B-l

Revenues Net lncome (Loss)

(Dollors in billions)

Earnings (Loss) Per Share

(Dollors)

Return on fuvenues

(Percent)

After-tax proflt margin

(Dollors in billions)

85 86

3.17 2.3t

8/ 88 89

1.92 2.32 2.33

85 86 87 88 89

.t03 .085

85 86 87

.84 (7.@) (2.22)

88 89

.82 .66

85 86 87 88 89

4.5 3.7.0e2 (.80s) (.2ss) 2.e (34.8) (13.2)

thirteen



Trton. The volue of the B) Titon lnterest brought the sett/ement to $55.2 millton. Offsettlng these credits were chorges to

operotions of $ 102.7 mtllion resultingfrom the Compony's determtnotion Lhot certotn o[,ts ossets hod been permonently

impoired due to chonges in morket condttions ond operoting strotegles ond thot dlsposo/ of certoin product lines ond

continued consolidotion of geogrophic operotions wds necessory.

Eornings per shore declined from $.82 per shore in 1988 to $.66 per shore in 1989. fhls dec/ine reflects the impoct of the

net unusuol credits ond the pension gotns included in net income in 1988,

CAPITAL RESOURCES AND LIQUIDITY

Durtng 1989, operotionol profitobility ond the so/e o[the Compony's Mining Equipment graup provided cosh flow tn

excess o[drvldend requirements. Cosh dtvidends on common stock omounted to $54.8 million ond $7.0 millton on pre-

ferred stock. A monogement oblective to continue to strenSthen the bolonce sheet ond improve liquidity wds met. At

yeor-end,theComponyhodcoshondcosh egulvo/ents of $115./ million,on increose of $4T.9millionfromthepnoryeor-

end. Working copitol increosed by $27 9 million duringthe yeor to $620.0 million ond the current rotio improved from

1.97 ot the end of lost yeor to 2.14 ot the end of 1989. Totol debt outstondingwos reduced from $487 9 million ot the end

of 1988 to $445.2 million ot the end of 1989 o reduction of $42 .7 million , or 8.8% . The debt to equity rotio tmproved

from .507 to .444.

Earnings on Assets

(Percent)

Based on average total assets

and income before gross interest

expense and taxes

85 86 87 88 89

7s (2b.3) (b.4) i0B t0t

Return on Equity

(Percent)

Based on year'end

stockholders' equity

Common Stock Dividends Paid Stockholders' Equity and Debt
(Dollors in billions)

lncludes long and short-term debt
& Debt
I Equlty

(Per shore)

85 86 81

4 7 (7s 0) (27 8)

8B

la7

89

8.5

85 86 87 BB 89

.80 64 .39 46 46

85

7B

t95

B6

73

t.a7

87 88 89

54 .49 45

.c2 96 t.oa

I l lfl '''
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Demonstroting the Compony's commitment to the future, $92 .7 mtllton of coprtol wos put in ploce during the yeor, up

$3A.7 mtllion from lost yeor's totol of $62.0 mtllion . f he bulk of the Compony's copttol expenditures, both this yeor ond

/ost were to enhonce productivity ond to oddress new technologicol oreos.

ORGANIZATION

During the yeor severol ocqutstttons ond dispositions were eflfected to further strengthen the Compony. The most signiftc-

ont eyent wos the so/e of the Compony's Mining Equipment operotions to Oy Tompello AB of Finlond for $ 130 millton,

The Compony olso ocqutred three key operotions during the yeor EDECa Pet.roleum Se,"vices, Vetco Servrces ond Bird

Mochtne Compony.

MANAGEMENT

Subsequent to yeor end, loel V. Stoff, formerly the presldent of Boker Hughes Production lools, wos nomed prestdent

of Boker Hughes Drtlling Equipment, ond Mox L. Lukens, formerly Senior Vice Presldent ond Chtef Finonciol Officer

of Boker Hughes, wos nomed presrdent of Boker Hughes ProducLton Tools. Mr. Stoff ond Mr. Lukens remoin Senor

Wce Presrdents of Boker Hughes. Thomos W. Coson, formerly president of Mtlpork Drtlhng Fluids, wos promoted to

Senior Vrce President ond Chief Finonciol Officer of Boker Hughes.

85 86 87 BB 89

]99 68t 594 507 411

Debt/Equity Ratio

lncludes long and short-term debt

Incremental Asset Investment

(Dollars in millions)

S Capital expenditures

I Net additional working capital

lnterest Coverage

Pretax ncome p us gross nterest

expense d vrded by gross rnterest

expense

85 86

l7B 9t

0 66e)

B7

45

(134)

BB 89

62 9l
qt 28

85 86 8t 83 89

)aa (675) (t)5) 23A )25

Current Rat o

85 86 87

2b7 t9/ 173

B8

197

89

2.11

tt lr
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ln the operoting divlslons severol new presldents were nomed including, Tim L. Doyls ot Bird Mochrne Compony,

Edwin C. Howell ot Eoker Servlce Tools, Tim j. Probert ot Milpork Drilling Flutds, Chrrs A. Snyder at Develco, ond

Andrew J. Szescilo ot Hughes Tool Compony.

OUTLOOK

Eoker Hughes is weil posltloned to toke odvontoge ofthe opportunltres presented by the 1990's. fhe deslre for cleoner

energy sources should continue to strenSthen demond for noturol gos, o morket where the Compony's products ond

servlces ore well respected ond in demond. Worldwide drilling for crude oil should continue its groduol trend upword in

thrs decode os demond contlnues to grow. As o resuit of technologicol improvements ond greoter selectivity in determin-

ing drilling prospects, U.S. fndlng costs have continued to decilne. This foct coupled with improving worldwide demond

shou/d serve to stimuiote U.S. drilling octivity. The orgonizationol ond product restructurings in our oilfteld operotions over

the /ost severo/ yeors will ollow the Compony to beneftt greotly in these morkets. Emphosis on the environment ond high

preclous ond bose meto/ pdces indicote continuing strong performonce for our process buslnesses, We ore confident

thot the Compony w// be successfu I in meeting both the opportunltres ond chol/enges of the new decode.

Non U.S. Revenues Service and Rental Revenue

As a percent of totalAs a percent of total

85 86 87 BB

49 t 53.4 55 5 5-1.3

B9

57t

85 86 87 88 89

24.0 )3 7 25.5 23 3 24 3
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MANAGEMENT REPORT OF FINANCIAL RESPONSIBILITIES

B o ke r H ughes I n co r P o r oted

The monogement of Boker Hughes lncorporoted ls responsib le for the preporotion ond integrtty of the occomponying

consolidoted finonciolstotements and oll other informotion contoined in this Anr;uol Report. The consolidoted finonciol

stotements hove been prepored in conformity with generolly occepted occounting principles ond include omounts thot

ore bosed on monogement's informed iudgments ond estimotes.

tn fulfrltinglts responslbl/ities for the integrity of finonciol rnformotion, monogement mointoins ond relies on the Compony's

system of internol control . Ihrs system includes written po/lcies , on orgonizotionol structure providing division o[ responsl-

bilities, the se/ection ond troining of quotifted personne/ ond o progrom of finonciol ond operotional reviews by o profes-

sionol stoff of corporote ouditors ond the independent public occountonts, Ihe system is designed to provide reosonoble

ossuronce thdt ossets ore sofeguorded, tronsoctions ore executed in occordoncewith monogement's outhorizotton

ond occounting records ore relioble os o bosis for the prePorotion of the consolidoted finonciolstotements. Monogement

be/ieves thot, os of September 30, 1989, the Compony's internol control system provides reosonoble ossuronce thot

moteriol errors or irregulorities will be prevented or detected within o timely period ond ls cost eflflectrve.

Monogement recognizes its responslbl/lty for fostering o strongethicol climote so thot the Compony's offotrs ore con-

ducted occording to the highest stondords of personol ond corporote conduct. Ihls responslbr/ity is chorocterized ond

reflected in the Compony's Code of Ethicot Conduct which is distributed throughout the Compony. Monogement

mointoins o systemotic progrom to ossess complionce with the policies included in the code.

The Boord of Directors, through rts AudltlEthics Committee composed solely of non-employee directors, reviews the Com-

pony's financiol reporting, occounting ond ethicol proctices. The AuditlEthics Committee recommends to the Boord of

Dlrectors the se/ection of rndependent public occountonts ond reviews their fee orrongements. /t meets periodicolly with

the independent public occount.onts, monogement ond the corporote ouditors to review the work cf eoch ond the

propriety ofthe dischorge ofthelr responslbr/ltres. Ihe independentpublic occountonts ond the corporote ouditors

hove full ond free occess to the AuditlEthics Committee, without monogement present, to dlscuss ouditing ond finonciol

reporting motters.

\--;4r,--4 Za*.-- /slry
I. D.Woods

Choirmon, Presrdent

ond Chief Executive Officer

Thomos W. Coson

Senlor Wce President ond

Ch ief F i n o nci ol Offtcer

G. S. Frnley

Controller
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INDEPENDENT AUDITORS' REPORT

Stockho/ders of Boker Hughes lncorporoted

We hove oudited the conso/idoted stotements of ftnonciot position of Boker Hughes lncorporoted ond its subsldrodes os

ofSeptember30, 1989ond lgSSondtherelotedconsolidotedstotementsofoperotions,stockho/ders'equrtyordcash

flowsforeochofthethreeyeorstntheperiodendedSeptember30, lgSg,Thesefinonctolstotementsoretheresponsl-

biltty of theCompony's monogement. Our responsibility ls to express on opinion on these finonciolstotements bosed

on our oudits.

We conducted our oudits tn occordonce with generolly occepted oudtting standords. fhose stondords requtre thot we plon

ond perform the oudit ta obtoin reosonoble ossuronce obout whether the finonctolstotements ore free of motertol mis-

stotement. An oudit tncludes exomtntng, on o test bosls, evldence supportingthe omounts ond drsc/osures tn the finonciol
stotements. An oudit o/so lncludes ossesslng the occounting principles used ond significont estrmotes mode by monoge-

ment, os well os evoluoting the overoll finonctol stdtement presentdtlon. We believe thot our oudits provide o reosonoble

bosis for our oprnion.

ln our opinton , such consolidoted ftnonctol stotements present fotrly, in oll motertol respects, the finonciol position of
Boker Hughes lncorporoted ond its subsidiodes ot Septemb er 30, 1989 ond l98B ond the resu/ts o[rts operottons ond tts

cosh llows for eoch of the three yeors in the period ended Septemb er 30, lg89 in conformity with generolly occepted

o cc o u nti ng p r i n c i ples.

2r!"ffiafi4na^" +Srru

Houston, Iexos

Noyember 15 1989
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CONSOLIDATED STATEM ENTS OF OPERAT!ONS

Baker Hughes I ncorporoted

(ln thousonds of dollors, except per shore omaunts)

Yeors ended September 30,

REYENUES:

So/es

Servlces ond rentals

Totol

COSTS AND EXPENSES:

Cost ofso/es, services ond rentols

Morketing ond fleld service

Generol o nd odmi nistrotive

/nterest expense-net

Penslon goins-net

U nusu o I chorges (credits)-net

Combinotron dnd dlvestlture costs

Loss ln Vetco Groy lnc.

