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ment, energy proceasing and cornversion, enginesring services, and mining and
selected industrial activities. Typically, Dresser's products and services are
tncmologicanycmpmm“imahiwdmofminm,
nanuifacturing, and marketing. Dresser was incorporated under the laws of
Dalmminnssuamtoammmhoomuﬂmmwinnsa
by the consolidation of 8. R. Dresser Mamufacturing Cospany and Clark Bros.

. Both vere carrying on husinesses founded in 1880. Dresser's executive
offices are located at 1600 Pacific, Dallas, Texas 75201 (telephone mmber
214/740-6000) .

For the fiscal year emded October 31, 1988, consolidated net sales and
sexvice revenues of Registrant amounted to $3,941.7 nillion, and net earmnings
were $156.8 million. A majority of such reveres was derived from the sale of
products and services to ensrgy-orisnted industries, h'chnimonuugu

On Jamuary 11, 1988, Registrant acquired the assets and business amd
assuned certain liabilities of The M. W. Kellogg Compary, a wholly-ouned
subsidiary of The Henley Group, Inc. M. W. Kellogy is one of the world's
leading process enginsering and construction firme.

Registrant's cperaticns are divided into five industry segments: oilfield
operations (formerly petroleum operations); energy procesaing and corversion
equipment; engineering services; mining and construction equipment; and gensral
. After the acquisition of The M. W. Kallogg Company on Jamuary 11,
1988, Registrant determined that the erwirormental products operaticns,
previously included in the ensrgy processing and canversion equipment segment,
shauld be combined with cperations of The M. W. Kellogg Company to form a new
ugnent enginsering services. Also dxing 1988, the gascline dispensing

accordingly. In addition, Registrant has the following unconsclidated
subsidiaries: amwmmwmmm

's real estate company, Direlco, Inc., an unconsolidated
mmmmfhmmwmmmmms,mmmwmmm
In fiscal 1987, Registrant sold a majcrity of the assets of Direlco, Inc. and
1008 of the stock of its unconsolidated subsidiary, Dresser leasing Corporation.



In fiscal 1988, Registrant scld 100% of the stock of its unconsolidated
subsidiary, Reliance Standard Life Insurance Cowpany.

The Information by Infustry Segment, included in Note 0 to Consolidated
Pimancial Statements on pages 4¢ through 48 of the Armual Report to Shareholders
for the year ended October 31, 1988, is incorporated herein by reference. This
information includes sales and sexvice revenues by class of similar products or
sexvices within each segment, mﬁmm:itmlmuﬂiduﬁifhﬂem
attributable to each of Registramt's seguents for
three fiscal years. This information should be read in conjunction with the
carsolidated financial statements, notas and accountant's report appearing in
the 1988 Anmual Report to Shareholdars which, as indicated in this
report, are incorporated by reference herein,
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markets drilling fluid systems and related services throuch its

M-I Drilling Fluids Comparny sales force to major domestic and intsmmational oil
capanies, independent drilling operators and contractors and foreign
goverment-owned coxpanies.

Qilfield Products (Bita and Toolg). Registrant produces a full
oilfield and mining rock bits, and drilling tools, which are marketed
Security trademark and are used in &rilling oil and gas wells and in the

1

of

i

Registrant's Guiberson Division produces and markets a broed line of tools

which are s0ld to the campletion, production and warkover segments of the oil
production industry.

and Drilling and well servicing contractors provide the primary mexket for bits
tools.



provide mnitoring information on . Wireline services are
provided to oil and gas companies and the world,
and sales of wireline are made to oil and gas companies and goverrment

EBERGY PROCESSING AND COMVERSION BQUIRMENT SBGMENT
This segment designs, memufactures and markets highly engineered products
rocessors

Comressors. Effective Jaruary 1, 1987, Registrant's Dresser Clark
Division, a portion of Worthington Comgressor Division, and selected service
centers together with Registrant's Turbodyns operations were ombined with
similar cperations of Ingersall-Rand Oompany into Dresser-Rand Company. The New
York general partnership is cwned 50% hy Ingersoll-Rand and S50t by Registrant.

Clark, a leader in turbine and campressor techmology, manufactures
inhistrial and aircraft derivative gas turbines, centrifugal compressors, axial
ad

mmmm,mmm:&msum. gulcmand
liquified natural gas (ING) production, coal ication, refinery sarvices amd
other petrochemical procesees. Axial compressors are used in ooal gasification,
blast furnace, nitric acid and refinery services. Axial expanders are used in
power recovery applications, nitric acid plants and refinery processes.

Worthington Compressor is a leader in the mamufacture and mypply of weter
cooled reciprocating compressors. Seperate ooxpresscr lines are manfactured
ard marketed for the process, enhanced recovery, natural gas, and industrial air
camercial markets and special shipboard air compressors for the Navy.

Turbodyne manufactures and markets single and multi-gtage mechanical drive
steax turbines which are used to power pusps, fans, hlowers, reciprocating
capreasors and centrifugal compressors; stemm turbine generator sets which
provide electric power for co-gensration and altermate fuel markets; electric
»otors (synchronous and induction type): amd electric generstors for use with

4




reciprocating engine hgdmu:zbim stean tuxbine and gas turbine drivers.
ahomm.tacb.n- marksts cryogenic expanders, cambined with

teperature process
primary markets for such products are petrochemical, chamiocal, paper
udn:q:r“nm-t:iu Mﬁmdﬂdtduimplmt;mm

Pape. Effective Jaruary 1, 1981,thom Pap Division was formed
through the integration of the Registrant's Pacific Pumps and Worthington Pump
Divisions. Dresser Pump das , dsvelops, marufactures and markets centrifugal
pmps vhich are used for cri arplications in energy processing and

mum1u1nuuntymmmnm Dressar

Pup is also a mjor mamfacturer of heavy duty process puwps, standard
snd-sucticn purps, horizontal split-case and multistage powps designed for
general induatrial, pipeline and high pressure ssrvicas. Such pusps have a wide
mammmmmmmmmm chemical ard
petrochemical , marine, sugar, agricultural, mining and mineral
pm:asirq uﬁlitluuﬂmlhﬂstxy. In fiscal 1986 the Dresser Pup

Division expanded sutmersible and vertical turbine pup capebilities due to its
acquisition of the Pleuger pump husiness from TRW Inc. inmlss'!

Roots, the developsr of the rotary lobs blower, offers a full line of low
to medium pressure air and gas handling blowers along with vacam pusps. These
include rotary lobe and screw-type positive displacement products and several
turbomachinery (centrifugal) lines. mm-:ynrmmwmoum
mmgmm,mum,m,mmm

LeRoi portable and statiomary compressors and air tools accounted for the
reminder of the coapresscr and pump business.

Rower Systems. Registrant's Weukesha Division produces power systems
consisting of heavy-duty reciprocating gas and diesel engines.

Dressar Valve and Controlg. Comtrol products encompess an assortment of
sensing, indicating, transducing, tranemitting and controlling devices.
Instruments, valves and xeters sold under registered trademarks - ASHCROFT,
CONSQOLIDATED, DEWRANCE, DURAGUAGE, DURATEMP, DURATIRAN, HANCOCK, BEISE and
MASCNEIIAN - msasure and control pressure, : level and flow of
liguids and gases. Thase products are scold y to the process, power,
general industrial and gas distribution industries.

Dispensing Systexs. Wmm—lbamwd
gascline dispenasing systems and related equipment.
ENGINEERING SERVICES SEGMENT

Registrant's engineering services segment is, through The N. W. Fellogg
Company, ane of the world leaders in providing engineering, construction and
related services, primarily to the hydrocarbon procees industriss. This segment
alaod;a:lg; produces and installs pollution control equipment in coal fired
power .



