Reports of Management and Independent Accountants

Report of Management

The consalidated financial stabements of Dresser Industries, Inc. hax been prepared by managerrent
aud have bren examined by independert acopuntanss. The munagement of the Company is responsible
for the finsnaal irformation and represcatations contained i the financial statcwectts and other
sactions of the andaaal report. Maragement believes that the financial statements hawe heen prepared in
crnformity with generally acoepied accourting principles appropriate under the circumatances to reflect.
in all mescrial respacts. she substance of avents-ang transactions that shou:d be included In preparing
the financial stateroents. & i necessary that managemen: make irformed estimases and ‘udgments
basced o currertfy avai ahle inforraation of the effects of certain even's and transactions.

Ir. meetit.g its respoasibility for the reliability of the f.nancial statements, management depends on the
Corpar. s system of inter:al accounting control. This systemn i designed to provide reasorable
awurace that asses are safeguarded and transactions ave exeouted in aconmdance with management's
athorzawon and properly recondad. In designing oo trot procedures, management rocogitzes that
errors of irvegulanties mav geverthedoss ocour. Also. estimates and judgments <re nequired te assess and
balance the relative cost ard eapected henefizs of e controls. Management believes that the Gormpany's
accountitg controks provide reasorable assuranir thal errurs of wregularities that could de makerial 1o
the fimancial satements are prevented or would be cetected within a timely period by emplevess in the
normal course of performing their assigned fundions

The Board of Direetors pursues its oversight role for the acoompanying financial statements through its
Audit anu Finance Committee, which is composec solly of directors who are nol efficers or employees
of the Conpany. The Committee mexts with management and the internal andisors © -eview the work
of eact. and to monitor the discharg: bv each of its responsibilities. The Commitice also meets with the
indapender:! acoruntants. without managesnent present, to discuss internal control structure, suditing
anc financial reporting medurs.

Report of Independent Accountants

Price Waterhouse ”
To the Stareholders and Board of Diectors of Dresser Industries, Inc.

In ouz opinion, the acccmpanying corsolidated batance sheeis aud the relased consolidased staements
of eamings, of shareholders’ invesnent and of cash flows present fairly, in all material respects, the
financial positicn of Dresser Indusiries, Inc. and s sahsidiaries at October 31, 1968, 1987, and 1986,
and the resulls of their operations and their cash: flows fur the vears then ended in conformity with
generally accepied accounting principles. These financial statements are the respansibility of the
Company's managemoent: our responsibikiy is 10 expreas an opinion on these financial statements based
on our audits. We conducted our audits of these saleerts in accordance with generally accepted
auditing standards which require that we plan and perform the audit to obtain reasonable asunince
about whether the fimancil staternensts are free of material misstarement. An )ik inciudes eamining,
on 2 test basis, cvidenc: supporting the amounts ard disclosures in “he financial stasements, asessing
the accounking orinciples used and significant estimates made by managemen, and evaluasing the
overall financial statement presentation. We belicee that ous audits provide a reasonable basks for the
opinion exgressed ahove.

Dullas, Texas
Decemnber 19, 1988

PLAINTIFF’S EXHIBIT




Consolidated Statements of Earnings

Uresser industries, Inc. and subsudianes
I Miltions of Doflars Kot Her Share Dalg — Natrs Bndad (nker 31, 1988 1987 ¢
SHIEE TEVRIUBS ... ....... .. ... e e e $3.226.7 $3.0%9 14318
Service roveuues — NS Cand D . ... ... o e 7150 08 95
Total sales and service revenues .. .. .. ..... ... ...l ...l EETEETeTY 39417 3.197 A3
Cotalsabs . . L e e e e e 22530 21544 24839
Toks. costs of seden ind servioes ~Nates O FandN ..o 29040 12428 1M44
Urme @AMINGS ... ... i e e 1,037.7 8769 9469
Selling, enginarrizeg. dministative and geeral cxpases — Note N L.l 886.4 826 04
Specal chames — NOleN L. e e = = 23
Earnings (1055} om operaticss . . .. ... ... e 1513 u3 {188
Othe- income (deductions)
[IETESL GAPONBE . ... ... it e e (46.6) g1 osn
Iemesl @MOd . ... .. e e .. 415 35.6 370
Rnalties €aMBd ... ... ... ... 194 9.7 125
Pewon pian setlcmants — Mle M ... L.l 13.6 889 617
Partnesship operttions — Nole B .. .. Lol 1.0 368 —
Oher, DB — N0 N ..ot e e (16 147 355
Total other mcome ... e e R i _Is50 7.6
E.mings from continuing aperations befor income taxes, minority inkeres.
and equity BAMENGS ... ... ... i e 1786 »3 28
ncome Bxes — Note G ... .. e e (64.1) 43.) (52
Minorily ‘nterest in (ezrnings) losses of suhsidtaries — Now C .. ... .... .... ..... ... 6.3) 15.2 .2
Equity m eamings of unconsolidated subs diaricy aud affilistes — Nee 8 .. ... ..., ... 14.6 93 78
Farnings (loss) from cortinuing operalions . . .. .. ... : 1228 163 @s.1)
Discortinied operations - - Note B ... ... ... ... oo oo 227 %7 __ %56
Earnings before oxtraondimary iem . ... Lo L ol L 145.5 430 5
Pxraordinary i'em — tax henefits from loss carvviorwards — NoksBanc G ... ... ... 13 __ 59 9.1
Nt CRIEDES - .o ovive eveniie e e e s e $ 1568 § 489 $ Lﬁ
Famings per commor: share — Nete N
Eanuings (foss; frory continuing operations . .. ......... ... ... ... ... . $ 178 s $ ()
Discoutinued 0perations . . ......... .. ..o e 33 35 3
Eamings before extraondinary %em ... ........... ... 2.1 57 0l
Extraordinary tax benefits .. ... ... ... __ 16 38 1
NEGRITIIES - o vee e e oo et e e et e $_n s 5 § u

S Accompanying Noles to Comselidated Financial Siaiemenk.



Consolidated Balance Sheets

Assets
8 Mlsms of Nollurs — October 31,
Qurrent Assets

.......................................

Notes and acconnis recervable - public — MteD .ol
Nates and 20c0ants receivable from uncorsol doted subsidiacies and affiliases . . ... .. ...
1as allowanoe for doubthsl reodvables .. L.

{irentories — \ote k
Vinished prod o and vk I PrROGESS .. ... Lo
Haw materials and supplies ... ... ... ... i

investment in discoutinued operatiens - NateB ... .. L e e
Refundahle and deferred income laxes — Note G . ........ ... oo e,

Investrnents and Qther Assets
investments in unconsnlidated subddiaries and affiligtes — Note 8 .. ... .. .. ... .. ..
Intogibles — NosCand F .. ... ... ool e e
tongteem recoivables and investmens ... L. e
Other assets and deferred income s — Noks Gand M ... .. ... .. oLl

‘fea) tnvestmets and Other Assets .. .. . .. ... .. ... ... ..eiee. an.