Totol

income (/oss) before income toxes, minority interest ond

extroordinory items

lncome toxes

/ncome (/oss) before minority interest ond extroordinory ttems

Minority lnterest in (income) /oss of subsidlories

/ncome (/oss) before extroordinary item

Extroordinory rtem - Reductlon of income toxes orising from

corryforword of prior yeors' U.S. operotlng /osses

Net lncome (/oss)

/ncome (Loss) Per Shore of Common Stock:

/ncome (/oss) before extroordinory item

Extroordinory item

Net income (/oss)

t989 t988 t987

$ t ,763,329

564,666

$t,775,346

540,805

$t 432,t38

49 t ,4b0

2,327,995 2,3t6,t5t t,923,598

t ,5 t 3,374

43 t ,368

2t2,8|
5 t ,229

t ,540,078

424, t02

209,522

6 t ,462

(6,000)

(47,475)

t,392,280

40t,t7l
197,t47

77,16 t

(76,76s)

t40,000

68.223

2,208,782 2,t8t,689 2,t99,2t/

I t9,213

34,837

t 34,462

7 t ,235

(27s,619)

(t4, t00)

(26 t ,s te)

6,697

84,376

(t ,62s)

82,75t

63,227

(3,836)

59,39 t (2s4,822)

2 272 43,856

$ 85,023 $ t03,247 $ (2s4,822)

$ 64

02

$ 45

37

$ (2.22)

$ 66 $ 82 $ Q22)

see Notes to Consoltdoted Finonciol Stotements

nineteen



CONSOLIDATED STATEMENTS OF FINANC!AL POSITION

B o ker H u gh es I n co r po r oted

ASSETS

(ln thousonds of dollors)

September 30,

Current Assets:

Cosh ond short-term investments, ot cost, which opproximotes morket volue

Receryob/es-/ess ollowonce for doubtfuloccountsr 1989, $41,985; 1988, $44,557

/nventodes:

Flnished goods

Work in process

Row moteriols

Totol inventories

Prepoid expenses ond deferred lncome toxes

Iotol current ossets

Property:

Lond

Buildings

Mochinery ond equipment

Rento/ too/s ond equipment

Totol property

Accu m uloted dep reci otio n

Property - net

Other Assets:

Property held for disposol

/nvestments

Long-term notes recelvobie

Other ossets

&cess costs orisingfrom ocgulsitlons-/ess occumuloted omortizotion: 1989, $13,707;

t988, $ t0,080

Iotol other ossets

Totol

5ee Notes to Consolidoted Finonciol Stotements

twenty

t9881989

$ n s,686 $ 67 ,823

488,825 480,8t5

534,299 6 t7,667

26, t 99 36.000

t,t65,009 t,202,305

336,028

62,568

t 35,703

55,220

338,7 t8

t,160,990

347 ,515

t,902,443

t,24t,85t

660,592

7 t ,604

43,9 n
28,939

28,886

4 t7 ,304

79,367

t20,996

52,59 I

330,848

t,il7,002
33 t ,203

| ,83 t ,644

(t,t83,8s6)

647,788

78,658

4t,91I

55,600

39,795

66.97q 5 t ,469

240,319 267,433

$2,065,920 $2, t t7 ,526



LIABILITIES

STOCKHOLDERS'

EQUITY:

CONSOLI DATED STATET.T E NTS OF FI NANCIAL POSITION

Boker Hughes lncorporoted

(ln thousonds of dollors)

September 30,

Current Liobllities:

Accounts poyoble-trode

Short-term borrowings

Current portion of long-term debt

kcrued employee compensotion ond benefts

/ncome toxes

kcruols relotingto combinotion ond divestiture ond unusuol chorges

Toxes other thon income

kcrued insuronce

kcrued lnterest

Other occrued iiobilities

Totol cu rrent li obilities

Long-term debt

Deferred rncome toxes

Other lo ng-term li obilities

Minority lnterest

Stockholders' Equity:

Preferred stock, $ I por volue (outhorized 15,000,000 shores; outstonding 1,999,000

shores ln 1989, ond 2,000,000 shores in 1988 of $3.50 convertible exchongeoble

preferred stock, $ I por volue $50 liquidotion preference per shore)

Common stock, $ I por volue (outhorized 400,000,000 shores; outstonding

120,435,000 shores in 1989, ond 118,419,000 shores in 1988)

Copitol in excess of por volue

Retoined eornings

Cu mu lotive foreign cu rren cy tro nslotio n odjustment

Toto I sto ckh o ld ers' eq u ity

Totol

See Notes to Consolidoted Finonciol Stdtements

t989

$ 22 t ,246

t 5,806

t2,3 t9

n 6,784

36,383

9,488

2 t ,847

34,860

20,902

55,357

t20,435

9 t8,044

52,000

(8e,0e8)

t,003,380

t988

$ 2 t7 ,892

37,463

t0,384

I t5,727

35,785

27,802

24, t 60

37,798

22,579

80,58t

n 8,4 t9

895,7 58

28,76t

(83,4s0)

96t,488

544,992 6t0,t7 t

4 t7 ,045 440,007

69,58 t 73,373

t8,436 2l ,485

t2,486 I t,002

t ,999 2,000

$2,065,920 $2, t t7 ,526
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

Boker Hughes lncarPoroted

(ln thousonds of dollors)

Far the three yeors ended September 30, 1989

BALANCE, SEPTEMBER 30, I986

Net /oss

Cosh ond occrued dtvidends on $J.50

convertible exchongeoble preferred stock

($ l.l4 per shore)

Cosh dividends on comman stock

($.39 per shore)

issuonce of $3.50 convertible exchongeoble

preferred stock

Adjustment to conform fiscol yeor of Hughes

Tool Compony

Foreign currency tronslotion odjustment

Stock lssued pursuontto employee stock p/ons

Other

BALANCE, SEPTEMBER 30, I987

Net incorne

Cosh ond occrued dividends on $3.50

convertible exchongeable preferred stock

($3.50 per shore)

Cosh dividends on common stock

($.46 per shore)

Foreign currency tronslotion odjustment

Stock lssued pu rsuont to employee stock p/ons

Other

BALANCE, SEPTEMBER 30, I988

Net income

Cosh ond occrued drvldends on $3.50

co nvertible exch o ngeoble p refer red sto ck

($3.50 per shore)

Cosh dividends on common stock

($.46 per shore)

Foreign currency tronslotion od\ustment

Stock lssued pursuont to employee stock P/ons

Other

BALANCE, SEPTEMBER 30, I989

see Notes to Cansolidoted Finonciol Stotements

$3.50 Convenibie

Exchangeoble

Preferred Stock

($ I Por Volue)

$2,000

- !-D
qt sQa

Common

Stock

($l PorVolue)

$ t t 5,279

I ,497

t,u4

777

t52

Copitol

in &cess o[
Par Volue

$7 65,07 3

95,400

14 a\a

8,509

8,569

3.248

20,544

t .742

Retorned

Eornings

(Deficit)

$ 262,833

(2s4,822)

Q,27s)

(4s,836)

26,874

( t 3 ,226)

t03.247

(7,000)

(s4,260)

28,76 t

85,023

(/,000)

(s4,784)

Cumulotive

Foreign

Currency

Tronslotion

Adlustment

$ (7 t ,03b)

(3,64e)

(74,68s)

(8,76s)

(83,4s0)

Totol

$1,072,149

(2s4,822)

(2,27 s)

(4s,836)

97,400

26,874

(3,64s)

t 6,056

9,623

9 t 5,520

t03,247

(7,000)

(s4,260)

(8,76s)

I,346

3,400

96 t ,488

85,023

(7,000)

(54,784)

(s,648)

22,40 t

| ,900

2,000 t t7 ,4q0 883,94 t

2,000 n8,4t9 895,758

$t20,43s $9t8,044 $ 52,000

(s,648)

t ,857

t59

twenty-two

$(8e,oe]) $t,003,380



CONSOLIDATED STATEMENTS OF CASH FLOWS

B o ke r H u gh es I n c o rpo r ote d

CASH FLOWS

FROM

OPERATING

ACTIVITIES:

(ln thousonds of dollors)

Yeors ended September 3A,

Net lncorne (ioss)

AdJustments to reconcile net income to net cosh provided

from operoti ng activitles:

Deprectotion ond omortizotion of:

Property

Debt discount ond other ossets

Unusuol chorges ond combinotton ond divestlture costs

Deferred pensron items

Minonty lnterest

(Cotn) loss on dlsposo/ of ossets

Noncosh proceeds [rom sett/ements of littgotion

Loss ln Vetco Groy, lnc.

Chonge in recervobies

Chonge in occounts poyoble-trode

Chonge in inventories

Chonges in other current ossets ond ltobilities

Chonges in other noncunent ossets ond liobilities

Foreign currency tronslotion /oss, net

Net cosh ftows from operottng octivlties

Property odditions

Proceeds from disposol ofossets

Cosh proceeds from disposition of the Mining Equtpment group

Acquisltlons o[businesses, net of cosh ocquired

Net cosh ftows fr om rnvestrng octlvlties

Proceeds from borrowtngs

Reductlon of borrowings

Proceeds from issuonce ofpreferred stock

Proceeds from exercise ofstock options ond stock purchose gronts

Cosh divtdends

Net cosh flows from finonctng dctivlties

Adjustment to conform ftscol yeor of Hughes Tool Compony

Effect of exchonge rote chonges on cosh

/ncreose (decreose) in cosh ond short-term lnyestments

Cosh ond short-term lnvestments, beginning of yeor

Cosh ond short-term inyestments, end of yeor

5ee Notes to Consoltdated Fnonclo/ Stotements

$ 8s,023 $ t03,247 $Qs4,822)

1989

92,95 t

t7 ,393

t ,625

(8,ss9)

(18,880)

t 5,007

7,486

(2e,6e4)

(t,se8)

t7 .442

(e2,702)

44,200

n 4,905

_ps,E2
(28,7 s6)

44,888

(ee,302)

22,40 t

(6 t ,784)

(e3,797)

(7,780)

47,863

67,823

1988

t02,6t5

t9,563

t02,682

(3,7 t s)

3,836

3,72 t

(42, t00)

(e, tse)

(t,6t4)

t2,277

(66,238)

(82,0s7)

6,87 6

(62,048)

79,979

Q,772)

t5,t59

96,s29

(t4e ,662)

9,346

_(6!l!9)
( t0s,047)

(3,s84)

56,462

tI,36t

1987

128,728

t7,990

t40,000

t4,436

(6,6e7)

(2, t t4)

68,223

29,569

8,3 t7

53,095

(86,328)

(24,26s)

2.27 1

88,403

(45,2e8)

63,282

_1il9
(32,s02)

43,863

t78,t96 t49,934

CASH FLOWS

FRO],I INVESTING

ACTIVITIES:

CASH FLOWS

FROM

FINANCING

ACTIYITIES:

_ (34,e7e)

(t!f22
79,433

Q68,237)

97,400

t 6,056

(47,2e4)

(t22,642)

26,874

$n5,686 $67,823 $ il36t

twenty three



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Boker Hughes I ncorporoted

ONE BASIS OF PRESENTATION

On April 3, 1987, Boker lnternotionol Corporotion ("Boker ') ond Hughes Tool Compony ("Hughes") consummoted the

combinotion of the componies (the " Combinotion"), formtng Boker Hughes lncorporoted. Eoker Hughes lncorporoted

ond its molority owned subsidiories ond portnershlps (the " Compony" ) serve the worldwide petroleum ond process indus-

tries by providing products ond serylces utilized in the explorotion, extroction, recovery ond processing of oil ond gos

ond minerols.