NIDMING AND COMBTROCTION BQUIPMENT SRAMENT

mnammummmm
equipment and equipment used in roed construction and maintenance and general
construction. Bffective Septexber 1, 1988, Registrant's Construction Ecuipment
and BAULPAK Divisions, through Registrant's wholly-owned , Dresser
Finance Corparation, were cambined with cperations of Komatsu
Coxporation and Komatsu America Manufacturing Corporation ("Komatsu®), wholly-
owmed subsidiaries of Xomatsu, Lid. of Japan. The newly formed general
partnership, Xcmatsu Dresser Campany, is equally cwned by Drecser Finance
Corporation and Kometsu,

Construction Equipment. The Construction Bpuipment Division manufactures
and parkets crawler tractors, crawler and wheel loaders, scrapers, ecavators,
motor graders, road rollers, rough terrain hydraulic cranes and road planars.

. These products are used in a wida varisty of construction, mining and related

applications.

Sales of construction equipment products are generally made through
distributors. Major customers include goverrmental agencies, private
contractors and mine operators.

Mining Euipment. mmmmmmm
aining equipment and off-highway txucks

The HAULFAK Division is a leading producer of off-highway trucks used in
all types of mining and quarry activitiss. Sales by this diviasion are ganerally
made through distributors.

The Jeffrey Division principally produces underground contimuous mining -

bituminous coal mines. Sales of J ars generally made directly
to users through Ragistrant's sales and support Registrant
also produces varicus types of componerts, such as shearers and related

equipment, for use in the longwall method of underground coal mining.

mmmmsmnaummanmmmnm
shovals and related equipment used in surface mining and quarrying. Pd:d.pl

users of Marion surface mining equipment are cperators of sxface coal mines,
both in the United States and abxved. Marion sales are made both

distributors and directly by Dresser persarmel, depending on the product.

Registrant has a 508 interest in SMC Mining Shovel Corporation, a Japenese
campany which markets shovels and drills in the Far East.

Wvummmmmuwame
of industrial uses. Major products and markets are: Iindustrial products which
include pipe couplings, pipaﬁthingandwntmtcrmpinrilyhy
utilities and process plants, pnaumatic tools and refined lead and related
ainerals. mmmwmmmmmua
vide range of industries that utilize high-temperature procasses.



Refractory Prodicts. mmmmmmmi?ua
leading supplier of rafractory products and an cverseas licensor o tadmology
Registrant nines, processes and maufactures over 200 refractory products that
mammmddmmwpcinmmm sizes and forms.
Refractories, which are made principall magnesite, chromite, banxite,
gmrtzxteardtimdays,mmodinv{rum
mquirmgraati:qotmirwttofanolid liquid or gas at a high

and steel finishing cperations. Industrial markets for Registrant's refractory
products includs non-ferrous metals producers, nineral procasscrs (c-m,nll
and glass), fossil-fusled powar plants, chemical and petrolem processing plants

ard general industry.

Industrial Equicwent Products. Industrial equipment products include pipe
tittings couplings and repair devices for sale to the gas and vater utilities
other industrial markets under the registered DRESSER trademark.

Tools and Akrasive Products. Claco pnsumatic tools include aseesbly tools
for use primerily in the electronic, aircraft and automotive markets, and
mwmmmmwmy&mmmm—

Quackenbush
poamatic and hydraulic precision ari euipment is used in the ajrcraft and
asrospace industries and in mobile spplications. nntoolclm
and expanders are used by the samfacturers and users of heat

exchangers and
boilers of all types. Registrant's Bay State and Gensral Abrasives divisions
ware scld effective June 30, 1968,

In general, raw materials utilized by the coupany remain in adequate
Velious materiale Purcased in the Opan mavhet. Lnciustng Rey caponnte of |
ocartain technologically-oriented products.

The backlog of unshipped orders at the end of 1988 was $2.04 billion.
o:dnncautiwtingﬁnmmhulognybomordntmw
customers (subject in certain cases to cancellation psnalties).

The significance of backlogs in understanding the Company's business has
charnged in recent ysars in line with changes in the Company's business




{in Millione) QOctcher 31
4988 1987
Engineering Sexrvices (1) 1,460 22
Energy Processing and Conversion Bouimment (2) 399 s

l:lnqu and Construction Equipment (3) 103 174
General Industry 70 72
Other and Adjustment 4 1

(1) The M. W. mloggmmmmu, .
(2) Cartain segment cperations transferred to Dresser-Rarxl Company Jamuary

1, 1987.
(3) Cartain segmant cperations transferred to Kematsu Dresser Company
Septesber 1, 1988.

Generally, orders for many of the Company's services and products are
placed by custcmers cn the basis of arrent meed. Therefors, backlog of orders
for these sexvices and products is not material.

Registrant's products and sexvices are mariketsd through various channels.
In the Unitad Statas, salas are ganarally mads through a or division sales
cvganization or through independant distributors. Sales in Canada are usially
effected through a division of a Canadian subsidiary. Sales in other countriss
are made directly by a inited Statas division or sbsidiary, through foreign
subsidiaries or atfiliates, and through distributor arrangements or with the
assistance of independent sales agents.

The products of Dresser are sold in hichly campetitive marksts, amd its
sales and earnings can be affected by changes in competitive prices, fluctu-
Mmt&mmumuwmmam,aMMc

Registrant maintains samfacturing, marksting or sexvice facilities sexving
more than 65 foreign countries. Global distrilation of products and sexrvices is
mwwmmmmmummmﬂum
in various production, mamnufacturing, service, and marketing finctiors, and
through fareign representatives sexving the principal market arees of the world.

The Information by Geographic Area included in Nots O to Consolidated
Financial Statements on pages 44 through 48 of the Armmual Report to shareholders
for the year ended October 31, 1988, is inocoxporated herein by reference.

Registrant's fcreign cperations are subject to the usual risks which may
affact such operations. Such risks include unsettled political comditions in



certain arsas, exposure to possible expropriation or other govermmental actions,

exchange contrel and currency problems, Although it is impossible to predict
the likmlihood of such ocarrences, or their effect cn Registrant, menagement

RESEARCH, DEVELOPMENT AND PATENIS

Registrant's divisions and subsidiaries conduct research and development
activities in over 20 laboratories and test facilities within their particular
fields for the purpomes of improving existing products and developing new cnes
to meet the needs of their custcmers. In addition, research and devel
prograns are directed toward development of new products and services for
diversification or expansion. For the fiscal years ended Octcber 31, 1988, 1987
and 1986, Registrant spent $27.4 million, $32.4 million and $62.9 million,
respectively, for research and develcgment activities.

At December 1, 19588, Registrant and its subsidiaries, as defined by
Regqulation $210.1-02(w)of the Sexxrities and BExchange Comnission, ouned 2,239
patents anxd had pending 705 patent applications, covering various products and
processes. They also were licensad under patents owned by others. Registrant
doss not consider that any patent or group of patents relating to a particular
product or process is of material importance when judged from the standpoint of
Registrantts total business.