Properts. “lant and Fouipment — i cost
Land land improvements and mineral depesits .. ... ... .. ... ... ... ... ...
Bulbdirgs . ... . ... ... e e

less actumulaled depreciation. dpletion wd amortizstion -- Nete N .. .. ..., ...,
Toeal Properties — NeL .. ... .. . il e e e e

See Accompanying Noles bo Consolidated Financiul Sikements.
3

Dresser Industries, inc. and Suhadiaries
1958 1987 1986
$ 879 $ 819 § 453
100.0 2105 %0
661.1 216 %.6
234.2 100.7 638
310 46.3 7.5
$783 776.0 7189
385.5 #3.7 5131
82.4 129.3 1530
4679 613.0 6661
— 173.3
8.2 103.2 %8
149 127 173
L6472 19716 18284
5048 1968 517.5
251 4 5 94
123 72 75
2.2 326 3.0
4.7 $N1 5914
68.0 6.4 L]
1797 3040 38
992.2 1,000.5 1,281.1
1,3399 13659 10K 7
8824 ;3 1,016.3
_475 _4136 6884
$2.899.4 28823 2102




Accounts paysble — public .. ...... ... ... e
Acorued compensation snd benefis — Noe M .. ... ... e

Total Current Liabililes .. ... ........ ... .. .l

..............................................

Shareholders' Investment — Notss 1, ], K and N
Comencn shares, $0.25 par value
Authorized shares 200,000,000
Issued shares: 83,004,224 in 1988, 82,955,149 tn 1987 and B2,908.969in 1986 . . .. . ..

Dresser Industries, hac. and Subsidiaries

1968 1987 1986
$ 269 $ 613 $ 10
219 448 263
526 o 49
165.1 1464 1516
@2 7 5.1
253 80 419
1428 155 B3
252 502 157
1673 1584 1905
M6 550 N2
06 K3 36
9275 803 914
2582 .l 387
653 0.2 314
(1) 1) 636
.7 ni 201
207 207 207
4383 4362 4326
244) “3 (48
14754 13%.7 1,338.1
19100 19993 17566
453 2593 1420
15047 1,550.0 16136
2,4 Lm3 Bl

See Accompanying Nofes lo Consolidated Financial Satemenss.




Consolidated Statements of Shareholders’ Investment

¥

In Millions of Dollars — Yewrs Endiad October 31,

Common Shares, Par Value — Notes ) and K
Beginning of year ......... ... .. ... oo ol i eeeeiaa..
&mmaimmnnecﬂmwl&urployem and Givider.d relnwestment plans

End of year ..
Capmhﬂixcemdmr\’ﬂue
Begioning of year ...
%mmﬂmxnnﬁmmmmmm&mmdmm

End of year .. .

Cumulative Translation Adjustments
Repinning A yewr .. ... ... . e e
Adinstments due 10 Lranstation rate changes duzingthevear ... ... ...............

Pndofyear .......... ...t e e

Retsined Earnings — Noce |
Beginaing of ved ... ... ... .. e e
Neteamings .. . e e

D:vulendsonmmmuimsd&'jhshmnls& $.40 2 share in 1987 and $.79 a share
B 2000 .

Treasury Shares, a Cost — Notes J and K
Beginming of year . ... ... ... i
Sharesagpuired ... ... L e

Shares isued in connection with emplopee benefit a2d dividend retrmestment plans
Endofyear .......... ... ......

.................................

Soe Acompanying Notes o Conmlidated Rrencial Sialements

Dresser industries, nc. and Swbsidiaries
1988 1587 1986
$ 27 § 207 $ 26
$ 07t 27t 27
$ 4362 § 826 $ 426
21 36 100
$ 483§ 32 $ %6
$ () $ (348 5 (578
20.1) 35 3.0
§ 249 $ @y § 4y
$1,356.7 $1338.1 5138
1568 K9 94
(38.1) {(30.3) (4.3)
514754 $135%.7 $1.338.1
$ (2599 $ (143.0) $ (12.0)
(153.3) (1233 (21.0)
7.3 70 —
$ (505.3) $ Q9.3 $ (143.0)
$1,504.7 $1,550.0 $1613.6




Consolidated Statements of Cash Flows

Dresser industries, Inc. and Subsidiaries
In Ml of Nollars  — Wars Bnaed Ociober 31 . 1968 1967 1986
Cash flows from operating activities:
NeLeanings .. ......... ... e e . $1568 $ 489 $§ 9%
Aljustments ¥ ecnncile net e.mings to net cish provided by operating activities: :
Iepreciation. dupletion 20 amortiaation ... ........ .o e %9 1204 1620
Speckal ChamIes ... L e — —_ 53
Gain on busines dlsp(&lls ..................................... 129) 8 —_
Feuity in eantings of umconsclidated s sidiaries ang affikiges ... ... .. . .. ... (14.6) 063) 78
Equity In paruwrship feamings) lossss . ... L L . (1.0) %38 —
Minority inteves in losses (EXrOIGE) . ...l 63 (ISJ) 32
sealement of Eughes litigation ... ... ... {23.0) -
Increase (increase) inrecevables ... L “7.1) (731) 19%.7
Docreast (Increase) I ANVERIOEES . ... ... (G3.7) a73) 69
rcrease (increasc) in refanudable and deferred income axes and prepaid expenses . . . . 18 0.1 #0
increzse (decrez.se) in accn.mis pavable and accrued lighibtis .. ... ... ... . 86 633 (109.7)
{ecrease) in zdvances from customers on contradts . ... ...... P 519) (128 en
Increzse (decrease) in income taxes pavable . ...l 19.6) P ¥ 6
Increase tdecrease) in pensiou liablity . ... ... 20.6) @29 56
Ober —net .. e {23.7) 69 (2.7
Total adjstments ... ... e e (1645) .83 054
Net cash rrovided by iised in) operating acuvities ... ..., ... ... ... .. ()] __812 4150
Cash flows from investing activities:
BUSINESS OQUISIION . . ...t e e e 1141) —_ (2.6
(ash and cash eqaivalents of accuired campany .. ... . ... . e 59 - —
(ash and cash equivalents transforred to joint venture companies ... ..., .. ........ .. (53) 33 —_—
Capital expenditares ... .. ... ... 62.5) (574) L1
Cash received from (paid t0) unnconsolidated subsidiaries and offitaes . ... .... .... .. (386) 2100 (107.1)
Proceads from sales of assels . ... .. . ... ... iieiieeiieiie {7 16 uz
Busmess disposals ... .. ... ... 2744 378
Net cash provided bv (used i) dovesting activities . .. ... .............. ... L. 1345 2147 .(167.6)
Cash flss frem financing activities:
Increase in (reduction of) loog-termdebt ... ......... ..., L (149) 8.7 (44.9)
Increase in (reductin of) short-term debt and current portion of long-lerm dedt .. ... . (389) (1246) ny
Proccuds from sale of common shases . ... ... ... L L 2 36 101
Dividends PaB . .. ..ot e et e (38.1) (30.3) (4.3)
Purchases of comnson shores lortreasary ... ... L e (1969) 1163 QL
Net cash (used inr) fmancing activitles .. .. ....... .... .... .... .... o (2349) (3533 82.9)
Effect of iraslation adjustments oneash ... ... ... oo 17 85 67
Net increase (decrease) incash and cashequivalents . ... ... ... .......... ... .. (105.5) 429) 1721
Cash and cast equivalents, beginong of wear ... ........ ... .... v _2934 33%3 _l6i2
Cash and cash equivalents endofyear................ ..o ceeeii $_IB7_? $ 2934 $3%3