The Combinotion wos occounted for os o pooling-of-interests ond, occordingly, the consolidoted finonciol stotements for

yeors prior to 1988 hove been prepored on o bosls thot includes the occounts of Boker ond Hughes. lnformotion concern

ing common stock, employee stock p/ons, ond per shore doto for yeors prior to lg88 hos been restoted on on equivolent

shore bosis.

TWO SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Principlesof consolidation: fheconso/rdotedfinonciolstotements tncludetheoccountsof Boker Hughes lncorporoted

ond oll mojority-owned subsidlories ond portnerships. All significont intercompony occounts ond tronsoctions hove been

el i mi noted i n co nsol i d otio n.

lncome (loss) per share: /ncome (/oss) per shore omounts ore bosed on the weight.ed overoge number of shores outstond-

ing during the respectlve yeors (119,091,000 in 1989, lll,q19,000 in 1988, ond 115,791,000 in 1987) ond excludes in 1989

ond 1988 the negligible dilutive effect of shores issuob/e in connection with employee stock p/ons. /ncome (/oss) ls odyusted

for the cosh ond occrued dividends on preferred stock.

lnventories: /nyentones ore stoted primorily otthe lower of overoge cost or morket

Property: Property ls stoted principolly ot cost /ess occumuloted depreciotion, which is generolly provided by using

the stroight-line method over the estlmdted usefu/ /lves of individuol items. fhe Compony monufoctures o substonttol

portion of its rentol tools ond equipment, ond the cost of these items represents direct ond induect monufocturing costs.

Property held for disposal: Property held for disposoi is stoted otthe lower of cost or estimoted net reolizoble volue

Excess costs arising from acquisitions: &cess costs orising from ocquisltlons of busrnesses ore omortized on the stroight-

line method over the /esser of expected useflu/ life or forty yeors.
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THREE

Foreigncurrencytranslation: Goinsand /ossesresu/tlngfromboloncesheettronslotionof foreignoperotionswhereofor-

eign currency is the functionol currency ore included os o seporote companent ofstockho/ders' equity. Goins ond iosses

resu/tlng from bolonce sheet trons/otio n of foreign operotions where the U .5. dollor is the functionol currency ore included

in the consolidoted stotements of operotions.

Statementof cashflows: TheCompony considers oll highlyliquiddebtlnstruments purchasedwithomoturityof three

months or /ess to be cosh equivolents.

ACQUtSITtONS AND DISPOSITIONS:

The Compony c/osed on the so/e of five of the sx buslness units comprising its Mining Equipment group, which monufoc-

tures ond services underground mining equipment, on luly 31, 1989 ond received opproximotely $ 115,000,000 in cosh. At

thot time, on ogreement wos o/so reoched for the sole of the one remoining buslness unit. Terms of the ogreement provide

thot the Compony will receive $ 15,000,000 in cosh plus interest when so/e oflthls unit hos been completed. Revenues

ond pretox operoting income of the Mining Equipment group for the ten months ended luly 31, 1989 ore included in the

Compony's consolidoted results of operotions ond omounted to $ 192,000,000 ond $2,263,000, respectively. fhe /oss

recognized on dlsposrtron wos not significont.

ln the fourth quorter of fiscol 1986, the Compony ocquued from Combustion Engineering, lnc. ("C-E") the Vetco Groy

Group, o worldwide supplier of drilling equipment ond systems for offshore oil ond gos explorotion ond production

ond completion equipment ond systems for well control during lond bosed drilling ond production octlvitles. The Vetco

Groy Group wos port of o subsidiory, Vetco Groy lnc., ("V-G") of which the Compony owned 80.1 0/o of the common stock

ond to whtch the Compony contributed lts Hughes Offshore operotions. ln exchonge for the Vetco Croy Group, C-E

received 19 90/o of V G's common stock volued ot $ 15,267,000; 2,955,878 shores of V-G's redeemoble preferred stock

volued ot $ 147,794,000 ond $ 110,000,000 from bonk borrowings mode by V-G ond o subsidiory of V-G.

During the fourth quorter of 1987, the Compony evoluoted its lnvestment in V-G ond determined thot V-G did not ftt into

the Compony's long-term strotegic plon. The Compony odvised C-E thot it hod no intention of funding the future opero-

tions of V-G, nor wos it required to do so under the stockholder ogreement between C E, V G ond the Compony. On

September 30, 1987, the Compony wrote off its remoining lnvestment in V-G ond recognized estimoted liabilities of

$3,000,000 reloted to the disposrt/on of lts interest ln V-G

ln lune 1988, the Compony sold, with no significont effect on the consolidoted ftnonciolstotements, 87.50/o of its 80.1 0/o

common stock lnterest in V-G to Boin Venture Copitol. At September 30, 1989, the Compony remoins contingently lioble

for certoin bonk notes issued by V-G omountingto $ 15,595,000. fhese bonk notes moy be reduced by poyments by V-G
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or through lhe so/e of certoin ossets of y-G ond lts subsldiories p/edged to the bonks. ln oddition , the Compony ls conrrn-

gently lioble for $6,594,000 of performonce bond /etters af credit mode by the Compony on beholf of V-G. The Compony

does not expect the ultimote reso/ution of these contlngencies to hove o signiflcont effect on the Compony's finonciol
position or resu/ts of operotions.

The V-C common stock he/d by C-E rs exchongeoble, through worronts, for 1,146,823 shores o[the Compony's common

stockcommencingontheloterof October l, l99l orthedoteonwhich otleostone shoreof V-G'spreferred stock hos

been redeemed . The Compony hos options to purchose ony shores of its common stock lssued pu rsuont to the worronts

ond the V-G common stock held by C-E.

During 1987 ond 1988, the Compony ocquired ond disposed o[ severo/ buslnesses, none of which , individuolly or tn the

oggregote, hod o signiftcont effect on the Compony's results of operottons for ony of the periods presented. During 1989,

the Compony ocquired severo/ busrnesses for opproximot.ely $97,000,000 in cosh. Proformo results of operotrons cs l[the

buslnesses were acquired ot the begtnning of 1988 hove not been presented os they do not hove o significont effect on the

Compony's resu/ts o/ operottons.

COHBINATIoN AND DIVESTITURE cOSTS; UNUSUAL CHARGES (CREDITS)-NET

ln l9SS,theComponyrecognized$47,4/5000of netunusuolcreditsconslst/ngof thefollowingitems

Polent infringement sett/ement credi ts

lmporment of long-liyed ossets

OPe r oti o n o I r e st r u ctu n n gs

Dspasol of praduct lines

Other

Net unusuoi credits $ 47,475.000

Durtng 1988, the Compony sett/ed two potent infringement /owsults ogoinst Smtth lnternottonol, lnc. ("Smtth") ond

Dresser /ndustnes, /nc. ("Dresser' ) . ln December 1987, the Company received $89,/ 50,000 in cosh ond o $ 10,000,000

note (beoring interest ot the prime rote of the Chose Monhotton Bonk plus 1.50/o per onnum) from Smith . Of the pro-

ceeds, $95,000,000 hos been recorded os on unusuol credit ond $4,/ 50,000 hos been recorded os /nterest income in

occordonce with the terms of the sett/ernent ogreement. ln July 1988, the Compony receryed from Dresser $23,000,000 in

cosh ond Dresser's 27.7% rnterest in B-J Titon Services Compony Portnershrp of which the Compony olreody owned the

remoining 72.34/o . Accordingly, on unusuol credit of $55,157,000 wos recorded in the four-th quorter of 1988 As o resu/t,

excess costs orising from ocquisrtrons lncrecsed $ l5 794,000.

During 1988, the Compony determtned thot certoin of lts ossets hod been permonently tmpoired due to chonges rn

morket condit.ions ond operoting strotegles ond thot dlsposo/ of certoin product ltnes ond the continued consolidotion of
geogrophic operotians wos necessory. Accordingly, the Compony recognized chorgesto aperotionstotolling$102,682,000

O[ these chorges, fiA300,000 reloted to the mpoirment of ossets of port of the Compony's pumping services operot]ons
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in Lotin Americo , ond $26,200,000 reloted to the writedown of mtning equipment inventory ond o provision for consolido-

tion of certoin buslnesses, which resulted from the strategic restructuring of the Compony's mining equipment operotions

ond wos recorded rn the fourth quorter of 1988.

ln connection with the Combinotion discussed in Note i, the Deportment of lustice required the Compony to dlyest

Boker's oilfleld trtcone drtlling bit ond electrtc subrnersib/e pump buslnesses (the "Business Units "). ln the quorter ended

Morch3l, l9ST,theCompony entered intoogreementstose// theBuslness Unitsondrecognizedolossof $48,000,000on

the divestiture. ln oddition , the Compony performed o review of its combined lnyentodes, foctlities ond workforce /eveis to

identify redundoncies resu/ting from the Combinotion ond recognized o chorge to operotions of $92,000,000 ottributoble

principolly to consolidotion of production focilities ond stoff reductions.

CHANGE IN ACCOUNTING ESTIMATE:

Durtng 1989, the Compony revised the estlmoted remoining usefu/ /lves of certoin rentol tools ond equipment to more

close/y reliect expected remoining /lves. fhe effect of this chonge in occounttng estimote resuited tn on tncreose in the

Compony's net income before extraordinory item of $2,220,000 or $.02 per common shore, ond net income of

$2,822,000, or $.02 per common shore, for 1989.

INDEBTEDNESS

Long-term debtotSeptember30, 1989 ond 1988 consisted of thefollowing:

(ln thousonds of dollors)

Zero Coupon Guoronteed Notes due 1992 with on effe.tlve /nterest rote of 14.480/a, net of unomortized dscount of
$22,320 ($37,6t6 in 1988)

6a/o Debentures due 2002 with on elfective interest rote of 14.66a/o, net af unomarttzed dlscount of $ 110,833

($1t3,9t0 in 1988)

4.1254/o Swiss F ranc 200 million Bonds due 1996 (pnncrpol ond rnterest poyments h edged through o (urrency swop ot

on effectiye interest rote of 7.820/o)

9a/o Debentures due November l.2008
9.5%o Convenible Subordinoted Debentures due Decembe r 15. 2006 convenible nto common stock ot $58.9/

per share

Convertible Subordinoted Debentures due through 1995 with on interest rote ot Sep tember 30, 1989 of prme on

$247 and LIBOR + slaa/o on $11.272

Other indebtednes s with on overoge interest rote of 9.440/o ot September 30, 1989

Tatol long-term debt

t989

$ 55,5 /5

t t4,167

103,851

18,429

98.239

r,5t9
I 5,725

t988

$ 6t,4t9

I I 1,090

ta3.t77

36,459

99 t7t

I 1,032

t7 ,659

$417 ,045 $440,007

ln luly 1989, the Compony entered into revolving credit ogreements oggregoting $300,00A,000 with twenty foretgn ond

domestlc bonks. Ihe ogreements hove o moturity dote of July 17 , 1994. The rote o[ rnterest on borrowtngs under these

orrongements is 3ls0/o in excess of the London lnterbonk Offered Rote (L/BOR) for U.5. dollor deposits. At September 30,

1989, there were no borrowtngs outstonding under these cgreements. The provisions of the revolving credit ogreements

require o commitment fee of I 180/o per onnum on the unused portion .