As of October 31, 1988, Registrant had approxdmately 16,400 employees in
the United Statss (a decrease of approximately 8% from Octcber 31, 1987), of
whom appraximately 7,750 were members of 11 unions representsd by 35 bargaining
units. As of the sane date, Registrant had approximately 14,300 employees at
foreign locations of whoe approximately 3,550 wers members of unicns. During
mm,mwmw:&mmmmmm

States. Relations betwesn Registrant are
i ol : aployees gansrally

The names and ages of all exscutive officers of Registrant, all positions
and offices with Registrant presently hald by each person named and their
business experiance during the last five ysars are statsd below:

B. D. 5t. Jdm (57) Bacutive Vice President - Adminstration of
Bxecutive Vice President - Registrant since November 1982.
Mnainistration and Director

G. A. Xord (55) Senior Vice President = Cperations of Registremt
Senicr Vice President - since March 1983.

Operations



J. J. Corboy (59)
senior Vice President -
Accxnting and Tax
Ardon B. JuM, Jr (52)

David P.McBlvain (52)
Vice President - Pinance

M. Scott Nickson, Jr. (54)
Vice President - General

Vice President - Operations of Registrant since
Pebruary 1988; Vics President - Busan Resources
of Registrant, April 1983 - Febxusry 1988,

Vice President - Operations of Registrant since
August 1588; President of Registrant's Dresser
Valve and Controls Division, October 1987 -
August 19688; President of Registrant's Waukesha
Engine Division, Jammry 1984 ~ October 1987;
President of Registrant's Industrial Bquipment
Graup, Octobexr 1975 = Jaruary 1984.

Senior Vice President - Accounting and Tax of
Fegistyant since Juns 1587; Senicr Vice Presi-
dart =~ Finance and Accounting of Registrant,
Axust 1985 - \mne 1987; Vice President -

Accounting of Registrant, October 1980 to August
1985,

Vice President - Kashington Courmel of Registrant
since September 1986; Staff Vice President -
Washington Counsel of Registrant, July 1978 -
September 1986.

Vice President - Rumen Resources of Registrant
since Felruary 1968; Staff Vice President -
wamﬁb&w July

Vice President - Finance of Registrant since June
1987; President of Registrant's Financial
Sexrvices Group, Jamary 1984 - Juns 1987;
Bacutive Vice President, Pinanclal Sexvices
Group of Registrant 1982 - 1983,

mammwm.
Vice President - General Counes) of Registrant
since October 1980.




Carrcll M. Browning (64) Pmcutive Vics President and Chisf Operating
Senior Vice President - mwﬁmmmmm

Operationm of mmmmw
President, ma-ouwmmoz
nngutnnt Dacamber 1978 = December 1984.

. W. Yttarberg (61) Chajrman amd Chisf Bscutive Officer of Komatsu
Senior Vice President - Dresser Compary since August 19887 Senicx Vice
1983 ) *

All officers are electsd anmmlly by the Board of Dirsctors at a meeting
following the Armual Meeting of Shareholders. The officers sarve at the
pleasure of the Board of Directors and can be remcved at any tims by the Board.

’
Carnada, and various other countriss
sites are cuned in fes. In tion, salas offices, warshouses, service centers
and stock points are maintained, almost all
Stateg, Canada and certain other foreign countrias. The properties are believed
to be generally well maintained, adequate for the purposss for which they are
used, and capable of supporting a higher level of market demand.

During fiscal 1588, Registrant also had 23 grinding and/or other facilities
for beneficiating mineral ores, containing approximately 4,000 acres in plant

Approximate
Floor Area
Industxy Secment and Location EProduct: Area (Square Feet)
0Oilfield Qperations
Bunice, louisiana (0ilfield Products) 313,000 (1)
Dallas, Texas (0ilfield Products) 294,000
Wharton, Twoas (Drilling Fluids) 53,000 (2)
Energy Processing and Conversion Bguipment
Hintington Park, Compressars and Pusps 263,000
lladrh; Spain (w and S\m:
(4 “,Ow
Rio de Janeiro, Brazil Ew and Pusps) 204,632

_E
;
5

(Ccapressces and Rumps) 220,000




Approsinats
Floor Area

{Squaxe Peel)

352,000
281,000
756,000
69,000
120,000
153,600 (1)
' 126,178
57,0“
106,534
62,484
336,000
134,553
w’m
80,000
230,000
129,201
873,776
170,000 (1)
111,000
85,000 (1)
79,000 (1)
75,000
192,000
56,000
“,m

330,000
92,000
298,000

338,067 (1)
103,491 (1)

294,643 (1)
84,833 (1)
214,710 (1)

83,500
560,886 (1)

74,300

26,009 (1)




Flocxr Area
{Sqmre Teat)

192,000

597,000

132,000

280,000

227,000

Go,m

X 132,000

Eufaula, Alabama (Refractory Products) 51,600

Fairfield, Alabama (Refractory Products) 248,200

Calhaun, Georgia (Refractary Products) 92,000

Banmond, Indiana (Refractory Products) 291,500

Hile, Marylamd (Refractary Products) 166,000

New Savage, me\ (Refractary Products) 168,000

(Refractory Products) 210,000

Fulton, ninouri (Refractory Products) 380,000

Van:hlia (Refractory Products) 375,000

Windham, Chio (Rafractory Products) 298,000

Marlan, Quebec, Canada (Refyactory Products) 447,000

West Mifflin, Perzwylvania (Refractory Products) 63,000

springtield, Chio (Tools and Abrasive 60,000
Products)

Houston, Texas (Tools and Axasive 201,000
Products)

Bradford, Pamnsylvania (Industrial Bquipment) 525,000

Wellsboro, Pernsylvania (Industrial Bouipment) 110,000

Houston, Texas (Industrial Bquipment) 105,000

(1) A1l or a partion of these facilities are leased.

has a 50% interest in an unincorporated joint venture which owne
Dresser Towar, & 40-story office miilding in Houston, Texas, which was completed
in 1973. PFor information as to the Registrant's cbligations with respect to
Statomants

Decexber 19, 1986. See Note B to said Consolidated Financial Statements.

Effective December 1, 1986, Registrant's mineral rights to proven amd
ve reserves of barite, bantonite and lignite were contributed to M-I




also locatsd in Australia, Ireland and Scotland. Reserves of bantonite
ted in Wyoming and Greece. Based cn the mumber of tons of each of the
above minerals mined in fiscal 1988, M-I Drilling Fluids Company estimates its
reserves, vhich it considers to be proven, to be sufficient for cperation for a

Reference is nade to Ttem 1, Legal Procsedings, contained in Part IT of
W-mm—qw Repcrts for the quarter ended July 31, 1988,




Dividends included wdar Dividend Folicy on page 49 of the Anmual Report to
Sharsholders for the ysar ended October 31, 1968, are inocrporated herein by
reference.

Quarterly Common Stock Maxiet prices wers as follows for the last two
years:

1988 FPirst Sscord ‘Thixd Fourth Year

High . . ..... 2738 3558 B 314 355/
IV + eneve. 20 /12 28858 2712 2
1987

Bigh . o . . ... 251/4 30 3558 3434 3558
7= 2318 267/8 17878 175/

As of Jarmary 2, 1989, there were approximately 18,400 shareholders of the
Registrant's Common Stock which is traded on the New York and Facific Stock

Item 6. Selected Financial Data.

Selactsd Financial Data on Fage 21 of the Anmual Report to Shareholders for
the year ended Octcber 31, 1988, is incorporated herein by reference.

Management.'s Discussion and Analysis on pages 22 through 25 of the Armaml
Report to Shareholders for the year ended Octcber 31, 1988, is incorporated
herein by reference.

The following Consolidated Financial Stataments of the Registrant and its
mbsidiaries, together vith the repart theveon of Price Waterhouse included in
the Anmual Repcrt to Shareholders for the year endad October 31, 1968, are
incorporated herein by reference:



Anrual Report

PFage Number
Report of Independent Acocountants 26
Consclidatad Statemsnts of Earninge—Years ended 27
October 31, 1988, 1987 and 1986.
Consolidated Balance Ehsets--Octobar 31, 1988, 28 - 29
1987 and 1986.
Consolidated Statements of Shareholders' Investment-- 30
Years ended October 31, 1588, 1987 and 1986€.
Consolidated Statements of Cash Flows -~ k}
Years ended October 31, 1988, 1987 and 1966.
Fotes to Consolidated Financial Stataments. 32 - 48

Unaudited Quartarly Results on page 25 of the Amuial Report to Shareholders
for the year ended October 31, 1988, is inocorporated herein by reference.