Supplemental information conceming nan-cash investing and financing activities is included in Notes B 2nd C. (ncome taxes paid and interent

paid are disclosed in Notes G and [, respectively.

See Acoomspassying Noles ) Consolidaied Finencial Skatemsensis.




Notes to Consolidated Financial Statements

Nowe A — Sammary of Significant Acoounting Policies

Cunsplidabion

il majorit: -owned domestic subsidiarics are consolidated except for wholly-owned financial sernce,
nsurance, real estate and equipenent distribution companies. All maijority-owned foreign subsidiaries
are consolidated. All materia! intercompany accounts and transactions are eliminased.

[wvesmenrs in unconsolidated subsidiries and in 20-50% owned partnerships and affiliates are
xported 4 cost adjusted tor.he Coneuny’s equity in undistributed eamings or losses. Eamings which
are subject to materia) finsncial or pelitical risks are 1ot recognized until remitied.

Recoteables
Appropriat: allowances ux provided ki al} doubil recuivables, and an allowance is provided for ait
receivables delinquent ‘vr move than: 180 days urkess an account does 1ot represent a collection -isk.

Long-lerm Gomtracte

Revenues nd earnings frim long-tenn engineering and comstruction contracts ase recognized en the
Jercentage-of-completion mthod, messured gener: I on a cost incurved hasis. Fstimated coatrac: costs
iiclude sl owances for completion risks. process and schedule guarantees and warranties thal generally
are oot firally determinable uatil the tater stages of 2 contract. Estimated cootract eamings are
reviewed and revised petiodically as the work prog-esses, and the cumulative effect of any change &
recognizec in the periud determined. Estimated Josscs ape charged against eamings in the period such
Inses are extimated. Amowits billed in excess of revenues recognived to date are induded in cuerent
Lakilies under advances from castomers on contracts.

huiendorics

Inventories are valued at the kwer of oot or market. The cost of most U.S. inventeries ks desermined
using the last-in, firs-cut (LIPO) method. Livesctaries not on LIFD, principally inventories net inchuded
in the Cumpary's U S. Federal income tax return, :ve deterrined using average cost. (Obsolete itenss or
excess quantities which are determioer. to be unsalable are valued at their net realizable vale.

Property. Plart and Equjpment

Fixed assets are depreciatid over the estimased service life. Accelerzied depreciation methods are used for
financial staternent purpeses, exoept for U.S. fixed «ssets with a service i of ten years or less, which
are dep-ecided on 2 straight-line basis. Accelerated depreciation methods are also used for tax pusposes,
wherever permigied. All significan: fixed assets are reviewed periodically and, f detesrained Lo be excess,
obsolete, or unsuitzble for their intnded use, are reduced to values recognizing thelr umpaired utitity or
are assigned shorter remaivdng useful lives for deprecation pumoses. Due 1 the large number of asset
clusses. it is not practicable o state the rates used in computing the provisions jor depreciation. Depl-
tion of mineral properties is based upon estimares of cconomically recoverable lonnage. Visintenance
and repairs are expensed as incurred. Betterments are capitalized.

Intangibles

The difkrcuce between purchase price and fair vahies s date of aoquisitien of net assets of businesses
acquired after October 31, 1970 is amortized on a steaight-line busis over the estimased period benefited.
nat exoodurg, 40 vears. The custs of patents acquired in connertion with business aoquisitons are
amortized on 2 straight- line basis wver the remaining economic life of the respective palents, but in no
cvent Jonger than the remaining legal Wie

Warmniy Costs
Extimasod product periormance costs are provided at the time of sale of the warranted product.

Pergions

Beginning in 1986, cos:s of LS. pension plans, and gains and lasses on settiements of Habilities under
LS. pension plass are determined in accurdance with Statements of Accounting Stancard No. 87
and No. 58, Begianing in 1967, Stasements of Finaucial Acceunting Standasds No. 87 and No. 38 were
adopeed for Canadian pension plans. Pension cost for ather foreign plans for the yeans ended

Octoner 31, 1988, 1987 axd 1686 and for Canadian plans for the yes ended Octobes 31, 1986 were
determuned under prior accountintg principles.




Note A — Semmary of Significant Accounting Policles (contineed)

Sovey

Deferred income taxes are peovided for timing differences between income and expenses reporied for
financial stateent purposes and tex puspeses, and for incore taxes payable upon the anticipsted
distribution of the eamings of foreign subsidiaries.

Investment tax credits are reflected as reductions of income tax expense tn the years in which such
credits arise or in the years they can be utiliaed.

Pranskation of Roreign Currencies

For subsidiaries ir: countries which do nat have highly inflationary economies, sseet and lisbility
accounts are transiated a1 the rase in effect at the halance sheet date, and revenue snd expense acoounts

are transladed &t weighted avessgp mates. Transistion adjussments ase reflected 25 & sepaccie component
of sharcholders’ ivestment. -

For subsidiaries in countries with highly inflstionary economies, inventories, cost of sales, property,
plant and equipment and relsted depreciation are transiaied ot historical rates. Other sset and liability
accounts are transiased at rates I effect at the balance sheet date, 2nd reveriues and epenses excluding

cost of sales and deprecistion are translsied st weighied sverage cates. Transiation adjestments are re-
flected in the statement of earnings.

Prior Yar Rinancial Salements and New Accounding Siwndends

A staiement of cash flows is included for 1968 as required by Ststement of Rnancial Acomting
Standards Ne. 95. Comparative cash flow statements for 1987 and 1986 are alse inchuded. For purposes
of seporting cash flows, cash and cash equivalents include cash en hand and lovestments with
maturities of three months or less.

Certain reclassifications kave been applied 10 prior yestr finamcial statements 10 coaform to the 988
prasentation.

The Rnancial Accounting Standards Bosrd has issued certain accounting standards affecting the con-
wolidstion of majority-owned subsidiaries and acceunting for income tanes and pension plans. The
Company & not required to and bas not yet fully adopted these standerds, 25 discumed in the appropri-
ate following nows.