Additionol bonk lines of credit ot September 30, l98S include $67,500,000 of short-term money morket llnes ovoiloble on

on os-offered bosls. Ihere ore no requirements for commitment fees or compensoting bolonces in connection with these

ogreements, At September 30, 1989, there were no borrowings outstonding under these ogreernents.
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Redemption of the Zero Coupon Notes due lgg2 ond the 60/o Debentures due 2002 moy be mode ot the option of the

Compony, in whole or in port, ot ony time ot por plus occrued interest. Furthermore, the Zero Coupon Notes due 1992

moy be redeemed prior to moturity ot prices (expressed os o percentoge of principol omount) of 65.740k otseptember 30,

1989 ond scoling upword over time to 86.950/o (in eoch cose together with occrued omortizotion of orignolissue drscount)

ln the eyent of certoin chonges offecting United Stotes or Nether/onds Antilles toxotion .

The90/oDebenturesdueNoyember l,2008hoveo$2,400,000peronnumsinkingfundrequirementwhichhosbeen

sotisfed through 2005. These debentures moy be redeemed by poying o premium which decreoses proportionolly from

4.480/o until it is eliminoted in 2003. The 9.50/o Debentures due December 15, 2006 hove o $5,000,000 per onnum sinking

fund requirement beginning December 15, 1992 ond moy be redeemed by poying o premium which decreoses proportion-

olly from 2.590/o ot December 15, 1989 untll lt ls eliminoted in 1992. Optionol poyments, not to exceed the omounts of the

mondotory sinking funds requirements, moy be mode in oddition to the mondotory poyments. During 1989 the Compony

repurchosed $ 18,743,000 of its 90/o Debentures due 2008 ond $21,200,000 principol omount of its Zero Coupon Guoron-

teed Notes due 1992. Ihe net /oss on these tronsoctlons wos not srgnrficont.

Ihe provislons of the bonds ond unsecured credit ogreements hove on effect on the obility of the Compony to, omong

other thlngs, incur borrowrngs, se// ceftoln ossets, poy cosh dividends, ocquire other bustnesses ond purchose the Com-

pony's copitolstock. At September 30, 1989, the Compony could poy dividends ond purchose the Compony's common

stock up to on omount not exceeding $ 121,063,000.

At September 3 0, 1989, long-term debt wos due in ogregote onnuolinstol/ments of $ 12,319,000; $3,704,000;

$59,004,000; $7,111,000; ond$ll,103,000ineochofthefiveyeorsintheperiodendingSeptember30, 1994.

During 1989 ond 1988, the moximum og1regote short-term borrowings outstonding ot ony month-end were $55,469,000

ond $62,396,000, respectively; the overoge oggregote short-term borrowings outstondingbosed on quorter-end bolonces

were $39,974,000 ond $47,110,000, respectively: ond the weighted overoge lnterest rotes were 18.80/o ond 16.60/0, respec-

tively. The overoge interest rotes on short-term borrowings outstonding ot September 30, 1989 ond 1988 were 20.90/o ond

15.50/o,respectively.ThroughouttheyeorondotSeptember30, l9S9,substontiollyoll of theCompony'sshort-termbor-

rowings wereoutside of theUnited Stotesond denominotedincurrenciesotherthon theU.S. dollor.Asignificontportion

of such borrowings were in high inflotion rote countries in Lotin Americo where such borrowings ore incurred os o hedge of

o net osset position.

SEVEN S3.50 CONVERTIBLE EXCHANGEABLE PREFERRED STOCK:

ln lune 1987, the Compony issued 2,000,000 shores of $3.50 convertible exchongeoble preferred stock ($ I por volue

per shore ond $50 liquidotion preference per shore) . The preferred stock ls convert ible ot the option of the holder ot ony

time into the Compony's common stock ot o conversion price of $25.50 per shore (equivolent to o conversion rote of

1.96 shores of common stock for eoch shore of preferred stock), subject to odjustment ln certoln events.
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The preferred stock is not redeemoble prior to Moy 15, 1990 uniess the closing price of the common stock sho// hove

equolled or exceeded l50a/o of the then effective conversion price for o speclfled period ending prior to the dote notice of

redemption ls grven. The preferred stock will otherwise be redeemoble ot the option of the Company, in whole or in pon,

ot $52.80 per shore if redeemed prior to Moy 15, 1990, ond at prices decreosing rotobly onnuolly to $50 per shore from

ond ofter Moy 15, 1997,ln eoch cose plus occrued dividends to the dote fixed for redemption. Dividends on the preferred

stock ore cumulotive ot the rote of $3.50 per shore per onnum from the dote of originol lssuonce. Such dividends ore poy-

oble quorterly os declored by the Boord of Directors.

Eoch shore of the preferred stock ls o/so exchongeoble in whole, but not in port, ot the option of the Compony on ony divi-

dend poyment dote for $50 in principol omount of the Compony's 70/o Convertible Subordinoted Debentures due 2007.

EMPLOYEE STOCK PLANS:

The Compony hos stock option plons which provide for gronting of options for the purchose of common stock to directors,

officers ond other key employees, Such stock options moy be gronted sub1ect to terms rongtng from one to ten yeors ot o

price equol to the foir morket volue of the stock ot the dote of gront.

fhe stock option octivity for the Compony during 1989, 1988 ond 1987 wos os follows

Number of Shores (ln thousonds)

Stock options outstonding, begnning of yeor

Chonges during the yeor :

Gronted (per shore):

1989, $12.88to $t5.00

1988, $ tt.75 to $ t5.375

1987. $ 10.25 to $20.30

Exercised (per shore):

t989, $ 10.25 to $2t.88

t988, $ t0.25 to $20.37 5

1987. $ 12.99 to $25.78

*chonged (net)

Expired

Stock opt/ons outst onding, end of yeor (per shore: $ 10.25 to $54.03 ot September 30, 1989)

t989

4,469

1,092

(t,283)

16r-d
3,602

19871988

5,685 6,069

876

(423)

(1662

4,469

t,478

(386)

(83e)

(2!
5.685

AtSeptember30, 1989, optlonswere exerctsoblefor2,567,000 shores, ond 4,725,000 shoreswere ovoilobleforfuture

option gronts.

Additionolly, the Compony hos o plon which provides for the sole of convertible debentures to certoin officers ond certotn

key employees. An oggregote of $30,000,000 principol omount of debentures moy be issued under the plon whtch ore

convertible into shores of common stock ofter one yeor. At September 30, 1989, o totol of $ 12 ,223,000 principol omount

of debentures ore outstonding ond convertible into 1,017,000 shores of common stock ot $ 10.25 to $21.88 per shore.
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On September 24, 1986, the Boker Boord of Directors opproved o progrom, subsequent/y opproved by Boker stockholders

prior to the Combinotion, pursuont to which emp/oyees octively working were gronted the right to exchonge certoin of

theirstock options ond convertible debentures for new options ond debentures. fhe exchonge progrom opplied to out-

stondlng stock options ond debentures lssued between October 1980 ond June 1986. The progrom provided for o 3:2

exchonge rotio for stock options ond the shores which would hove been lssuobie upon conversion of the debentures ot o

new price per shore of $ 10.25, the foir morket volue of the stock on the exchonge dote. As o result of employee porttcipo-

tion in the exchonge progrom, stock options outstonding were reduced by 839,000 shores; odditionolly, the outstonding

debentures ond common stock lssuob/e upon conversion thereof were reduced by opproximotely $ 12 ,000,000 ond

4/ 8,000 shores, respective/y.

The Compony oiso hos two Employee Stock Purchose Pions (the "Plon") under which there remoined outhorized ond

ovoiloblefor soleto employees on ogregote of 648,000shores of the Compony's common stock. fhe moximum number

of shores subyect to eoch option under the Plon is determined on the dote of gront ond equols the sum of the poyroll

deductlons outhorized by eoch porticipoting employee (up to l0 percent of regulor poy) divided by 85 percent of the foir

morket volue of o shore of common stock ot the dote of gront. Eosed on the morket price of common stock on the dote

of gront, the Compony estlmotes thot opproximotely 521,000 shores will be purchosed under the Plon on July 31, 1990, ot

$ 17.00 per shore. Under the plon, 573,000, 354,000 ond 711,000 shores were lssued ot $ /3./8, $ 13,18 ond $7.86 per

shoreduring 1989, 1988 ond 1987, respectively.

INCOME TAXES:

The geogrophicol sources of income (loss) before lncome toxes, minority lnterest ond extroordinory item for the three yeors

ended September 30, 1989 were os follows:

NINE

(ln thousands of dollors)

Unrted Stotes

Foreign

Totol ncome (loss) before income toxes, minarity interest ond extroordinory ttem

(ln thousonds of dollors)

Cu rently p oyob le (ref u n d abl e) :

Unrted Stotes

Foreign

Totol cu rrently poyoble

Deferred:

United Stotes

Foreign

Totol deferred

Utilizotion of prior yeors' U5. operoting /osses

Tatol provision (credit) for nrome toxes

thrly

sro s, 57 t .235 $(,A tla)

5 U 9,2 t3 $ t34,462

t989

s (7 ,832)

t27 ,045

t989

$ 245

32.268

32,5 t3

1988

$| t,t60
23,302

t988

$ 3.412

23,7 1 3

t987

$(263,627)

_!112
$(27 s,6 te)

1987

The provisions (credrts) for income toxes for the three yeors ended Septemb er 30, 1989 ore summorized os follows

$ (3,s24)

52

(2,6es)

2.949

52 254

2,272 43,856

27,t)5

t2 ,032

8,508

-e49
(22,608)



Ihe conso/ldote d effective income tox rotes for the three yeors ended Septemb er 30, 1989 voried from the Unlted Stotes

stotutory income tox rote for the reosons.set forth below:

% of lncome (Loss) Before Toxes

Stotutory income tox rote

Coodwtll write-off ond omortizotian

Effect of U.S. operoting loss (before minority interest ond extroordinory items) for which no corrybock

or ather benefit is recognizable

Stote toxes bosed o n income- net of U.5. income tox beneftt

Foreign eornings ot voryingtox rotes

Loss in Vetco Groy lnc.