Registrant
Exchange Comeission prior to Pebruary 28, 1989, is incorporated by reference.

The Prooy Statement for the 1989 Anmuml Mesting of Shareholders of
Registrant to be held March 16, 1969, to be flled with the Securities and
Exchange Cammission pricr to Pebruary 28, 1989, is incorporated by reference.

The Proxy Statessnt for the 1589 Armual Mesting of Shareholders of
Registrant to be held March 16, 1989, to be filed with the Securities anmd

Exchange Comission prior to February 28, 1989, is incorporated by refarence.




Financial Statemants:

(a)

(1) and (2) - The response to this portion of Item 14 is sumitted as

a separats section of this report.

(3) Listing of Bhibits - Response to this portion of Ttem M4 is
section to this report.

sutmitted as a ssparats
Reports cn Form 8-K.

®)

A report on Form 8-K was filed September 14, 19688, for Item 5 “Other

Events®
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(Rawles Pulgham)
h Director

(John Gavin)
N, GEORGE NANCARROW® Director
(W. Gecrge Nancarrow)

Directar
(Lionel . Qlmear)

Director

(B. D. 8t. Jain)

B Do ST, JOHN&
By: ﬁmﬁ&ﬂ&m‘"
(Rebscoa R. Mexris

Attornay-In-Fact)

Jarxary 27,

Jamaxy 27,

Jaary 27,

Jamary 27,

Jamary 27,

Janary 27,

Jaruary 27,

Jamary 27,

Jamary 27,

Jaruary 27,
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FORN 10-K
ITEN 14(a){1) AND (2) AND ITEM 14(d)
FINANCIAL STATEMENTS AND FIMANCIAL STAW SCHEDULES
YEAR ENDED OCTOBER 31, 1988
DRESSER IMDUSTRIES, INC.
DALLAS, TEXAS
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LIST OF FINANCIAL STATEMENTS AND FIMANCIAL STATEMENT SCWEDULES

The following consolidated financial statemeats and report of independent
accountants included in the annual report to shareholders for the year ended
October 31, 1988, are incorporated by reference in Item 8:

Report of Independent Accountants

C:gso;idated Statements of Earnings--Years ended October 31, 1988, 1987,
and 1986

Consolidated Balance Sheets--October 31, 1988, 1987, and 1986

Consolidated Statements of Cash Flows--Years ended October 31, 1988, 1987,
and 1986

Consolidated Statements of Changes in Financial Position--Years ended
October 31, 1988, 1987, and 1986

Notes to Consolidated Financial Statements

The following consolidated financial statement schedules of Dresser
Industries, Inc. and report of independent accountants are included herein:

Report of Independent Accountants on Consolidated Schedules

Schedule 1I--Amounts ‘Receivalne from Related Parties and Underwriters,
Promoters, and Employees Other than Related Parties

Schedule VIII--Yaluation and Qualifying Accounts
Schedule IX--Short-Term Borrowings
Schedule X--Supplementary Income Statemeat Information
A1) other schedules far which provision is made in the applicable accounting

regulation of the Securities and Exchange Comission are not required under
the related instructions or are inapplicable, and therefore have been omitted.
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Separate financial statements for the unconsolidated Dresser-Rand Company are
filed because it constituted a significant subsidiary as of October 31, 1987.
The following consolidated financial statements schedules of Dresser-Rand
Company and report of independeat accountants are included herein:

Report of Independent Accountants

Consalidated Balance Sheet--Saptember 30, 1988 and December 31, 1987

Consolidated Statement of Operations--Nine months ended September 30,1988
and year ended December 31, 1987

Consolidated Statement of Partners’ Equity--Nine months ended
September 30, 1988 and year ended December 31, 1987

Consolidated Statement of Cash Flows--Nine months ended September 30, 1988
and year ended Decesmber 31, 1987

Notes to Consolidated Financial Statements

Dresser-Rand Company Form 10-K Financial Schedules are included in Note 14 to
the financial statements as follows:

Schedule V--Property, Plant and Equipment
Schedule VI--Accumulated Depreciation, Depletion, and Amortization of
Property, Plant and Equipment

Schedule VI1I--Valuation and Qualifying Accounts

Schedule 1X--Short-Term Borrowings

Schedule X--Supplementary Income Statement Information
A1l other Dresser-Rand Company schedules for which provision is made in the
applicable accounting regulation of the Securities and Exchange Commission are

not required under the related instructions or are inapplicable, and therefore
have been omitted.
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Separate financial statements are not presented for any of the other
unconsolidated subsidiaries or affiliates because none constitutes a
significant subsidiary.

Summarized balance sheet, revenues and net earnings information for the 20% to
50% owned affiliates and wholly-owned equipment distribution subsidiaries for
the years ended October 31, 1988, 1987 and 1986 is presented in Note B to
Consolidated Financial Statements included im Registrant’s annual report to
shareholders for 19688 and furnished with this report.

Summarized balance sheet, revenues and net earnings information for the
Registrant’s financial service, insurance and real estate subsidiaries for the
years ended October 31, 1988, 1987 and 1986, is presented in Note B to
Consolidated Financial Statements included in Registraat’s annual report to
shareholders for 1988 and furnished with this report.



Report of Independent Accountants on
Financial 5tatement Schedules

To the Board of Directors of
Dresser Industries, Inc.

Our examinations of the <consolidated financial
statenents referred to in our report dated Deceaber 19,
1988 apfearing on page 26 of the 1988 Annual Report to
Shareholders of Dresser Industries, Inc., {(which report
and consolidated financial statements are incorporated
by reference in this Annual Report on Fora 10-K) also
included an examination of the Pinancial Statement
Schedules listed in Item 14 (a) of this Pora 10-K. 1In
our opinion, these PFinancial Statement Schedules
present fairly the information set forth therein when
read in conjunction with the related consolidated
financial statements.

Doie Wottrdon

PRICE WATERHOUSE

Dallas, Texas
December 19, 1588
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SCHEDULE X - SUPPLEMENTARY INCOME STATEMENT INFORMATION
DRESSER INDUSTRIES, INC. AND SUBSIDIARIES

(Ri11ions of Dollars)

Col, A 0], B

JIEM — 1988 = 1967 1986

Maintenance and repairs $ 9%.9 § 89.6 § 103.9
Depreciation and amortization of

intangible assets, greoperating costs
and similar deferrals ,

Taxes, other than payroll and income taxes

Royalties

Advertising costs

» » %8
» » * %
* » 58

*Anounts are not presented because such amounts are less than 1% of total met sales
and service revenues.
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REPORT OF INDEPENDENT ACCOUNTANTS

November 15, 1988

To the Partners and
Managezent Comzittee
of Dresser-Rand Company

In our opinion, the accompanying consolidated balance sheet
and the related consolidated statesents of operations,
partners' equity and cash flows present fairly, in all
naterial respects, the finenciel position of grenler-nand
Company (a Dresser Industries, Inc. and Ingersoll-Rand
Co-gany par:nnrshig) and its subsidiaries at September 30,
1988 and Decemdber 31, 1987, and the results of their opera-
tions and their cash flows for the nine months ended
September 30, 1988 and the year snded December 31, 1987, in
conformity with generally accepted accounting principles.
These financial statements are the responsibility of the
Company's management; our responsibility is to express an
opinion on these financial statesments based on our audits.
We conducted our audits of these stateaents in accordance
vith generally accepted auditing standards which require
that we plan and perform the audit to obtain reasonadble
assurance about vhether the financial statesents are free of
material misstatement. An audit includes examining, on a
test basis, evidence supporting the smounts and disclosures
in the financial stateaents, assessing the accounting prin-
ciples used and significant estimates made by management
and evaluating the overall financial statement prcacntu:ion.
We believe that our audits provide a reasonable basis for
the opinion expressed above.