Note B — Unconsolidsed Sebsidiaries and Affilistes

Disontinsed Qpenat

On Noverzber 6, 1987, the Company seld tts whelly-awned unconsolidsted subsidiary, Relisnce Standard
Life Insurance Campany, to RSL Holding Company, Inc., a wholly-ewned subsidiary of Rosenkrantz &
Company, for an agpregase cash comsiderstion of $220 miflion. The sale resulted in & nat afier-tax gain
of $34.0 million or $.49 per share including $11.3 million or $.16 per share of tax benelits of loss carry-
forwands. The tax benefis sre incladed in the exraodinary fem and a charye equivalent 0 taxes &5
induded in “Discontinned operstions™ on the 1968 ststensent of exmings.

Oa October 30, 1987 the Company's whelly-owned unconsolidsted finance subsidiary, Dremer Pinance
Corporation, sold its Jeasing subsidiary, Dresser Leasing Corporation, ® Sovran Leasing 1
wholly-owned subsidiary of Sowran Pinancial Corpeestion. for a cash consideration of $37.8 million,
which resulted in 2 gain of $5.6 million. As part of the imnsaction, Sovean Leasing Corporation repaid
$77.8 mitlion of outstanding interosmpany loans from Dresser Leasing Cosporstion % Dresser Finance
Cosporatien.

The operations of and ains on sales of Relisnce Standard Lile Insurance Company and Dresser Leasing
Corporation are reported s disconcinued sperations in the consalidated statements of earnings.

Effective Septesnber 1, 1988, the Company and Komatsu Ll cembined thelr constraction equipment
businesies in the Western Hemisphere into a new company named the Komatsy Dresser Company.
Komstsy Deesser Company is 1 geacral partnership and is owned 50 perost ench by the Company and
Nomatsu. The Company contributed spproximaiely $191.1 million of net asets inchuding spproximusely
$154.3 miflion of warking capital s exchange for is ownership interest. The feance business and
receivables of Dresser Finance Corperation and the capital shares of 2 wholly-owned unconselidated
equipment distribution subsidiary were included in the assels contribuied.




Notes 10 Consolidated Financial Statements (continued) -

Note B — Unconsolidated Subsidiaries and Affilistes (continued)

Condinsing Ursconsolidated Subsidicrie and Affiiiates (continued)

Effective Jaruary 1. 1987, the Canapany and Ingersoll-Rand Comnpany combined their compressor and
turbine businesses and formed the Dresser-Rand Company. Dvesser-Rand is 8 general partnership and is
owoed 50 percent each by the Company and Ingersoli-Rand. The Company cootribuled spproximately
$170 million of net assets induding approximately $62 mitlion of working capital in exchange for 15
oumership indesest

As of May 1, 1567, the Company and Litton Industries, inc. combined the Company’s Atlas Division and
Litton's Resources Geoup o a new intemational eilfield service company named Western Atlas Inter-
ngtional, inc. Western Atlas Indernational, Inc. is owned 30 percent by the Company and 70 percent by
Litwn Industries, Inc. The Company contributed spproximately $776 milkion of net amess inchiding
spprozimately $53 million of working capital in exchange foe it ownership injerest

The Company's equity basis ipwestments in Dresser-Rand, Komassu Dresser and Western Atlas are
incinded in “Ivestments in uncensclidsted subsidiaries and affilises”. The Compasy’s share of the
earnings or losses of the Dresses-Rand and Komatsu Dremer parinerships are included in *'Parinership
opesations”. The Company's share of the eamings of Western Atlas is included in “Equity In eamings of
unconsolidsted subcidiaries and affilistes”

The Company will begin consolidating its semaining wholly-oened unconsclidated subsidiaries in 1989
amwwnwmmmh% Since the investiments ave corvently
sooounted for on the equity besis, the change will not hawe a sigaificant effect on the Company's
financial pasition or results of aperations.

The Company seceived cash dividends from the unconsolideted subsidiaries and 20% 10 50% owned
affilistes of $12.2 million in 1988, $13.1 mithon in 1967 and $3.4 million in 1986

Investments in unconsolidated subsidéaries and afillistes inchade long-term advances of $6.5, $28, and
$172.2 million af October 31, 1983, 1987 and 1966, respectively.

Summarized balance sheet, revesues and net earnings informstion for the 20% © 50% owned
mmmmmwmwwmmmmm

Drescer-Rond 20d
, Kormatsy Deesier
! 1988 1987
CORBBVADS .. .. e $ 505  fin2
 HWEROTS ... ... e 78 2%0.1
PIODRILY Bl . ... o e e, 404 1015
RTS8 .. ... e 9.3 18
TR .., $1,266.0 %016
i E———— 4 =
| Notes payable tobads ... .................ciiiian... $ 4452 $107.0
| Mcowntspayable ... ... 3415 s
| Other bisblies ... 3920 190
| OWDEE OB . .. . b e i 5813 ]
| el Msbitiies and owmers ity ....................... n%0 e
l itetment
| EqUtyinDREmes.....................co00.aaenn. $ 2453 $ 90
| loansandadvancss ....................c.00viinnnnn o e
$ 25 390
2 $ 99 @
’ Omtsandexpenses ... ....... ... ... $ 960 §6550
Equity in pet carnings (bos} .. ................... ..... $ 10 $068

1988 1987 1986
$ 0L0 $ 31 $199.4
1919 255 M.
4107 5%01.9 7.4
029 279 %3
aKs  fed
$ 164 $ B9 13
127.0 ) ni
547 384 M0
7084 M2 353
065 a4 g
$ 299 $ 2546 $105.2
65 28 13
ETTR T TRTT
SRR TR
s 97 Ly Lo




Note B — Unconsolidsted Subsidiaries and Affiliates (continmed)

Conlinuing Uncomsolidated Subeidiaries and Affiliates fcontinuad)

The Company's imvestment in Dresser-Rand and Komatsu Dresser Is redooed by asset valustion reserves
and negative goodwill, which existed before the estabiishment of the partnershipe. The vakistion
reserves zre being released to esmings as the related smets are sold by the partnerships. The negative
geodwill is being amortized over ten yeass.