Excise tox on pension reversion goin

Other net

Effective income tox rate

(ln thousonds of dollors)

Reversol of deferred toxes due to net operoting ioss

Deprecidt/on expense

I nven to ry vo I u otio n s - n et

Unusuol charges

Other-net

Totol deferred tox provision (credit)

t989

34.0

,4

I9BB

340
.3

1987

(43 0)

,4

tB.4a6)

29.2

18 3

6.0

8.6

1.6

3.3(t)

53.0 (s t)

Ihe sources ond omounts of deferred toxes for the three yeors ended September 30, 1989 were os follows:

t989

$(2,047)

(3,036)

3,248

1,887

t988

$(3,e to)

491

142

3,53 /

t987

$ (2,874)

(t 6,595)

I ,378

t,B6t

(6,378)

5 s2 $ 2s4 $(22,608)

ln 1989, the Compony utilized opproximotely $6,682,000 of U.S. operoting loss corryforwords for finonciol reporttng

purposes ond the reloted tox beneflt of $2,272 ,000 has been refTected os on extroordinory credit in the occomponytng

conso/idoted stotements of operotions. At September 3 0, 1989, the Compony hod opproximotely $344,693,000 of U.S.

operoting loss corryforvvords remoining for finonciol reporting purposes, which expire in vorying omounts between 2001

ond 2002. For federol income tox purposes, the net operoting loss corryforwords ore opproximotely $238,592 000,

expiring in vorytng omounts between 1998 ond 2004. ln oddition, the Compony hod copitol loss corryforwords of
opproximotely $48,764,000, which expire in vorying omounts berween lg92 ond t993.

At September 30, 1989, the Compony hod opproximotely $ 12,484,000 in lnyestment tox credits ovoiloble to offset future
poyments of federol income toxes, fhe lnvestment tox credits expire in vorying omounts between 1994 ond 2001. The

investment tox credit corryforwords hove not been recognized for finonciol reporting purposes. fhe Compony hod opprox-

imotely $29,568,000 of foreign tox credits ovoiloble to offset future poyments of federollncome toxes ot September 30,

1989. lf not used, the foreign tox credlts exprre in vorying omounts between 1990 ond 1994 for federol income tox pur-

poses. fhe Compony hos recognized opproximotely $5,665,000 of its foreign tox credits for ftnonciol reporting purposes.

At September 30, 1989, the Compony hod opproximotely $23,903,000 of foreign tox credit corryforwords remoining for

finonciol reporting purposes, whlch expire in vorying omounts between 1990 ond 1993.
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The Compony hos not recorded deferred rncome toxes opplicoble to undistnbuted eornings of foreign subs/d/ories thot

ore indefinitely relnyested in foreign operotians. Undistributed eornlngs of opproxmotely $344,417,000 otSeptember 30,

1989, if remitted, would not resu/t tn ony oddttionol U.5. income toxes becouse of ovotloble foreign tox credlts ond net

operotlng iosses.

The Compony rntends to odopt Stotement of Finonctol Accounttng Stondords No, 96, Accounting for lncome Toxes, n

1990 wrthout restotement of prior yeors. Under this stondord, the provrsrons of enocted tox lows ore opplied to the

ossets cnd liobilittes of the Compony to meosure the omount of toxes poyoble or refundoble currently or in future yeors

os o resu/t of oll events thot hove been recognized in the finonciol stotements. Due to the Compony's operoting loss

corryforwordsfromprioryeors,theCompony doesnot ontictpote thotthe newmethodof incometoxoccountingwtll hove

o significont effect on its f noncialstotements. ln occordonce wtth FAS 96, begtnning in 1990, the Compony's utilizotion of

net operoting loss corryforwords wtll no longer be reliected os on extroordinory item.

TEN INDUSTRY SEGMENT AND GEOGRAPHIC INFORMATION

The Company operotes prtncipolly in four industry segments, three of which provide equpment ond servtces to the petro

leum industry. ln 1989, the Compony chonged its method of grouping products ond servrces tnto industry segments for

finonciol reporting purpases to be conslstent with the Compony's internal reporting system . Previously reported 1988

ond 198/ operotions by industry segment hove been restoted to conform to the revrsed industry segment grouping.

Drilling Products and Services . Monufocture ond sole of equtpment ond provision of servlces used rn the drilling of oil

ond gos we//s.

Production Products and Services: Manufocture ond sole of equipment ond provtsion of services used (ofter oil ond gos

wells ore drilled) to ochieve sofety ond long-term productivity, provide structurol integrity to protect ogoinst pressure

ond corroston domoge ond to stimulote or rework wells duringtheir producttve lives by chemicol, mechonicol or other

stimulotion means.

Pumping Services: Provtsion of hydroulic horsepower for the plocement in we//s o[cement ond formotion

stimulotion products.

Mining and Process Products: Monufocture ond sole of equtpment ond provision of repoir ond other services

for the mintng, mtnerol, ond other process lndustnes.

The Compony motntoins worldwide monufocturing plonts ond servtce locotions to serve these industry segments.
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Summorized finonciol informotion concerningthe tndustry segments ond geogrophic oreos in which the Compony oper-

oted ot seprember 30, 1989, 1988, ond 1987 ond for eoch of the yeors then ended ls shown in the followingtobles:

(ln thousonds of dollors)

Operations by lndustry Segment:
I 989

Revenues from u n off, li oted customers :

5o/es

Seryrces ond rento/s

/ntersegment soies

Iotol rerenues

Operattng tncome

/dentiroble ossets

Copitol expenditures

Deprecntian ond omoruzotion

t 988

Revenues from u n offilioted customers :

So/es

Services ond rento/s

/ntersegment so/es

Iotol revenues

Oper oting income (loss)

/dent/f,oble ossets

Copitol expenditures

Depreci otion ond o mo rttzotion

t 987

Revenues from unaffilioted custamers.

5o/es

Services ond rento/s

/ntersegment sd/es

Iotol revenues

Operoting income (loss)

/denti[obie ossets

Copitol expendttures

Deprecntrcn ond omortizotion

Drilling Productrcn

$482 304
241 ,483

3,804

542.053

2 t9,06 t

9,592

54 t 3,363

t 95.1 66

4.498

$ (36,462)

$862,669

$5 t9,281

I 43,382

10 732

$479, t 92

t 53,892

I,la7

$4At.0t6
t6t ,753

6,858

w
$547 ,647

Pumprng

5ervices

$t72,87 t

I 43,576

542

$ l9 t ,277

I 43,703

2.480

$337.460

Total

Petraleum

$ t , t74,452

528,441

15,078

$t,2t2,522
516,656

20, t79

$ 95t,95t
469,478

13.22 t

Mining ond

Process

$588,877

36,225

3, t06

$s62,824

24, t 49

3,894

$480, t 87

2 t ,982

986

Ehminotrans

$ (24,073)

$ (24,073)

$ (s88)

$90

Tot ol

$ t ,763,329

564,666

5l ,//5,346
540,805

$727,s87 $673,39s $316,989 $ t ,/ t7 ,97 t $628,208 $ (te,t84) $2,327 .SS5

$ (t8,t84)

$ 206.728

$ 1,s27 S 92,702

s715,48t $545,804 $214,759 $t,506,044 $307,690 $ (6,962) $t,806,7/2

$ 19.350 $ 83,320 $ 27 ,228 $ t59,898 $ 46,830

$ 39,025 $ 24,U7 $ t3,040 $ 76,t82 $ t4,993

$ 42,932 $ 28,623 $ |,778 $ 81,333 $ t2,043 $ 3,238 $ 98.6t4

$770,706 $641.t9t $ t ,749,357 $5C0,867

$ 5A,570 $ n,388$24,380 $t4.212 $tt,978

$ 50.304 $ 34,04t

$ ( t4,207)

$ ( t4,207)$25t,996

$ (t6,ro

$272. t 33

$2,316,1 5t

$ 229,438

$ t ,9 t2,361

$ 62,048

$ 45.298

$ t ,432.1 38

49 t .460

$ t ,923,s?B

$ (63,se2)

$2,058,33s

$183,190 ss4,ss0 $(4,7a6) $233,034 $(3,596)

$735,898 $57s,652 $2t43sA $t,525,910 $387,009

$ t8,t25 $ 102,470 s n,st5 s 2s4 s tt4,239

$ I 37,572

t t2,559

t ,865

$6 t 3.027 $569 ,627 $ I ,434.650 $503, /55

$ t ,682,449 $386,984

$ 30,766 $ t4,il6

$ (68,968) $ 2,446 $ 2,930

$ 13,655 $ t0.9t3 $ o.1a8

$ (|,0e8)

$ 4t6

$ s9,t68 $ 40,A87 $ 20,t37 $ t19,392 $ t2,8A4 $ 2,292 $ t34.488
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NOTES TO CONSOLIDATED FtNANCIAL STATEMENTS (Continued)

Ba ker H u ghes I n co r p o r ate d

Western Hemisphere

Unted

Stotes Other

Eostern Hemrsphere

(ln thousonds of dollors)

Operations by Geographic Area:
I 989

Revenues from unof\li oted customers :

5o/es

Services ond rentois

Tronsfer betwen geagrophic oreos

Iotolrerenues

Operoting ncome

identiroble ossets

Export so/es of U.S. componrcs

1988

kvenues from u n offl lioted customers.

Soies

Seryices ond rento/s

Tronsfer between geogrophtc oreos

Tatol revenues

Operoti n g i n ca m e (lass)

/dentiroble ossets

Export soles of U.5. componies

t987

Revenues from un offi li oted custamers

5o/es

Seryices ond rento/s

Tronsfer between geagrophic oreos

Totol ruenues

aperoti ng in come (loss)

/dentiflobie assets

&pon soles of U.S. compantes

$t,272,0ts $375,649 $4t9,t2A fi73536

s 899,694

274,069

98,252

s296,855

7 5,427

3,767

$ 37,443

$3t3,169

80,806

t8,984

$ (s,606)

$392,2 t7

$247 ,4 t7

74,697

t2,687

Europe

$2St,t82
124,701

3,237

s27 t ,279

81,876

t5,268

$306,26t

s237 ,802
67,482

20.457

w
$326,063

$27 5,598

90,869

7 ,069

$235,959

7 t ,248

12,7 t0

$ t 89,302

65,988

l4,585

Other Elimnoilans Totol

$ I ,763,329

564,666

$(t t2,32s)

$(t t2,325)

$ 206,728

$(t36,140) s t ,806,772

$2,327 ,99s

5 40,357 $ 6s,735 $ 63,193

$t.24t,78t $244,297 $284,376 $t73,258

$ 64,227 $ t 5,924 $ 95,6 t7 $ t75,768

$ 954,939

306,875

9 t ,903

$ 1,775,346

540,805

$ t ,3s3,7 t7 $4 t2,9s9 $368,423 s3la.9 t 7

$ 27 ,894 5 t 3,760

$(t 38,86s)

$(t 38,86s)

$(t t3,$a)

$( t t 3,530)