s Watichssas



DRESSER -RAND COMPANY

(a partnership)
CONSOLIDATED BALARNCE SHEET

ASSETS

Current assets:

Cash

Short-terz investaents, restricted

Accounts receivable, less allowance
for doubtful accounts of $3,108,000
in 1988 and $2,199,000 in 1987
Inventories

Prepsid expenses and other current
assets

Receivadble from Partner

Total current assets

Investnent in affiliate

Property, plant and equipment, at cost
less accumulated depreciacion

Other assets

Intangible assets

Total assets

LIABILITIES AND PARTNERS' EQUITY

Current lfabilities:
Short-tern borrowings
Accounts payable
Accrued compensation and benefits
Accrued income and other taxes
Accrued warranty coats
Other accrued liadbilities
Asounts due Partners

Total current liabilities
Roncurrent lisbilities
Total) lisbilities

Partners' equity:
Contributed capital
Cumulative translaticn adjustaents
Accumulated deficit

Total partners’ equity

Coazitments and contingencies -
Notes 5, 7 and 12

Total liabilities and partners’
equity

Septexmber 130,
1988

Decenber 31,
1987

n thousands)

$ 4,584
2,926

163,910
235,634

5,435
2,925
415,414

145,516
7,708

15,033

$282.671

$113,598
66,672
18,582
12,453
18,065
43,059

31,943
324,372
17,734
342,106

345,755
2,486

(106,676)

241,565

£382.671

$ 2,879
7,736

146,439
238,778

6,210

2,710
402,749

13,370
151,300
10,435

16,341

£390,193

$112,873
9,709
15,271
12.988
10,227
44,992

72,432
328,492
20,240
348,732

345,755
5,870

(106,162)

245,463

$304.122

See accompanying notes to consolidated financial statesents.



DRESSER-RAND COMPANY
(& partnership

CONSOLIDATED STATEMENT OF PARTNERS' EQUITY

Nine months Year
ended ended
September 30, Decenber 31,
1988 1987

(in thousands)

Contributed capital:
Contribution of net assets by the
partners at inception $345,755 $345,755

Cumulative translation sdjustaents:
Beginning of period 5,870 -
Translation adjustaents (3,384) _5,870
End of period 2,486 5,870
Accumulated deficit:
Beginning of period (106,162) -
Net loss for the period (514) 5106|162)
¥nd of period (106,676) (106,162)
Total partners' equity $241,565 $245,463

See accompanying notes to consolidated financisl statenments.



DRESSER-RAND COMPARY
- (s partnership)

CONSOLIDATED STATENENT OF CASH FLOWS

Nine months Year
. ended ended

- Septesber )0, Decesder 31,
1988 1987

(in thousands)
Cash flovs froo operating activities:
Net loss for the period (8 514) (5106,162)
Adjustzents to reconcile net loss to net cash
provided (used) by operating asctivities:

Depreciatior. and amortizstion 25,545 25,969
{Gain) loss on sale of property, plant and equipment (70) 5,180
Noncurrent restructoring cost accruals 511 14,699
Zquity change in partially-owned sffiliates - 1,355
(Incresse) decrease in assets, net of effects from '
purchase of 50 percent interest in affiliate:
Accounts receivable (1,920) (126,751)
laventories 7,402 (20,401)
Prepaid expeases and other currant assets 775 1,327
Other assets 2,809 (9,725)
Increase (decrease) in liabilities, net of effects
frow purchase of SO percent interest im affiliste:
Accounts payable . (3,33) 9,369
Accrued compensation and benefits 3,31 (912)
Accrved income and other taxes (535) 6,538
Accroed varranty costs 6,950 8,607
Other accrued liabilities (6,178) 12,592
Noncurrent liabdilities (3,017) 3,775
Other, {ncluding translation
ad justeents, net (2,684) 5, 501

Net cash provided (used) by operating sctivities 29,052 (169,043)

Caszh flous from investing sctivities:

Proceeds fros sals of property, plant snd equipment 2,9 6,030
Capital expenditures {19,10)) (18,966)
Net cash increase related to purchase of 50 percent
owned affiliste 5,712 -
Bet cash used in investing activities {10,420) (12,936)
Cash flows from financing activities:
Net short-ters borrowings (333) 97,693
Net amounts due partners (21,604) 84,419
Net cash (uaed) provided by financimg activities {21,737) 182,112
et (deaczease) increase in cash and short~ters investeents (3,105) 133
Cash and short-ters investsents at beginning of period 10,613 10,482
Cash and short-tera investsents at end of period . L010 510613

See sccompanying sotes to consolidated finaancial statements.



DRESSER=RARD COMPANY
a partnership

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE. 1 - SUMMARY OF FORMATION AND OPERATIORS:

On Decenber 31, 1986, Dresser Industries, Inc. and Ingersoll-Rand
Company (the Partners) entered into a partnership agreement for-
the formation of Dresser-Rand Coapan f;he Company), a New York
general partnership (the partnership) owned equally by Dresser
Industries, Inc. (Dresser) and Ingersoll-Rand Company (Ingersoll-
Rand). The Partners contributed substantiaslly all of the opera-
ting assets (excludinf dosestic cash and accounts receivable) and
certain related liabilities which comprised their worldwide
reciprocating compressor, steas turbine and turbo-machinery
businesses in exchange for an equal ownership interest. The
Company commenced operations on January 1, 1987 and principally
serves the petroleum, gas, petrochenical, chemical and electric
pover industries on a worldwide basis.

The net assets contributed by the Partners were recorded by the
Company at awounts approximating their historical values. A
symmary of contributed net assets at inception follows (in
thousands):

Inventories and other current assets - $273,586
Property and noncurrent assets 196,108
Total assets 469,694
Current liabilities 122,173
Noncurrent liabilities 1,766
Contributed net assets $345,255

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOURTING POLICIES:

Significant accounting policies used in the preparation of the
accompanying consolidated financial statsments are set forth
below:

Fiscal Year-End:

Beginning in 1988, the Colsany changed its fiscal year end from
December 31 to September 30.

Basis of Presentation:
Since formation, the legal transfers of several former subsidi-

aries of the Partners to the Company were pending finaljization of
various encillary agressents. e accompanying consolidated



financial statements reflect the operations of these entities as
if all transfers had been finalized as of Januvary 1, 1987,
Accordingly, the consclidated financial statements of the Company
include all domestic and foreign majority-owned subsidisries and
the financial statements of those operations which have been
operated for the benefit of the Congany by the Partners until the
legal or other transfers are accomplished. As of September 30,
'12§5; a;l significant legal or other transfers have been
effected.

Investments in a 50%-owned affiliate (1987 only - See Note 3) and
less than 50%-owned affiliates are accounted for on the equity
method. The Company's equity in the net losses of these
affiliates was not material.

All material intercompany items have been eliminated in consoli-
dation.

Short-term Investments:

Short-tern investments asre stated at cost which approximates
market. These funds are available for payment of expenses in a
foreign country only.

For purposes of the consolidated statement of cash flows, the
Company considers all highly liquid debt instruments purchased
with a saturity of three months or less to be cash equivalents.

Inventories:

Inventories are generally stated at cost which is not in excess
of net realizable value, and are valued using the first-in,
first-out (FIFO) method.

Property and Depreciation:

Property, plant and equipaent is recorded at cost, and is de-
preciated over the estimated useful lives of the various classes
of assets. Depreciation is computed principally using accel-
erated methods, except for U.S. fixed assets with a service life

gf ten years or less, which are depreciated on a straight-line
sis.