Sommarized balance sheet, revernses and net eamings information for the wholly-owned unconsolidased
financial service, insurance and real estate subsidiaries and 1 50% owned res] estate partnership s a5
bllows (in miltions):
i Contirming Dot _
| 1568 1987 1986 1967 1986
| Cash and short-term imvestraents .. . ... ..................... $se4 $1164 § 646 pes27 $5656
| Receivables . ....... ... ... ...l e 132 1092 1774 ne 1812
| PRPEITR DB . N4 nl 82 14 182
’ Otherasses . ....... ........... ....... ... e _a7 _§ _63 _89 137
Themlamets .. ... ... ... e, @ & &l !‘.’_i._ﬁ g
| Py e b— 8-t TRy
¢ Nowspaysbletobands ......... ... ..................... 946 616 $1 - 24
i Mongsgeleams ... ... ... ... - »7 383 —_ 13
. Oherbabilies .. ........................ S 5.5 T4 176 4 M99
Omners' eqity .. ....... ... e, _106 56 _%e _16a n4
" Total Rabilies and owners’ oty . .. ..................... §952 243 $2874 $1578 Loy
| investment
Bquty nnetases . ....................... ..., $13.1 $ 04 $ %3 $in3 $838
loansandadeanoes . ....... ..........c.iiiiinainn, o - _lg_l - __‘_._8
VY VR TV O T
\ Reverues ... ... $313 $ 64 $ 629 $246.7 $2885
CotsandOpEnsss ......................iiiiiiia. 325=9 gg _3__;1_1_1 m'=,j 20650
Equltyinneteamings .. ...........................0.. 0L [_i? $ 81 $ 79 ’é’ §$ 56
' *Reliance Standard Life Insueance Company and Dresser Leasing Comoestion.
Note C — Business Combinations

On jarusary 11, 1983, the Company scquived substantialty all of the business of The M. W Kellogg
Company, 2 peocess engineering and constrocion fiem, from The Heniey Growp, Inc. for 2 cash outey
of $114.) million and the assumption of non-interest bearing Mabilities of $345.5 millien. The
aoquisition has been accounted for 25 8 purchase and, sccondingly, the comsolidsied gtatement of
exrnings inchudes the results of operstions since the due of acquisition. The aoquisition oot exceeded
the fisir value of the net sssets acquired by approximately $256.0 millien. The exoes was scorded as
goodwill and Is being amostized on 2 sesight-line basis over forty years (Note F).

The fllowing table presents unsndited pro formm earnings statement information for the years endad
Ocwber 31, 1988 and 1987. as if the aoquisition had occarred an Novensber 1, 1986. An adjustment hes
been muade for the estimated increases in depreciation and smortization of the relsted smets. The pro
forma results do not necessarily indicate what would have oocured had the aoguisiion been on
November 1, 1986 or the resulls that sy oocur in the future. '

3



Notes to Consolidated Financial Statements (continued)

Note C — Basiness Combinations (continued)
! n mdlions. excapt per sheve amosnis

Mo Ferma
(Uasudited) 1988 1987
.......... $4,1945 $#on4
.......... 1493 639
.......... 1606 70.4
......... $ 26 $ 85
.......... X 7] $

&s of Decemnber 1, 1986, the Company and the Ralliburcon Company combined their drifting fluid
opecations and formed M-I Drilling Fluids Company, which is & pastnership owned 60 peroent by the
Campany and 40 percent by Halliburson. M-1 Drifing Pluids s inchuded 23 2 consolidated subsidiary.
Halkiborton's equity is inchuded in the Minority Interest acoounts on the 1988 and 1987 balance sheets
and statemensts of earnings. HaBiburion contributed approximetely $75 million of net assets, including
sppreximately $45 million of working cspital, for its lnvestment.

As of September 1, 1987, the Company and Geolograph-Pioaeer, Inc. combined the Comparny’s Swaco
operatiens and Geolograph-Plonesr, Inc’s finids processing, pressure control and rig tnstrumeststion
busimesses into 2 new partnership namad Swaco Gealograph Company The sew parinership is owned
65 percent by the Company and 35 percent by Geolograph-Plonter, Inc. and is incuded 2 2
consolidated subsidiars Geolograph-Pioneer's equity is incinded in the Minority interest sooounis on
the 1988 and 1987 balance sheets and staserments of earnings. The amount of net assets and working
capital contributed by Geolograph-Ploneer were not axterial,

In 1986, the Company purchased 2 distributor of the Company’s constraction equipment br $22.0

million. Also in 1985, the Company purchased the remaining 50 percent interest in 2 foreign fubsidiary.

Note D — Long-Term Coatracts

The accounts receivable do net indude any significanl amounts of excess of coats and relsted profits
aver amouns billed nor any significant amounts billed but net paid by custemers under setaioage
rovisions.

Service revenues and coxt of services indude the value of materials, equipment and lsbor cootracts
fomnished by axstomers for which the Company is responsible for the ullimase scoeptshility of
pericrmance of the project hased on such material, equipment or labor. The value of such Rems was
$221.6 million for the year ended October 31, 1988,

Note E — Inventories

Ioventories on the LIFO method were $162.3, $268.1 and $574.2 million at October 31, 1988, 1967 snd
1986, respectively, Under the average cost methed, invenseries would have increased by $43 .4, $184.3
and $232.6 million &t October 31, 1988, 1967 and 1986, respectively

During 1967 and 1386, the Company eperienced significant quantity reductions in some of the LIFO
inwentories which were carried at lower costs thet prevadied In prior years. The quantity reductions
reduced cost of seles by $59.9 million in 1987 and $48.7 milllion in 1966. Since ne UL.S. income tanes
were provided in 1987 and 1986 (See Nete G), the quantity recuctions incressed net eamnings in 1987 by
$599 million or $.30 per share and redixed the net loss in 1586 by (48.7 million or $.64 per shase.
Quantity reductions during 1988, except far isventories contrbuted @ the Komatsy Dremer pertnesship,
were aot significand (Nete B).

Finished products and work in process inventories are stated oet of progress payments on centracts of
$10.6, $71.5 and $5L1 miltion &t Ociober 31, 1988, 1957 and 1986, respectively.

Nowe F — Intangibles
Intangibles relate 1o businesses acquired and consist principally of the difference between puachase price

and fair valie 2 dase of soquisition of net assets purchased (peodwill). The Janmary 11, 1988 puschase of
the business and net assets of The M. W, Kellogg Compasty added $25¢.0 million t0 goodwill (Note C)

¥




Note G — Iacome Taxes
The components of earings before income tazes are summarized belew (in millions):

| , 1988 1587 1986
DOMESHC .. ...\ iert e e, B U $ s $(18.7) 1620
RO . . ot e e e 104.1 3.0 148

. $1786 $ B3 $ 23

Thxes on income consisted of the H\wug {in mitlions):

-l 1988 1987 1986

; Curvent :

VLSRRl L e e e $ 37 $ — $(6)

. Sse........ e 10 22 Rk

D RO .. ... e e e e e 0 413 @2

, U7 4o *2

| DRRORgN ..o (106 49 43

- 4 sl 80 tms

U I I T

Theﬂﬂumhmmd“ﬁﬂmmmadmpdﬁ%ﬂhnqhhum
mmmmmmu@mhmwmmm
jncome tax benefit resulting from utiliring the opersting loss carryformands is presested as
mﬂmmmmmwwmmwmumuﬂum
that can be realized by refund of taxes previously paid.