$ 2,930

$ 229,438

$2,3 t6, ts t

$ t79,42 t

$ 193,390

$ t ,092,423

$ 757 ,6 t7

283,293

65,B0 t

$221,788 $(t00,328) $t,9t2,36t

$ 45,49s S 34,795 $ 99, t3 t

$t,t06,/ t t $334,80t $325,74t $269.875

$ I ,432, t38

491 .460

$ t ,923.598

$ (7 t,077) $ 7,t74

$t,t76,t09 $465,050

955 s (63,se2)

$ t84,675

5222,801 $(t 3 t ,688) $2,0s8,335

$ 49,500 $ 25,159 $r0,0t6

/ntersegment so/es ond tronsfers between geogrophic oreos ore priced ot the est/rnoted foir volue of the products or serv-

ices negotioted between the se//lng ond receivtngunits. Operoting income (/oss) ls toto/ reyenues /ess costs ond expenses

(ncluding combinotton ond dlvestlture costs ond unusuol chorges (credits)-net) but before deduction of generol corporote

expenses, /oss ln Vetco Croy lnc., ond net lnterest expens e totolling $87,515,000, $94,97 6,000 and $212,027,000 tn 1989,

1988 ond 1987, respectively, ond excludingthe ertroordinory item in 1989 ond 1988. ldentiftoble ossets ore those ossets

thot ore used by the Compony's operotions in eoch industry segment or ore identified with the Compony's operotions in

eoch geogrophic oreo. Corporote ossets consist principolly of cosh , receivobles, prepoid expenses, /eoseho/d improve-

ments, office furniture ond ossets held for disposol which omountto $259,148,000, $205,165,000 ond $130,297,000

otSeptember 30, 1989, lg88 ond 1987, respectively.
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ELEVEN EMPLOYEE BENEFIT PLANS

The Compony hos severo/ noncontributory defined beneft penslon plons covering vorious domestic ond foreign emp/oyees.

Additionolly, virtuolly oll employees not covered under one of the Compony's penslon plons ore eligible to porticipote in the

Compony sponsored Thrift Plon. Pension expense for these plons wos $ 1,150,000, $3,000,000 ond $3,429,000 for 1989,

1988 ond 1987, respectively. Generolly, the Compony mokes onnuol contributions to the p/ons in on omount necessory to

meet ER/SA's minimum funding requirements.

During 1988 ond 1987 , the Compony settled ond curtoiled certoin deftned beneft penslon p/ons resu/tlng ln goins of

$6,000,000 ond $7 6,7 65,000, respecttvely.

fhe net domestic pension expense for 1989, 1988 ond 1987 included the following components (in thousonds of dollors):

Serurce cost._ beneflts eorned duringthe period

lnterest cast on prajected benefit obligotion

Actuo/ return on ossets

Net omortzatian ond deferrol

Net pension expense

Assumptrons used ln the occounting for the defined benefit plons were:

D/scount rote

Rotes ofrncreose in compensotion /eve/s

ElDected long term rote ofreturn on ossets

Actuoriol present volue of benefit obligouons:

Vested benefit obligotion

Acc u m u I ote d b en ef,t a b I i goti o n

P role(ted benefit obligotion

Plon ossets ot foir volue

Prolected beneltt obligotion (in excess of) /ess thon p/on ossets

Unrecognized prior seryice cost

Unrecognized net (goin) loss

Unrecogn,zed net (osset) lrcbthly at tronsttion

Prepoid pensian cost (pension liobility)

$t,t50 $3,000 $3,429

t989

$ s44

t,682

(t,t76)
t00

t989

9.5/o

5.)ak

9 .00/o

t988

$ t ,43s

3,588

455

(2,478)

t988

9 .50/o

5.00/o

9 0%o

5,783

I.922

4.139

t3

(2,64/)

2,084

1987

$ 2,929

3,030

(4,2s4)

I .724

t987

8.50/a

5.04/o

9.00/o

The following toble sets forth the domestlc plons' funded stotus ond omounts recognized in the Compony's consolidoted

stoternents of ftnonciolposition otSeptember30, lS89 ond 1988 (ln thousonds of dollors):

tg89 t988

averfunded Underfunded

Plons Plons

$ s,/62 S 13,370

Ove(unded

Plons

$ 4.554

$ 4,594

4,857

7,085

) ))a

109

(2, t 04)

(22e)

Underfunded

Plons

$ 7,583

I 1,986

4,990

$ 7,648 $ 5,783 $ t4,595

t7 ,44/
t0,3 t2

4

(6,e96)

/35

827

I

(7, t 3s)

207

638

_1!!D
$ (7,562)$ (6,033) $ 3,sge

Pension p/on ossets ore primorily mortgoges, privote plocements, bonds ond common stocks.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

B o ke r H u gh es I n c o rpo r oted

The Compony's foreign deftned beneftt plons ore not required to report under ERISA ond the Compony hos not deter-

mined the octuoriol volue of occumuloted plon benefts. The Compony lntends to odopt Stotement of Finonciol Account-

ing Stondords No. 87, Employers' Accounting for Penslons, for its foreign defined benefit plons in fiscol 1990. The Compony

hos not determined the effect this odoption will hove on its finonciolstotements.

The Compony'sThrift Plon ollows eligtble employees to e/ect to contribute from 2ak to 100/o of therr sc/orles to on invest-

ment trust. Employee contributions ore motched by the Compony ot the rote of $ .50 per $ L00 up to 60/o of the employ-

ee's so/ory ln oddition, the Compony contrlbutes for oll eligible empioyees between 20/o ond 50/o of their solory depending

on the employee's oge os of Jonuory I eoch yeor. Compony contributions become fully vested to the employee ofter five

years of employment or, if employed /ess thon ftve yeors, ot the c/ose of the second plon yeor ofter the yeor in which

contributions ore mode. Supplementol employee contributions ore ollowed. The Compony's contributions to defined

contribution plons includingthe Thrift Plon omounted to $ 16,080,000, $ 14,746,000 ond $8,853,000 in 1989 1988

o nd I 9 87, respectrve/y.

The Compony o/so provides certoin heolth core (primorily in the U.5.) ond life insuronce benefts for retired empioyees.

Substontiolly oll employees moy become eligible for these beneflts if they reoch normol retirement oge while working for

the Compony. Costs reloted to benefts provided for retired emplofees ore expensed os incurred, ond for 1989, 1988

ond 1987 totolled $6,675,000, $4,585,000 ond $5,838,000, respectively.

TWELYE STOCKHOLDER RIGHTS AGREEMENT AND OTHER MATTERS

ln 1988, the Compony odopted o Stockholder Rrghts Agreement to protect ogoinst coercive tokeover toctics. Pursuont to

the Plon, the Compony distributed to lts stockho/ders one Rrght for eoch outstonding shore of common stock. Eoch Rrght

entlt/es the holder to purchose from the Compony .01 of o shore of the 5edes One lunior Porticipoting Preferred Stock ond,

under certoin crrcumstonces, securitres of the Compony or on ocquiringentity ot l12 morketvolue. The Rrghts ore exercls-

oble only if o person or group either ocquires 204/o or more of the Compony's outstonding common stock or mokes o ten-

der offer for 30ak or more of the Compony's common stock. fhe Rights moy be redeemed by the Compony ot o price

of $03perRightotonytimeprior tooperson orgroupocquiring200/oormoreof theCompony'scommon stock. fhe

R,ghts w// expire on Morch 23, 1998.

Supplementollncome stotem ent tnformotion ls os foliows (in thousonds of dollors)

Maintenonce and repors

Operoting /eoses (generolly tronspanatnn equtpment ond worehouse foctlities)
Rese o r c h o n d deve I op me nt

Toxes other thon poyroll ond income tox

lncome toxes poid (refunded)

/nterest pold

Net forergn exchonge trons/otion /osses

thffty-six

t989

$60,4 t0

39,077

30, I 40

26,549

36,522

54,961

l7 ,442

t988

$66,655

4 t ,965

26,065
)o 7a)

t 4,1 80

65,87 5

6,876

t987

$s6,008

57 ,1 60
)a 57)

29.629

(4,ee))

75,1 90

2,27 t



At September 3 0 , I 989 , the Compony hod long-term operoting /eoses covenng certoin focilities ond equipment on which

minimum onnuol rentolcommitments for eoch of the ftve yeors in the period ending Septemb er 30, I 994 were

$34,009,000, $26,360,000, $ 17,465,000, $13,379,000 ond $l I ,679,000, respectively, ond $83,541 ,000 in the oggre-

gote thereofter. The Compony hos not entered into ony significont copltol /eoses,

THIRTEEN COMMITMENTS AND CONTINGENCIES:

At September 3 0 , I 989 , there were no contingencies, c/oims or lowsuits ogoinst the Compony which , in the opinion of

monogement, could hove o signiftcont effect on its finonciol position or resu/ts of operotions.

FOURTEEN QUARTERLY DATA (UNAUDITED):

Summorized quorterly finonciol doto for the yeors ended September 30, 1989 ond 1988 ore shown in the toble below

Frrst

Quorter

Second

Quorter

Thrd

Quorter

Fourth Fiscol Yeor

Totol(ln thousonds of dollors, except per shore omounts)

Fiscal Year 1989:.
Revenues

6ross Proflt*'

lncome before income tox ond extroordinory ttem

lncome before extroordinory item

Extraordinory ftem

Net income

Eornngs per shore omounts:

lncome before extroordinory item

E-xtroordinory item

Net income

Dividends per shore

Fiscal Year 1988:'

Reven ues

Gross Proft'"
lncome before income tox ond extroordinory item

lncome before extroordinory item

Extroordinory item

Net income

Eornings per shore omounts:

lncome before extroordinory item

Extroordnory item

Net income

Dividends per shore

Quorter

$ 566,29 t

88,895

23,43 t

t 5.560

1,803

t7 ,363

$ 568,554

86,785

23,7 t9
t5,770

(t,048)
14,722

$ 588,953

94,020

25,646

t5,746

967

16,7t3

$ 604.t97

t t 3.553

44,792

35,675

550

36,225

$2,327,995

383,2s3

t t7,588

82,7 5 t

2,272

85,023

.12

0t
.t3
n5

.12

( 0t)
.ll
ll5

.t2
0t
.t3
t t5

.28

.01

29

u5

64

02

66

46

$ 546,269

72,33 t

35, t 52

t6,830

t6,240

33,070

$ 538,022

79.845

t2,618

4.780

3,733

8.5 t3

$ 564,t42

87,029

22,765

I,756
3,742

13,4q8

$ 667 ,7 t8
n 2,766

60,091

28,025

20, t4l
48, t 66

s2.3 t6, t5 t

35t,97t
t30.626

59.39 I

43,856

t03,247

t3

.t4

.27

|5

.03

03

.06

l15

.07

.03

.10

lt5

.22

.t7

.39

l15

45

37

82

46

'See Notes 4 ond 9 for informotion regording unusuol chorges (credits) net ond extroordinory item.