Intangible Assets:

Costs in excess of values assigned to the underlying net assets
of businesses acquired by the Partners which were contributed to
the Company are being amortized on a straight-line basis over
periods not exceeding 40 years. Such smortization amounted to
$1,308,000 in 1988 and $1,744,000 in 1987,




Income Taxes:

The Company is a partnership and generally does not provide for
U.S. income taxes since all partnership incose and losses are
sllocated to the Partners for inclusion in their respective
income tax returns. Income taxes are provided on the taxable
earnings of U.S. and forcisn subsidiaries, including deferred
taxes arising from timing differences between financial and tax
" reporting of income and expanse items.

Revenue Recognition and Warranties:

Revenues from the sale of products and estimated provisions for
vwarranty costs are recorded for financial reporting purposes
generally vhen the products are shipped. Service and equipment
rental revenues are accrued as earned.

Research, Engineering and Development Costs:

Expenses for research and development activities, including
engineering costs, are expensed as incurred and amcunted to
$39,645,000 in 1988 and $43,880,000 in 1987.

Foreign Currency:

Assets and liabilities of foreign entities operating in other
than highly inflationary economies are translated at current
exchange rates and income and expenses are translated using
average-for-the-period exchange rates. Adjustments resulting
from translation are recorded in partners' equity and will be
included in net earnings only upon sale or liquidation of the
underlying foreign investment.

For foreign subsidiaries operating in highly inflationary
economies, inventory and progetty balances and related income
statement accounts are translated using historical exchange rates
and resulting gains and losses are credited or charged to
earnings.

Foreign currency translation and exchange gains (losses) recorded
in Other income (exgensc) in the consolidated statemsent of opera-
tions anounted to $525,000 in 1988 and ($2,117,000) in 1987.

New Accounting Standards:

The Financial Accountin* Standards Board has issued certain
accounting standards affecting the sccounting for income taxes
and pension plans. The Company will comply with these standards
by their required implementation dates.



NOTE 3 - ACQUISITION OF 50 PERCENT INTEREST IN AFFILIATE:

In January 1988, the Company scquired the remaining 50 percent
interest in Kongsberg Dresser Power, Inc. from Kongsberg
Vapenfabrikk of Rorvay and renamed it Dresser-Rand Power, Inc.
The acquisition, for cash of §1,666,000, vas effective as of
January 1, 1988 and was accounted for as a purchase transaction.
On an unaudited pro forma basis, assuming the above acquisition

. was ‘made on January 1, 1987, the net sales of the Company for the
year ended December 31, 1987 would have been increased by
approximately $36,322,000 and the net loss would have increased
by approximately $210,000. The pro forma results of operations
are not necessarily indicative of the actual results of
operations that would have occurred had the purchase been made at
the beginning of 1987 or the results that may occur in the
future.

NOTE 4 - RESTRUCTURING COSIS:

During 1987, the Company conducted various studies to evaluate
its plant capacity snd personnel needs based upon anticipated
near-term requirements at depressed levels of activity. As a
result, the Company recorded a charge to operations of
$61,209,000 during 1987 for the net tcstructuring, rationaliza-
tion and consclidation of opersating divisions and subsidiaries
contributed by the Partners. The actions covered by this charge
included costs for severance and relocation of esployees arising
from realigned operations, pension costs associated with employee
terminations at closed facilities, the redeploymert of product
lines and relsted assets into production facilities, and the net
loss on sales, scrappings and other dispositions of excess
sachinery and equipment and slow-moving inventories. The major
conponents of the charge wvere as follows (in thousands):

Pension, severance, relocation and

other personnel related costs $39,87)
Costs incurred in the rcdcgloynent.

consolidation and disposal of

facilities and excess assets 16,823
Other nonpersonnel related costs 4,513

261,209

During the nine months ended September 30, 1988, the Coapany
recorded an additional cherge to operations of $2,661,000 for

{;E;ructuring costs in excess of amounts sccrued at December 31,

The restructuring charges include asccruals for costs vhich have
been estimated by management based upon the individual facts and
circumstances of each action. All accruals are expected to be of




a short-term nature and are included in other accrued liabilities

in the consolidated balance sheet, other than pension costs
associated vith enplog:e terninations, of aggroxiuntaly
515,210,000 at September 30, 1988 and $14,699,

1987, which are included in noncurrent liabilities. 1In

000 at December 3],

management's opinion, the remaining amount accrued of $15,145,000

at Septenber 30, 1988 is reasonable and any differences between
the recorded estimates and the final amounts actually incurred
-should not have a material effect on the Company's consolidated
results of operations or financial position.

NOTE 5 - IRVENTORIES:

The components of inventory are as follows (in thousands):

September 30, December 31,

1988 1987
Ravw materials and supplies $ 38,581 $ 32,960
Work-in-process 123,495 135,483
Finished products 713,558 70,332

2222836  2228.75

Vork-in-process inventories are stated after deducting customer
progress payments of $51,360,000 at September 30, 1988 and
$33,116,000 at December 31, 1987.

ROTE 6 - PROPERTY, PLANT AND EQUIPMENT:

Property, plant and equipment is sumsarized as follows (in
thousands):

September 30, Deceaber 31,

1988 1987
land and improvements $ 5,942 $ 5,854
Buildings and improvesents 76,256 69,314
Mschinery and equipment 249,527 244,995
Furniture and fixtures 9,521 10,312
341,246 330,475
Accunulated deprecistion (195,730) (179,175)

143,016  3131.300
?;g;ecintion expense vas $24,237,000 in 1988 and $24,221,000 in



NOTE 7 - SHORT-TERM BORROWINGS:

Short-term borrovings consist of the following (in thousands):

Septenber 30, December 31,

1988 1987
Domestic bank loans $107,500 $110,000
Foreign bank loans and other 6,098 2,873

&l13,.008  2l2.813

At Septenber 30, 1988, the Company had domestic lines of credit
for short-term borrowing facilities l;iregatlng $145,000,000, of
which $37,500,000 was unused. Credit facilities have also been
arranged vith banks outside the United States under which the
Conpany's foreign operating units may borrow in the local
currency or other currencies on an overdraft and short-term note
basis. .At September 30, 1988, the amount of available and unused
lines of credit under these arrangements aggregated $46,848,000.

Interest rates on these lines of credit are generally at the
London Interbank Offered Rate (LIBOR), the prime rates of the
banks or the banks' reference or base rates, at the Company's
option. Commitment fees ranging froe .1001 to .1251 per annua
are payadble on the average daily unused portion of the domestic
credit lines. At Septemdber 30, 1988, the weighted average
interest rate on outstanding borrowings was 8.4%..

Under the terss of the E:rtnership agreement, the Company must
obtain the consent of the Partners for borrowings in excess of
33-1/3% of the sum of the Coapany's indebtedness and the
Partners' capital accounts. In addition, a short-ters bank
credit facililg stipulates that the Company's net worth shall not
fall below $225,000,000.

NOTE 8 - TRARSACTIONS WITH AFFILIATES:

In the normal course of business, the Company engages in sales
and purchases of sanufactured products with the Partners and
their affiliates. There are also various licensing,
subcontracting and servicing arrangonents ssong the parties
pursuant to the Ycrtnorahip and other agreements. Some of the
agreements had g anned expiration dates while others continued at
the option of the Company or the Partners. Costs and charges



under these arrangenents are generally at normal and cospetitive
market rates. In addition, certain adeministrative services of
nominal value are provided at no cost to the Company.

During the transition period in 1987, the Partners and their
affiliates also provided certain administrative services to the
Coapany, including financial, data processing, employee benefits,
legal and tax services. The Company also acted as collection
agent for the Partners for certain customer accounts receivable
that were not contributed to the E:rtnership. In addition, the
Partners made disbursements on behslf of the Company until the
Company established a separate treasury fumction.