A Octaber 31, 1988, the Company had approximately $204 million of cpersting loss carrylorwards
sailable o reduce fusre U.S. Federal income taxes for financial reporting purposes. There are no
domestic opersting loss carryforwards avaiksble for tax reparting purposes. In sdditicn, the Company
mmmmdwmmhmwmus federa] tax
purposes, expiring in 1992. At October 31, 1968, koreign aperating kess carvyforwards
mnwmdmmmmﬂummmmm
femaining amounns expire & wrious dates from 1989 10 1994
The Company plans to continue © finance foreign operations and expansion by reiovestment of
undistributed eamings of i foreign subsidisries (approxiceately $335 miltion at October 31, 1989);
accordingly, no taxes which might be payable upon distribution of such eamings have been peovided.
The following is a reconciiistion of income tanes st the U.S. Rederal income tax rate 1 the income
taxes reflected in the Consolidated Sistements of Eamings (in millions):

, 1968 987 1986
Income taxes at the 1):S. Federal income tax rate of 35% for 1988, 2% for 1987 and 46% for 1986 . . ... .. $ 67 $ 165 $ %
Minorky inlerest’s shave ofoperstions .. ... ... ... (7 ¥ 4] 43 —

! et I IO . . ... L e e it — -_— 11
Romignsalescopacation .. ................. e e e e e 17) — o
Sattorydepletion .. .................. ... ....... e 1.6 vl)) as

. Forigniaxssnexces of US Mxrmeonforeignesmings .. ..................... ......... 1n 192 160

,  Charge equivalent to foreign IDCOMETEXES . ... .. ...........ciiiiie i aiaiiae i - 59 91

! Beneftt of tax basis of property nexcessofbook waloe ... ... . ... ... ...l 22 (19 3
mmﬁn«mm»mm ................ e —_— 13 15

b OB ..t e e e et e e e 92 48 _80

; Total IRCOME TRXES .. .. ... ... e e $ 841 ‘# !___S?.S
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Notes to Consolidated Financial Statements (continved)

Note G — Income Taxes (coatinued)

The defesred income tax provisions (credits) resulted from timing differences related 10 the fotiowiag
(in millions):

1988 1987 1986
Corepatristed ORRIgN CarBiNgS . . .. ..... ... ... i . $ — $ — $ 34
Pemsion By .. ... e e - 15 —
Qeher items including warnanty, insurance and similarsooruals ... ... ...l (10.6) 5 9
T ICOME QIS .. .. oottt e $006) 4 4o $ 43

Income taxes paid during the years ended October 31, 1988, 1987 and 1986 smounted to (in milljens)

$30.9. $412 and $45.9, respectively. Incame tax refunds during the years ended October 31, 1388, 1967

and 1986 amounted 1o (in millions) R.1, $11.2 and $45.5, sespeciively.

Siement of Financial Acconnting Standards No. 96 was issued in Decerrber 1987 and amended in

December 1968. It requites the Company to make changes in accouating for income taxes 0o Luer than

fiscal vear 1991. The Company does not expect to adopt the statement before fiacal year 1990 Due 10 the

complexdty of the changes, i is not passible at this time to estimate the effect of the changes on the

Company’s financial pesiticn and resubls of operations; however, ¢ signiicant amount of the deferred

income taxes 23 October 31, 1988 will be chargad to Shaseholders' inmestment or carnings.

Note H — Short-Term Debt

Lines of credit for short-term borrowings aggregating $40.0 million at October 31, 1988, have been

esablished with banks within the United Staes. Such lines provide for borrowings st the prevalling

peime interest rate. The lines of credit may be used by the Company sad certain foreign ubsidiaries,

and iachude Burodollars and foreign currencies. The lines of credit may be rermingted 2t the eption of

the banks or the Company.

Loan arrangements hase been established with banks outside the Unfed Stases, under which the

Compary's foreign subsidisries may berraw on an overdraft and shor-4esm nose basis. A Ocwober 31,

1968 the amount svailsble aad unused under these arrangernents aggrepated $89.] milion.

mwwwmammmmnmnm,w

The Company has understandings with certain of the banks regacding deposit balances 25 compensa-

tion for credit arrangements. but the aggregae amount of such compensating balances was aot

material at October 31, 1988. The Company was not legally resiricied from withdrawing sl or any

portion of the compenssting balances 2t any time during the year ended Ocwber 3!, 1988.

Note | — Long-Term Debt

Long-team debt is summariaed as follows (in métions):

October 31,
1988 198 1986
Senking hind debentures, 1134%, 028 2007 ................iiiiii e $1250 0 §1250
Sinking Faod debentures, 9%, QU 1995 ... ... ... ... 14 K8 24
Sinking fund debentres, 9%, e 2000 ... ... ........... .. ..ieiaeea... e 688 89 A
Eurododlar motes, 1200% .. . ... . e e, —_ — 50
NORSPRIDIE, THR .. o.eei o e e e e e - - 120
Mnﬂkxﬁiﬂ:ﬁdbma e 10 arpual nstallmenss o e 1997 ... ... ... 090 b3 %2
Other loan agreemenss, 4.0% 10 16.0%, duein installmen®s 02009 ... ... ... ... ... .......... 06 526 589
258 854 w3
| Les portion coe witlin oneyear ... ... ... ...l 106 M3 _B6
| @52 g1 g7

Matyritizs of principal and sinking fund psyments for the five years subsequent 1o Octeber 31, 1988
amount 1o {in milliens) $10.6 in 1989, $12.2 in 1990, $13.0 in 1954, $13.11n 1992 and $22.8 in 9N.

1




Note | — Long-Term Debt (continued)

The debentiires dne 2007 have mandatery annual sinking fund psyments of $8.3 million begirning in
1993, The debentures due 1995 hawe mandatory annual sinking fund pamenss of $3.3 millien, which
have been satisfied through 1991, In additios, $2.1 miltion of the 1992 requirement has been met. The
debentures due 2000 have mandatory anrwus! sinking fund payments of $6.4 millien, which have been
sotisfied through 1989, In addition, $5.6 milion of the 1990 requirenent has been met.

The Joan agreements and indentures contain requirements for the maintenance of working capita) and
certain restrictions on the payment of dividends. As of October 31, 1968, conselidated retained eamings
of $1,152.8 million weve free of dividend restrictions uader the mesi restrictive of these provisions.

Ioserest paid during the years ended October 31, 1968, 1967 aad 1986 amounted e (in millions) §71.7,
$62.6 and $76.3, respectively.