'*Represents reyenues /ess (r) cost ofso/es, seruices ond rentols ond (ti) morketing ond freld seruice experse
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MANAGEMENT'S D!SCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Boker Hughes lncorporoted

FtscAL t989

COMPARED TO

FISCAL I988

Revenues in 1989 were $2 .3 billton , o slight tncreose from 1988. The yeor-to-yeor chonge in reyenues hos been offected by

the ocquisition of severclbusinesses during the yeor which added $74.5 million of revenues during 1989 os wellos the d/s,

position of the Mining Equipment group in the lost quorter of 1989 which resuited in o decreose ln revenues of $34.9 nil
lton from 1988. Excludingthe impoct of ocquisittons ond dispositrons in both 1988 ond 1989, consolidoted reyenues hoye

remoined stoble ot $2.3 bilhon ond revenues from the Compony's three oil ond gos reloted groups decreosed $54.1 million,

or 3.1 a/o. Ihls decreose from the prior yeor results primorily from decreosed worldwide drilling octivity os evidenced by the

150/o ond 13% decreoses ln the U.5. ond non-U.S. octtve rigcaunts, respectlve/y. Foretgn revenues flor the oil ond gos reloted

groups improved from 1988, desplte the reduced rig count, os o resu/t o[the weokened U.5. dollor, morket shore tmprove-

ments ond octivity increoses in certoln oilfteld morkets. Excluding the impoct of ocquisitions, revenues from the Com-

pony's Process Equtpment graup improved $47.0 million from lost yeor resulting from continued strength in the morkets

served by this group. Ihe Process Equipment group provides products ond services to the minerol , tndustriol contnuous

process industries ond wosLewoter treotment morkets. Overall, the Compony's foreign revenues occounted for 57 l% of

revenues tn 1989, compored to 53.30/o of revenues in 1988,

Costsondexpenses, exc/usiveofnetrnterestexpense, netunusuol creditsond netpensiongolns, decreosed$16.1 million

from 1988. Ihe decreose wos primarily rn cost o[so/es, servrces ond rentols ond reflects continuing cost contoinment ond

o better revenue mtx. Generol ond odministrotlve expense lncludes golns ond /osses resu/tlng from the tronslotton of for-

eign currencies. The Compony tncurred net foretgn exchonge tronslotion /osses of $ 17.4 million ond $6.9 million in 1989

and 1988, respectlveiy. Theyeor-to-yeorincreosersdueto ftuctuottngstrenSth of theU.S.dollorondtheweokeningof cer-

toinforeign curencles, porticulorly inSouth Americo,wheretheComponyhossubstontiol operotions.

Net rnterest expense decreosed 16.60/o in 1989 to $51.2 million from $61.5 million in 1988. fhe decreose wos primorily due

to o decline in overoge debt outstonding ond onincreose in eornings on the incredsed overoge level of cosh ond short-term

tnvestments on hond durtng the yeor.

On on operationol bosts, income for the year (ncome before income toxes, minority /nterest, net unusuol credits ond net

pensron gotns) wos $ l19.2 million compored to $81.0 millton in 1988. The $38.2 million, or 47,20/o lmprovement resu/ts

primorily from the decreoses rn cost o[so/es, serylces ond rentols ond net lnterest expense.

fhe effectlve tox rote for 1989 wos 29.2a/o os compored to 53.00/o for 1988. fhe decreose in the tax rote is primorily ottrib

utoble to unusuol chorges recorded tn 1988 which reloted to foretgn tox jurisdrctlons where no tox benefit wos ovoiloble.

During 1989 ond 1988, the Compony recorded extroordinory items of $2 .3 million ond $43.9 millton , respectively, relottng

to the reduction of tncome toxes onsing from the corryforword of prior yeors' U.5. operotrng /osses.

The Compony will odopt Stotement of Finoncrol AccauntingStondords No. 96, Accountingfor lncome Ioxes, ln 1990 with-

out restotement of prior yeors. Due to the Compony's net operoting loss corryforvvords from prior yeors, the Compony

does not onticipote thot the new method ol income tox occounting will hove o signiftcont effect on its ftnonciol stote-

ments. /n occordonce with FAS 96, beginning tn 1990, the Compony's utiltzotion of net operoting loss corryforwords wtll no

longer be reflected os on extroordinory ttem.
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CAPITAL

GENERATION

AND LIQUIDITY:

AtSeptember30, l9S9,theComponyhodcoshondshort-term lnvestrnents of $115.7 million,on increose of $47.9nillion

from September 30, 1988 Ihls increose results primorily from the $ l15 millton of cosh received from the disposit.ion of

the Mining Equipment group os wellos cosh generoted from operotions. The Compony used cosh durtng the yeor to

ocquire businesses, repurchose long-term debt, purchose mochtnery ond equipment ond poy dlvldends.

Totol debtoutstondingosofSeptember30, 1989wos$445.2million,o decreose of $427 millionfrom September30,

1988. The debtto equrty rotto otthe end of 1989 wos .444 compored to .507 ot the end of 1988. The debt /ess cosh ond

short-term investrnents to equity rotio wos .328 ot September 30, 1989 os compored to .437 ot September 30, 1988.

The Compony hos bonk credlt /lnes oggregottng $300 million with o group of twenty foreign ond domestic bonks os

well os $67.5 million of short-term monE morket /lnes of credit. There were no borrowings ogornst these ogreernents ot

September 30, 1989.

ln July 1989, the Compony sold its Mining Equipment group to Oy Tompello AB, o Finnish compony. Proceeds from the dis-

position consisted of $ ll5 million in cosh for five of the six business units. At thot time, on ogreement wos o/so reoched for

the so/e of the one remaining business unlt. Ihe so/es ogreement with Tompello provides for poyment of $ 15 million in cosh

p/uslnterest whenthe so/eo[the remotningunitiscompleted. Aportionof thecosh proceeds fromthe so/eof thesebusl-

ness units wos used to retire $55.0 million outstonding under the short-term money morket lines of credit used to provide

interim finoncing for the Compony's ocqulsltlons in 1989 os well os to reduce other sh ort ond long-term borrowings.

During 1989, the Compony purchosed Bird Mochine Compony for $47.5 million, Vetco Seryices for $3/ million ond EDEca

Petroleum Seryices for $ 12 .l mtllion . The ocgursltlons were funded entirely by cosh on hond ond borrowings on o short-

term money morket line whtch were retired by September 30, 1989.

The Compony mointoins o continuous process of evoluoting ocquisition ond disposition condidotes to better lncreose

stockholder volue. Cosh on hond ond bonk credrt iines ore ovoiloble to provide fundingfor potential ocquisitions os well

os to lncreose copitol investment.

ln 1989,copitol expendltureswere $92./ millioncomporedto$62.0millionin l9SS.Therotioof copitol expendituresto

depreciotton lncreosedto99.70/otn 1989oscomporedto60.50/oin l9SS.TheCompony expectsthrsrelnyestrnentrouota

continue to rncreose over the next yeor. Funds provided from operottons ond outstondlng /lnes of credit ore expected to be

more thon odequote to meet future copitol expendrture regulrements.

Working copitol ot September 30, 1989 wos $620.0 million, on increose of $27.9 million from September 30, 1988. ln the

Compony's opinion, the current rotio of 2.14 rndrcotes on occeptoble level of ltqutdity.
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MANAGEMENT'S D!SCUSSION AND ANALYSTS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Boker H ughes I nca rporoted

Revenues in 1988 were $2.3 billion , on increose of 20.4% from 1987 fhe lncreose wos primorily ottributoble to on

/ncreose in demond for the Compony's oilfield products ond services. fhls increose in demond is reloted to increosed

worldwide drilling octivity, driven primorily by on increose in U.5. offshore ond noturol gos drilling. fhe increosed demond

hos o/so contributed to the firming of prices for the Compony's oilfield products ond services. Also contributing to the

improvement in revenues wos on ncreose in revenues in the Compony's mintng buslness segment, which is reflective of

strengthening in seyero/ of the morkets served by thls segrnent ond the weokness ofthe U.S. dollor os compored to the

pnor yeor. The Compony's foreign revenues occounted for 53.3% o[revenues in 1988, compored to 55.50/o in 1987.

FlscAL t988

COMPAREO 1O

FrscAL r987

Cost of so/es, seryrces ond rentols lncreosed 10.60/o to $ 1.5 billion from the 1987 level.Ihe rncreose is directly ottribut-

oble to the rncreose in reyenues, however, the rote o[ increose is substontiolly lower thon the increose ln revenues ond is

reflective of cost contoinment ond consolidotion progroms os we// os the rncreoses of the prices of the Compony's

products ond services.

Morketing ond feid servlce expense ond generol ond administrotive expense rncreosed 5.74/o ond 6.34k from 1987, respec-

tively. The increose is substonttolly lower thon the lncreoses rn so/es due to cost contoinment ond consolidotion progroms

dlscussed obove. Generol ond odministrotive expense i nc/udes goins ond /osses resu/tlng from the tronslotton of for-

elgn currencies . The Compony incurred net foreign exchonge iosses of $6.9 million ond $2 .3 million tn 1988 ond 1987,

respectively. The Compony expects thot foreign exchonge /osses wlli remoin ot thls /eve/ or increose slightly in the future.

Dunng 1988, the Compony recorded unusuolcredlts-net of $47.5 million . This omount includes credits of $95 million ond

$55.2 million for the potent infrrngement sett/ements from Smith lnternottonol, lnc. ond Dresser industdes, inc., respec-

tively. ln oddttion , the unusuol credits-net includes chorges to operotions totollrng $ 102 ,682 ,000 resulting from the Com-

pony's determinotion thot certoin of its ossets hod been permonently tmpaired due to chonges in morket conditions ond

operoting strotegies ond thot disposo/ of certoin product /lnes ond continued consolidotion of geogrophic operotions wos

necessory. Of the unusuol chorge, $37,807,000 reloting primorily to the restructu ring of the Compony's mining equpment

group, wos recorded tn the fourth quorter of 1988.

Net lnterest expense wos $61.5 millton in 1988, o decreose of $15./ million, or 20,30/o from 1987.Ihis decreose is ottribut-

oble to the lnterest lncome eorned on the proceeds received from the potent infringement sett/ements dlscussed obove

ond o reduction in the omount of outstondtng debt.

On on operotionol bosis, income for the yeor (income before income toxes, minority interest, net unusuolcredlts, ond net

penslon golns) wos $81.0 million compored to on operotionol loss of $ 144.2 million in 1987.

During 1988, the Compony recorded on ertroordinory item of $43.9 million relotingto the reductton of income toxes

orising from the corryforword of prtor yeors' U.5. operotlng /osses.

The Compony onticipotes odoptingStotement of Finonciol AccountingStondords No. 96, Accountingfor lncome Taxes, rn

1990withoutrestoternent of prioryeors.Underthisstondord, theprovrsions of enoctedtoxlowsoreopplied totheossets

ond liobilities of the Compony to meosure the omount of toxes poyoble or refundoble currently or in future yeors os o
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CAPITAL

GENERATION

AND LIQUIDITY:

STOCK PRICES

BY QUARTER

result of ollevents thot hove been recognized in the finonciolstotements. Due to the Compony's operoting loss corry,

forvvords from prior yeors, the Compony does not onticipote thot the new method of income tox occounting will hove o

significont effect on its finonciol stotements.