At September 30, 1988 and December 31, 1987 the Con an¥ has an
interest bearing receivable from Ingersoll-Rand. Tge nterest
rate is variable and is based on the short-term interest rate of
U.S. Treasury obligations (8.0% at September 30, 1988); there are
no repayment terms. Interest income accrued was §215,000 in 1988
and $269,000 in 1987.

Anounts duct:artncrs consist of trade accounts, notes payable and
advances. e trade accounts represent the net balance arising
from the sale or purchase of equipment and services to and from
the Partners and do not accrue interest. HNotes payable are
short-tern promissory notes. Interest on these notes varies, but
approximates thet of the Coa?any‘s short-term bank borrovings.
Interest paid to the Partner’'s on these notes during 1988 was
$1,233,000; there were no such notes outstanding at September 30,
1988 or at any time during the yesar ended December 31, 1987.
Advances do not bear interest and have no repayment teras.

Amounts due Partners are summarized as follows (in thousands):

Ingersoll-
Dresser Rand Total
September 30, 1988
Trade accounts (§ 2,753) ($ 233) ($ 2,986)
Advances | : 33,347 21,582 54,929

230,224 221,342 S2l.243
December 31, 1987 $22.258 844,874 572,432




A sumnary of transactions with the Partners and their affiliates
is as follows (in thousands):

Nine months Year
ended ended
September 30, December 31,
1988 1987
Product sales $34,000 $§45,900
Product purchases 10,000 18,800
Net billings and other charges for
services provided 9,800 7,600

One partner operated a foreign manufacturing company and con-
tinued to manage a. customer contract on behalf of the Consany. A
net gain of §$1,023,000 for 1988 and a net loss of $1,245,000 for
1987 relating to these operations is included in the accompanying
financial statements.

During 1987. the Company exchlnscd tertain repair centers vwith a
net recorded value of $1,197,000 with one of the Partners.

NOTE 9 - PENSION PLANS AND OTHER EMPLOYEE BENEFITS:

U.S. Pension Plans:

The Company has defined benefit plans covering substantially all
u.s. CIYIO ees. Plan benefits for covered salaried employees are
generally based on years of service and compensation on an aver-
age or final pay basis. Benefit plans covering hourly employees
generally have flat benefit formulas besed primarily on years of
service. These plans, vith some sodifications, have been adopted
by the Company as a continuation of prior coverage under defined
benefit and contribution plans sponsored by the Partners. The
Cozpany also maintains defined contribution plans covering
eaployees at two of its U.S. plant facilities.

The Company's policy is to fund sufficient amounts to maintain
the plans on a sound actuarial basis. Such amounts could be in
excess of pension costs expensed, subject to the limitations
imposed by current tax regulations.

Pension costs for 1988 and 1987 were determined in accordance
with Statements of Financial Accounting Standards No. 87 (SFAS
87), "Employers’ Accounting for Pensions™ and No. B8 (SFAS 88),



“Employers' Accounting for Settlements and Curtajlments of
Defined Benefit Pension Plans and for Termination Benefits.” Aas
permitted by these statements, the Company did not elect to
currently adopt the provision which would rccosnize 8 long-term
pension asset and liability in the consolidated balance sgeet.

_The components of pension costs are as follows (in thousands):

Nine months Year
ended ended
September 30, Decexber 31,
1988 1987
Service cost for benefits earned
during the period $3,175 $4,156
Interest cost on projected benefit
obligation 2,274 2,485
Actual return on plan assets z260) 1271)
Net amortization and deferral 775 1,298
Cost of defined contribution plan 387 350
Net pension cost $6,331 38,018

The primary assumptions used to determine the net pension cost
for 1968 and 1987 were as follows:

Discount rate 9.0%
Expected long-term rate of return .

on plan assets 8.5%
Rate of increase in compensation levels 6.252

The Company charged $768,000 in 1988 and $14,927,000 in 1987 to
operations for plan curtailments and termination benefits asso-
ciated with the termination of smployees at plant facilities
closed and from other restructuring actions.




The funded status of domestic employes pension benefit plans is

as follovs (plans where assets exceed accumulated benefits are
fopaterial):

September 30, December 31,
1988 1987
(in thousands)

Actuarial present value of benefit

obligations:
Vested benefit obligatjion $23,852 $17,627
Nonvested benefit obligation _ 1,682 98E
Accunulated benefit obligation 25,534 18,615

Additional amount for projected

compensation increases 15,236 15,015
Total projected benefit obligation 40,770 33,630
Plan assets at fair value 9,414 3,098
Projected benefit obligation in excess

of assets 31,356 30,532
Unrecognized net obligation existing

at date of adoption of SFAS 87 12,732 13,719
Unrecognized net loss (gain) 1,379 (377)
Unrecognized prior service cost 276 -
Accrued pension cost £16,969 S12.180

Plan aisets are invested primarily in fixed incone.and equity
securities.

In addition to the above accrued pension cost, the Congany has
accrued $7,136,000 and §6,020,000 ($5,432,000 and §5,037,000
included in noncurrent liabilities) at September 30, 1988 and
December 31, 1987, respectively, for pension costs relating to a
plan maintained by a former eaploying partner.

Non-U.S. Pension Plans:

Pension coverage for employees of mon-U.S. operations is
provided, to the extent deemed appropriate, through separate
lans that are either state funded or maintained by the Partners.
ension expense incurred bg the Cospany for these plans amounted
to $794,000 in 1988 and $759,000 in 1987; the Company has

deferred the application of SFAS 87 to these plans as peraitted
under the statement.
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Retiree Benefits:

In addition to providing pension benefits, the Company provides
certain health care and life insurance benefits for retired
esployees. Most employees vho retire are eligible for these
benefits. The cost of retiree health care is recognized as an
expense as claims are paid, and the cost of retiree life insur-
ance is recognized by expensing the annual insurance premiuns.
- These costs vere insignificant in 1988 and 1987,

Savings and Investment Plans:

The Company also sponsors certain savings and investment plans.
The cost for these plans amounted to $1,318,000 in 1988 and
$1,880,000 in 1987.

" KOTE 10 - INCOME TAXES:

The components of the income (loss) before income taxes and
extraordinary item are as follows (in thousands):

Rine months Year
ended ended
September 30, December 31,
1988 1687
Domestic ($ 8,608) ($100,213;
Foreign 15,061 ) 4,421
] FECFCRE. (£104,634)
The provision for income taxes is as follows (in thousands):
Nine months Year
ended ended
September 30, December 31,
1988 1987
Domestic - current § 286 s -
Foreign <« current 7,270 3,242
- deferred —(89)  (1,7)

86,267  2l.a28
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Foreign current taxes of $7,270,000 in 1988 does not include

charges of $544,000 equivalent to income taxes vhich would have
been incurred had foreign oE:rating loss carryforvards not been
available. The income tax benefit resulting from realization of

ihe operating loss carryforvards is presented ss an extrsordinary
tem.

" An analysis of the difference between the U.S. statutory rate and
the effective rate is as follows:

Nine months Year
ended ended
September 30, December 31,
1988 1987
U.S. statutory rate 34.0% (40.0%)
Tax on foreign income greater than
the U.S. statutory rate 10.0 -
Operating losses with no current tax
benefit to the Conmpany 64.0 41.7
Other - 0.2)
Effective tax rate 408,07 1.5%

For tax purposes the Conpany has foreign net operating loss
carryforwards of $36,868,000 vhich expire at various dates
through 1998, 1In addition, the Congany has $4,238,000 of foreign
deferred depreciation deductions which have an indefinite
carryforward period.