Note ] — Employee Incentive Plans

The 1962 Stock Option Plan provides for the granting of options 10 ezecutives and key employees for
purchase of the Company's common shares. The Plan is administered by a commitiee consisting of
seven Directors. none of whom i an officer of the Company The comemitiee designates any requirement
25 %0 waiting pecind or exescioe date. No option can be far 2 wrm of more than ten years from date of
grant. The aption price is recemended by the comhitiee, but cannot be less than 0% of the sverage
price of the shares on the New York Stock Exchange on the day the options sse geanted. Changes in
outstanding options during 1988 and options exescisable at October 31, 1968 under heth the 1982 plan
and the predecessor 1972 plan are as lows:

| Ouetanding at November 1, 1967 .............ocoeiee e 3.8
Options granted a1 8229375 .. ... .. .........ioi e e 56,400
| Options enercised of $18.2500 §328125 ... ............ e (12.956)
qnmmcenedaauud .......................................... (2581

* Quistanding ot October 30. 1988 . ................... oo, 551252
Enescisable s $IR2Sw 8328125 ....... ... ...l . B

Shares reserved mmummmmwmmzmmuumn
1987 and 2,418,225 shares at October 31, 1988. At October 31, 1988, 2 \otal of 2969477 shaves were
reserved for optiens outstanding and future aptions.

Uader the terms of the employee Stock Purchase Plan, saisried emplovees wosking in the Unted States
and United States citizens working outside the United States for certain foseign subsidiaries, exoept officers
and directors of the Companry and certsdn emplovees represented by 2 union or participating in other
thrift or savings plans, may purchase the Company’s comman stock through peyroll deductions.
Discounts from market price of up 10 15% are allowed depending om the emplovee’s length of service. The
difference between the emplovee’s prchase price and current market value is paid by the Compary:

Under the Deferred Compensation Phun, a partion of the incentive compensation for officers and key
employees can be deferred for peyment after retiremest or tesination of employment. ether in com-
mon shares of the Company, ot in cash at the equivalert market value of the common shares. The
accrued deferred compensation lishitity may be satisfled by the future Ssumnee of suthorized but un-
fssued comnmeon shares or tremsury shares.

Officers and kev employees of the Company are eligible to participate in the Performance Stock Unit
Plan. The Executive Compensation Commitiee of the Board of Diectars, whese messbers are oot
elighble for an Axard under the Plan. selects the employess 10 participate in the Plan and the mumber of
Swack Units to be granted 10 each. Each Award of Siack Units covers an Award Cycle of four comsecutive
fiscal vears of the Company heginning o Noversher 1, 1985 and each odd-rembered vear thereafier
For each Award Cycle, the Board of Directers establishes the performance objective on which psyment of
Avxds is conditioned. Such objective may include, but is not limited to. average annual return on in-
vesiment, eamings per share, earnings before taxes, or other crieria, or 2 combination thereof. Foliow-
ing the end of an Award Cxcle, the Executive Compensation Cosamitice determines whether the objective
s met fox sach Award Oxcle and, if 30, whether Awards are paid in cash or wock, or some cembination
of cash and stock. n 1988, 70,400 centingent Siock Units wese granted for the Avard Cydle ending
October 31, 1991 and in 1986, 115,191 contingent Sieck Units were granied for the Avard Opcle ending
October 31, 19689.




Notes to Consolidated Financial Statements (continued)

Note K — Capitsl Shares

The suthorized shares of the Company consist of 200,000,000 common shases and 10,000,000 prefersed

shares.

Changes in issued common shases during the three years ended Ocaber 31, 1988 are as follews:

. Shures ot Novemmber 1, 1985 ... .. ...\t e e e e e 82566

- Imued in connection with employee beaefit and dividend reiwestment plams . .. .. .. ... ... oL _mw

i Shares 2 OCDer 30, 1006 . . .. i e e e e e e e e e RIBIS
Beued in conmection with employer besefit and dividend setowestmentplans . ... .. .. ...l ol L 146,180
Shares at October 51,1967 . ... .. .. e e e e e R.955,14
Msued in connection with enaployee benefit and dividend relevestmert plans . . .. .. ... ....... e (T
ShAres 2 OCKDEr 31, 19BB . .. ..ottt et e e e e e BOU U
Changes in common shases held as Tressury shares during the three years ended Ocwmber 31, 1988 are

1s lollows:

. Treanmyshares st Novewber 1, 1985 .. ...... ... ......i.iiiiiiiiiiee e, e 5,992,257

CUBUIMIBL. ... e e e e e e L L8036

| Tremsury shares ot Ociober 31,1986 ........... e e e e e e 7172621

O T . 4002135

: lssued i connection with employee benefitplans . ... ... ...l i . (3926
Teasury chares st Ocdober 30, 1987 ... ... e e e, 10,995,404
[ T OO 5252314
Issued in connection with exployee benslt plans .. ... ... ... e e (34,199
Treasury shaves 28 Octcber 31, B9BB . .. ... ... ... e e e 158309

AL October 31, 1968, all treasury shares were svailable 10 satisfy obligations under the Deferred Compen-

sstion Plan and emploves incentive plans (See Nose J).

Under the terms of the automatic dividend reinvestment plan, holders of comumon shares may have their
cash dividends mutomatically reirvested in the Company's commen shares, or they mey ivest beth theie
cash dividends and wp to $1,000 per month of optiona] cash peyments in the Company's common shares.
All share purchases are without peymen: of any brokerage commissions or service charges.

On Apedl 17, 1986, the Direcors decased a dividend distrusion of one Right for each oustanding share
of Common Siock. The Rights were ived on April 28, 1986, to shareholders of record en April 28,
1986, and expire in ten years. Initially, the Rights are not evescisable, certificates have ot been issued,
and the Rights autemnatically trade with the Comenon Steck. Nowewer, ten days afier 3 person or group
etther acquires 20% or more of the Company's Common Stock, or comeaences 8 tender offer that would
result in such person or group ceming 30% or mere of the owtstanding shares, the Rights will become
exercisshie, and separate certificates representiag the Rights will be distributed. The Rights hewe no
vating power.

When the Rights Rrst become exercisable, 2 holder will be entitied to buy one one-hundreddh of a share
of a new series of Junior Participating Prefersed Stock at & purchese price of $60. If the Compasy s
inwalved In 2 merger o¢ other business combination a8 any time when there s 2 20% or sore
stockholder of the Company, the Rights entitle a halder 1 buy a number of shares of commnon sock of
the soquiring company hasing 1 market vale of ewice the exercise price of each Right. Alternatively, i
2 20% bolder soquires the Company by means of s reverse merges, in which the Company and ifs stock
sarvive, or i aryy person soquires 30X or mere of the Company's Common Siock (ther than pursuant
1 2 bender affer or exchange offer for all outstanding shares). each Right not owned by 2 28% or move
sharehelder would become exescissble far Common Stock of the Company (e, in certain ciroun-
stances, other consideration of the Company) having s market value equal to twice the exercise price of
the Right

The Rights may gemerally be redecmed by the Company & five cents per Right peior o the thme any
persen oc group has aoquired 20% or mere of the Comparn's Commen Stock.