Totol debt outstonding os of Septernbe r 30, 1988 wos $487.9 million, o decreose of $52.8 million from September 30,

1987. This decreose is primorily due to the repurchose of long-term debt ond o reduction of short-term borrowings. The

debtto equity rotio otSeptember 30, 1988 wos .507 compored to .590 otSeptember 30, 1987. The debt /ess cosh ond

short-term investments to equity rotio wos .437 otSeptember 30, 1988 os compored to .578 otSeptember 30, 1987.

AtSeptember30, l9SStheComponyhod$lSl.0millionof committedbonkcredltlinesoswe// os $67,500,000of short

term money morket /lnes of credit. There were no borrowings ogoinst these ogreements os of Septembe r 30, 1988.

ln 1988, copitol expenditures were $62.0 million compored to $45.3 millton in 1987. The rotio of copitolexpenditures ro

depreciotron increosedto60.50/oin 1988oscomporedto35.20/oin l9ST.TheComponyexpectsthlsreinyestmenLrotioto

continue to lncreose over the next yeor. Funds provided from operotions ond outstondlng /lnes of credit ore expected to

be more thon odequote to meet future copitol expenditure regulrements.

Workingcopitol otSeptember30, 1988wos$592.1 millton,onincreoseof $gl.4millionfromseptember30, lgST.tnthe

Compony's opinion, the current rotio of 1.97 indicotes on occeptoble level of liquidity.

The following toble sets forth the quorterly high ond /ow soies price per shore of the Compony's common stock on the

New York Stock Exchonge Composite Tope: BokerHughes

lncarporoted

Common Stock

I 988

I 989

Quorter Ended

t 2.3 t -87

3.1 / 88

6-34-88

I 30.88

t2 3t.88

3.3 t .89

6,34 BS

s3089

High

$26. t 3

/8 38

19 88

t 5.88

t4.25

t7 .50

20 00

23.00

Low

$n.t3
1 3.50

1 4.63

t2 88

l2 l3
1 3.63

t6 63

t8 5A
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CONDENSED COMPARAT!VE CONSOLIDATED FINANCIAL INFORMATION

Boker Hughes lncorporoted

(ln thousands of dollors except per shore omounts)

SUMMARY OF OPERATIONS:

Ioto/ revenues

Cost ond expenses;

Cost ond expenses opplicoble to revenues

Generol ond odministrotive

/nterest expense net

Pension gcins-net

U nu su ol chorges (credlts) - net

Combinotion ond divest/ture costs

Loss in Vetco Groy lnc.

Iotol costs ond expenses

/ncome (/oss) before income toxes, mtnonty interest

ond extroordinory items

/ncome toxes

/ncome (/oss) before minortty /nterest ond extroordinory ttems

Minority /nterest /n (ncome)ioss of subsldrories

/ncome (/oss) before extroordinory items

Extroordinory items - net

Net rncome (/oss)

Net income (/oss) per shore

Dividends per shore of common stock

FINANCIAL POSITION:

Cosh ond short-term investments

Working copitol

Iotoi ossets

Long-term debt

Stockholders' equity

1989

I ,944,742

212,8 n
5 t ,22q

1988

t,964,t80

209,522

6t ,462

(6,000)

(47 ,47 s)

t,793,45t

tq7,t4/
77,t6t

(76,76s)

t40,000

68,223

2 , 1 58,53/

234,t3t

95,7 57

9t9,t98

I I ,670

2,6 10,503

293,833

t t9,457

t987 1986 t985

$2.327,995 $2,3t6,t5t $t,923,598 $2,3t2,678 $3,t65,244

2,208,/82 2,t8t,689 2,t99,2t7 3,4t9 293 3,023,793

n9,2 t3

34,837

_1,6?l)
82.75 t

I 34,462

7 t ,235

(27 s ,6 te)

(t 4, t00)

(26 t ,s te)

6.657

(r,t06,6ts)

I 44,494

_w2'l!)
68,9 t6

l4 t ,451

52.304

84,376 63,227 89. t 47

3,836 2,683

__se;2! Qs4,822) _ (Be3,2os) 9t,$a

2,272 43,856 60888,

$ 85,023 $ t03,247

$ .82

$46

$ Qs4,822)

$ (2.22)

$ .39

$ .66

$(804,se7) $ et,830

$ (7.00) $ .80

$ .64 $ 80$ .46

$ t t5,686

$ 620,0 t7

$2,065,920

$ 4 t7 ,045

$ t ,003,380

$ 67,823

$ 592,t34

$2, t t7 ,526

$ 440,007

$ 96 t ,488

$ n ,36t

$ s00,7ss

$2 , t 88,632

$ 460,767

$ 9 t5,520

$ 43,863

$ 634,8t8

$2,5n,054

$ 638,5s7

$t,072,t49

$ 35,t96

$ t ,202,39 t

$3 ,7 65,269

$ 669,008

$ t ,947 ,822
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CORPORATE ORGANIZATION

Baker Hughes Drilling

Equipment

loel V. Stoff, Presldent

DtvlstoNs

Boker Hughes lncorporoted

Hughes Tool Company

Houston, Iexos

Andrew l. Szescilo , Presrdent

Milpark Drilling Fluids

Houston, Iexds

Tim J. Probert, President

Tri-State Oil Tools

Bossler Clty Louisiono

Andrew B. Schmitt,

Vice President ond

Ceneral Monoger

EXLOG, lnc.

Houston, Iexos

lohn F. Louletto, President

Baker Hughes Tubular Services

Houston, Iexds

Dovid L. Doniel, President

Baker Hughes Dril[ng
Systems

Houston, Iexos

R. Potrick Herbert,

Presldent

Baker Hughes Production Tools

Mox L. Lukens, Presrdent

DtvtstoNs

Baker Oil Tools

Houston, Iexos

Cerold M. Hoge, President

Baker Servrce Tools

Houston, Iexos

Edwin C. Howell, President

Baker Sand Control
Houston, Iexos

A. G. Avont, Presldent

Baker Performance Chemicals

Houston, Iexos

/'/. Clen Bossett, Presldent

Baker CAC

Houston, Iexos

Chrts K. Monouni,

President

Centrilift
Cloremore, Oklohomo

Joseph F. Brody, Prestdent

Develco

5on Jose, Colifornio

Chrts A. Snyder, President

Baker Hughes Process

Equipment

Stephen T. Horcrow,

President

DlvrsroNs

BGA lnternational

Solt Loke City, Utoh

Edword de Boer, Presldent

Ramsey Technology, lnc.

St. Poul, Mtnnesoto

Donold L. Bobbitt,

Presrdent

Chas. S. Lewis

5t. Lours, Missouri

Wtlltom M. Stuorc,

Presldent

Ell"lCO Process Equipment

So/t Loke Ctty, Utoh

Roymond H. Aldrich,

President

Bird Machine

So uth Wolpo le, Mossochusetts

Tim L. Dovis,

Presrdent

WEIYCO

Eghom, Englond

Jomes E. Furmon, Presldent

Baker Hughes Mrning Tools

Grond Proirre, Texos

lohn A. Alich, Jr., President

BJ Titan Services

Houston, Iexos

J. Wm. Stewort, Presrdent
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CORPORATE ORGANIZATION

OFFICERS

James D. Woods

Choirmon, Presldent ond Chief

Uecutive Officer

Thomas W. Cason

Senior Vice President ond

Chief Finonciol Officer

Stephen T. Harcrow

Senlor Vlce President ond
Presldent of Boker Hughes

Process Equipment

Max L. Lukens

Senlor Wce President ond

President of Boker Hughes

Production Tools

Joel V. Staff
Senlor Wce President ond

Presrdent of Boker Hughes

Drilling Equipment

lsaac C. Kerridge, Jr

Vce President

Eric L. Mattson

Wce Presrdent ond Treosurer

Franklin Myers

Vlce President, Secretory

ond Generol Counse/

Phillip A. Rice

Vice President, Humon

Resources

Ronald G. Turner

Wce President

G. S. Finley

Controller

Bo ker H ughes I n co rpo roted

BOARD OF DIRECTORS

Lester M. Alberthal, Jr.*

Choirmon, President ond

Chief Executive Officer of
EDS (Electronics)

Gordon M. Anderson

Executive Vce Presldent

ond Chief Operoting

Officer of Sonto Fe

I nter n oti on o I (Oi I Service)

Jack S. Blanton

Presldent of Eddy

RefiningCompony

(Petroleum Products)

Richard M. Bressler*

Choirmon of the Boord,

Presldent ond Chief

E-xecutive Officer of
Burlington Northern /nc,

(Tronspo rtoti o n & Noturo/

Resources)

Harry M. Conger

Choirmon of the Boord ond

Chief Executive Officer

of Homestoke Mining

Compony (Preclous Metois

Mining)

Joe B. Foster*

Choirmon of the Boord ond

Chief Executive Officer of
Newfl eid Explo rotio n Co mpo ny

(Oit&Gos)

Kenneth L. Lay

Choirmon ond Chief

Executive Offtcer of Enron

Co rp. (D i ve rsi fi ed En ergy)

lohn F. Maher

President ond Chief

Operoting Offtcer of G reot

Western Finonciol

Corporotion

(Finonciol Services)

David D Lybarger

Petroleum Consultont

Robert H. Quenon
President ond Chief

Executive Officer of
Peobody Holding Compony,

lnc. (Cool Mining & Soies)

Donald C. Trauscht*

Vice Presrdent-
Finonce ond Strotegy of
B o rg-Wo r n e r Co rp o roti o n

(Diversifted Products

ond Servrces)

James D. Woods

Choirmon, President ond Chief

Executive Officer of Boker

Hughes lncorporoted

'Nomrnee to be presented to

An nu ol Meettng of Stockho/ders,

Jonuory 24. 1990

CORPORATE INFORMATION

Transfer Agent and Registrar:

F i rst Chicogo Sho reh older

Servrces Trust Company

New York, New York

Stock Exchange Listings:

Ticker Symbol "BHi" New

York Stock Exchonge,

Pociftc Stock Exchonge, The

Swlss Stock Exchonges

lndependent Accountants

Deioltte Hosklns & Se//s

Houston, Iexos

Form lO-K:

A copy of the Compony's

Annuol Report to the

Securities ond Exchonge

Commrsslon (Form l0 K) is

ovoiloble by writing to :

Ronold G. Turner Vice

Presldent, Boker Hughes

lncorporoted, P.O. Box

4740, Houston, Texos

772t0 4747

Annual Meeting:

The Compony's Annuol

Meeti n g of Stockh ol d e rs

will be held ot2 p.m.

on lonuory 24, 1990 ot
The Doubletree Hotel

ot Post Ook

2001 PostOokBoulevord

Houston, Iexos

Baker Hughes lncorporated
Corporate Offlces Location

3900 Essex Lone

Houston, Texos 77027

Corporate Offlces

Mailing Address:

PO. Box 4740

Houston, Texos 7 7 210-47 40

Telephone : (7 I 3) 4 39 - 8600
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