NOTE 1] - INFORMATION BY GEOGRAPHIC AREA:

The Company operates in one industry segment consisting of the
design, manufacture and marketing of energy processing and
conversion equipment. Ko single customer accounted for 10
percent or more of net sales. Identifiable assets are those
assets that are identified with particular geographic areas and
operations. General corporate assets consist principally of
fixed assets.
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The financial information by geographic area is as follows (in
thousands):

Nine months Year
ended ended
September 30, December 31,
1988 1987
Geographic Area
Sales to customers
United States $356,603 §455,071
Europe 216,274 183,630
Other international 76,521 66,583
Transfers between geographic
areas:
United States 74,503 57,586
Europe 2,861 1,092
Other intermational 1,889 248
Adjustments and eliminations (79,253) {38,926)
Total net sales 5649, 398 $103,284
erating income (loss) includin
restructuring costs _
United States $ 6,930 (5(73,461;
Eusope 7,920 10,510
Other international 6;291 2878)
19,141 (84,829)
General corporate expenses (5,571) (5,292)
Total operating income (loss) § 13,570 (£.90.121)
Jdentifiable assets
United States §623,172 $4662,135
Europe 106,818 108,978
Other international 52,145 41,539
General corporate assets 1,536 1,543
Total identifiable assets 383,671 8$594,195

International sales of U.S. menufactured products were
$155,017,000 in 1968 and $159,853,000 in 1987. These sales
represent the customer value of the transfers between seographic
areas, primarily to Europe, and domestic exports sold directly to
ig;;rnational customers of §61,516,000 in 1988 and $86,274,000 in
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NOTE 12 - COMMITMENTS AND CONTINGENCIES:

All principal manufacturing facilities are owned by the Coxpany.
Certain office, warehouse and light manufacturing facilities,
transportation vehicles and data processing equipment are leased.
Future minimum lease psyments required under noncancellable
-operating leases with initial terms in excess of one year are as
follows %in thousands):

September 30,

1989 § 6,201
1990 4,919
1991 3,670
1992 2,362
1993 1,146
Thereafter 1,522
Total ainimum lease payments 5§19,820

Capital lease commitments of the Company are not significant.
Total rental exgense anounted to §7,791,000 in 1988 and
$9,731,000 ian 1987.

In the nornal course of business, the Company has issued several
direct and indirect gusrantees, including contract performance
bonds and letters of credit. Management believes these {usran-

tees will not adversely affect the consolidated financia
statements. .

The Company is involved in various litigation and claims srising
in the mornal course of business. Based on the advice of
counsel, management believes that recovery or liability with

- vespect to these matters will not have a material effect on the

consolidated financial position or results of operations of the
Company.

NOTE 13 - SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:

Cash paid during the period for interest and income taxes is as
follovs (in thousandsg:

Nine months Year
ended ended
Septenber 30, Decenber 31,
1988 1987
Interest §9.045 £9.089

Income taxes 8$3.942 $2.406
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NOTE 14 - FORM 10-K FINANCIAL SCHEDULES:

All dollar emounts are shown in thousands.

Propertv, plant and equipment - cost (Form 10-K, Schedule V):

Balance at Retire-

Classifi- beginning Additions aents Balance at
cation of period at cost and sales Other(*) end of period
1988:
Land § 5,85 $ 34 $ 36 § 90 $ 5,942
Buildings

and improve-

ments 69,314 2,556 21 4,407 76,256
Machinery and

equipment 244,995 15,758 8,967 (2,259) 249,527
Furniture

and fixtures _ 10,312 735 113 (1,413) 9,521

§330,675  £19.103  §9.037 5825 41,266

1987:
Land § 5,767 $ S $ 60 § 142 $ 5,854
Buildings

and jmprove- .

ments 65,459 2,408 944 2,391 69,314
Machinery and

equipment 224,758 15,455 26,159 28,941 244,995
Furniture

and fixtures _ 10,333 1,098 1,677 536 10,312

ai00.329 18,366  £20,840 $32.010 @ 2330,470

(*) Other primarily represents reclassifications among categories
and the effects of foreign currency translation.

In 1988, other includes the acquisition of 50 percent
interest in affiliate (Note 3) as follows: land-$214;
buildings-$2,082; machinery and equipment-$3,080; furniture
and fixtures-$61}; total=$5,987. In 1987, other includes
reclassification of rental fleet.



Propert Plant and Equipment - Accumulated Depreciation and
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Additions
Balance at charged to Retire-

Classifi- beginning costs and ments Balance at
cation of perio expenses  and sales Other (*) end of period
1988:

Buildings

and improve-

ments $ 31,536 $ 2,677 $ 25 $2,708 § 36,896
Machinery and

equipment 140, 749 20,644 6,129 (2,866) 152, 398
Furniture

and fixtures 6,890 916 102 (1,268) 6,436

$129,125 $24,237 $6,256 (£1,626) $195.730

1987:

Buildings

and improve-

pents $ 26,854 $ 3,968 $ 389 $1,103 $ 31,536
Machinery and :

equipment 131,337 18,998 14,540 . 4,954 140,749
Furniture

and fixtures 6,013 1,255 701 323 6,890

(*)

S164,206  $24.221  £15.630  $6,380  $179,175

Depreciation is gtovided principally using accelerated
methods, except for U.S. fixed assets with a service life of
10 ysars or less, vhich are depreciated on a straight-line
basis. Estisated useful lives of 10 to 40 years for
buildings, 6 to 12 years for machinery and ezuipnent and 5 to
10 years for furniture end fixtures vere used in determining
depreciation rates.

Other primarily represents reclassifications emong categories
and the effects of foreign currency translation.

In 1988, other includes the acquisition of 50 percent
interest in affiliste (Rote 3) as follows: buildings-$746;

aachinery and equipaent-§1,850; furniture and fixtures-$440;
total-$3,036.




Valuation and qualifving accounts SForm 10-K, Schedule VI1l):
Balance at Additions

beginning charged Balance at
Classification of period to _income Deductions Other(*) end of period
Doubtful
accounts
1988: 20198 1,894 Sl 8329 eal 08
1987: £.2.232 £2.299  s2.a% £.2.129
Dbsolete and
slow-moving
inventory
1986: $35.301 s 627 £.3.250 31,261 233,932
1987: §36.58:  $10,823  $10,106 35,300

(*) In 1988, other includes the acquisition of 50 percent interest in
affiliate (Note 3) as follows: Doubtful accounts - $571; obsolete

and slow-moving inventory - §1,248., Other also includes the
effects of foreign currency translation.




Short-term borrowings (Form 10-K, Schedule IX):

Weighted Weighted
average Maximum Average average
Category of interest amount amount interest
aggregate Balance rate at outstanding outstanding rate
short-term st end of end of during during during
borrovings period period the period the period the perio
1988:
Domestic
bank loans $107,500 8.57% $110,000 $89,100 8.152
Foreign bank
loans and _
other 6,098 5.612 10,902 7,333 6.18%
1987:
Domestic
bank loans $110,000 8.302 $114,500 §85,600 7.96%
Foreign bank :
loans and
other 2,873 5.83% 14,490 6,520 8.60%

The average amounts outstanding were determined based on the sun
of the month-end smounts outstanding divided by the number of
sonths in the period. The veighted average interest rates were
based on the sun of the quarter-end rates divided by the nuaber
of quarters in the period. For 1987, the rates computed did not
include the hyperinflationary countries as those rates include
factors to offset monetary devaluations vhich cannot be separated
from the true interest rate.

Bank loans represent oblizatious payable to various banks and
financial institutions and are obtained on an as needed basis at
various terms.
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Supplementary income statement information (Form 10-K
chedule :

Nine months Year
ended ended
Septenber 30, Deceaber 31,
1988 1987
‘Maintenance and repairs 512,087 $12.983

Amounts for preoperating costs and similar deferrals, royalties, -
advertising costs and taxes other than payroll and income taxes
are not presented because such amounts are less than one percent
of total net sales.