Note [ — Commitments and Contingencies

Liigation

The Company has been engaged in patert-refated litigation with the Hughes Tool Companry and its
successor, Baker Rughes incorporsied (Hughes). Bughes cherged the Company with infringensent of two
USS. patents relating % structure within a journal bearing rock bit. On July 21, 1988, the Company and
Baker Hughes Incorporated reached an agreement settling the Litigstion. Under the terms of the agree-
ment, Baker Hughes recetved the Company’s 27.66% interest in B-Titan Sesvices Campany, 8 partner-
ship owned by the Company and Baker Hughes, and $23 maillion in cash. Desed an this seftiement,

on Augast 1, 1988, the District Court esrered an oeder dismissing the litigatien.

The Company and s subsidiaries are involved i cestain other legal actions and claims arising in the
ordinary course of their business. It &5 the opinion of management (based on advice of legal coansel)
that such higation and claims will be resolved without material effect on the Compeny's nancisl
position. :

Other

The Company and certain subsidiaries are contingently lisble as guaraniers of cbligations aggregsing
spproximaiedy $37.5 million at October 31, 1988,
Total rental and lease expense charged 1o eamings was $73.1 million in 1988, $65.6 miltion in 1987
and $79.5 million in 1586. A1 October 31, 1968, fe aggregae minimvum snousl obligations under
noncancelsble leases were (in millions): $34.6 for 1989; $29.0 for 1900; $25.2 for M91; $19.6 bor 1992;
$15.9 for 1993; and $80.3 for al) subsequent vears. The lesse obligations selate peimarity 1o general and
sales office space and warehouses. including 15 years remaining on the lease for effice space in the
Dresser-Callen Venture (50% owned See Note B) building at a current annual rxte of approximately
$4.2 million subject to escalation for operating oests. The effect on the Company’s financial poskion or
resuits of operstions would not be significan: if existing capital type leases were capitslized snd
amortized over the lease peniods.

Note M — Pension Plans and Retiree Benefits

U and Canadian Perision Plans

The Company and i#ts subsidiaries have pension plans covering substantially all U.S. and Canadian
emplovess. The benefits for the plans covering the salaried emplovees are based primarily en vears of
service and empioyess’ qualifying compensation during the final years of employment. The benefiss for
the plans covering the hourly employees sre based primarily oo years of service. The Company's
funding policy is consistent with the funding requiresents of Federal low and seguistions. About 0%
of the plan asets are invesied in cash, short-term investmenss, listed stocks, and bonds. The rest of the
plan assets are primarily inwested in renl estate and insurance contracts puschased from Lile insurance
COPANies.

The 1988, 1967 and 1985 pensien costs (credit) indude the following componenss (in millions):

1988 198 1986

Service cosi for benefkt earned during the period . .. ............ ool $ 127 $ 196 $103

Interest cost on prejected henefiobigstion . . ... ... ........ ... iiiiecee e 253 %3 5.0

T T 229 (18.4) @

¢ Nelsmenizatimanddelermal . ... ... ... e e @6 (0.2} (mn
Jont ventiwe aRURMOPON . ... ... ...l e ieeeea e (10 5.2)

$ 56 mm
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Notes to Consolidated Financial Statements (continued)

Note M — Pension Plans and Retiree Benefits (continued)
US. and Canadian Pension Plans (continued)
The assumptions used & develop the net pension costs (credit) for 1968, 1967 and 1986 wese:

1988 1987 1986
DS Il .. .. ... .., e 8.75% 875% 10.00%
Expected long-term rate of FEOFMON AT . ... ... .......ooiiiinitiii e 9.00% 940% 9.00%
Rete of incresse in compenstion devels . . ... .. ... e 5.50% 5.50% 5.50%
In 1986, the Compary adopied Ststement of Financial Accousting Standards No. 67 (SPAS 87),
“Bmployers’ Acoounting for Pensions”. Pension costs for 1986 under SEAS §7 were 2 $7.8 million credit
mdmﬁ&6mihm($50puinn)hu&nm'wldkmwuhhmm
ing standards
Effective May 1, 1986, the Cosnpany terminsied #s U.S. pension plans for salaried emaplopess in comnec-
tion with a reversion of the plans' surplus funds and adopted a successor pension plan with a different
benefit forraula. The salaried retirement plam purchased an annuity contract for spproximately 18,000
members of the pension plans guaranieeing the payment of their futare pensien benefits. In connection
with this termination, spproximately $129.0 million of plan sssets reverted o the Company. The
Company also terminated certsin hourly peasion plans during 1983, 1987 and 1986 and $13.0 miltion,
$589 million and $5.1 miflion, respectively, of plan asse's reverted 1 the Company
The Company adopted Stasernent of Financial Acoounting Standasds No. 88 (SIS 88), “Employers’
Acomumting for Settiements and Cortailments of Defined Benefit Pension Plans and for Termination
Benefiis”™. In accordance with requisernents of SBAS 88 concerning settiemert of plan Habilities, the
Company recogniaed gains of $13.6 milkien, $38.9 milien and $41.7 million far the years ended
Octeber 31. 1988, 1967 and 1986, sespectively. The difference between the assets which reverted 1o the
Comparry and the totsl gains of $364.2 million is inchuded in Jang-term pension plan lisbiities.
The effect of the adoption in 1987 of Statement of Financial Accounting Standards No. 87 and No. 88
for the Canadian pension plans was net significant.
The funded status of the plans on the measurement dates, Augurst 1, 1968, 1967 and 1986, wes 25
follows (in millions):
Plans with Assets Pxceeding Accumalated Benets 1968 18 1986
Actuaria) peesent value of benefit bligations:
Vemed benelt ODHGMION .. ... . ... ... il $1331  $1516  $24T
Accamubsted benefis obiigation . .. .. .. ... e !_i_t_l) 1513 &3
Projected benell DIGALION . .. ... ... .. ..e e e $ 1391 $ 1596 8487
Plan asmets s S VARI . ...l e e _51 %10 _3m9
Projected benefit obligation (over) undes planassets . .. . ... .......... .............. e 7.0 84 M2
Unrecopnized net (gain) bos . ... ... ... .. ... .. e e 49 5 3.9
Prior service cost not et recognized in et periodic pension ool . .. ... ... ...l L.l 5.1 5.2 3
Remaning unrecognized net (aseet) obligation existing 2t date of adoption of SIS 87 . : “s8.1 6.3 _(189)
Prepaid pension: costs (pession Kability) recegnized asofdupt 1 .. ... ... ... .. e $§ 181 $ 28 S___Z_._B




Note M — Pension Plans and Retiree Benefits (contiawed)
U.S. and Canadian Pension Plans (continued)
Mans with Accamulated Beoedts Exceeding Assets

Actugris) present value of benefit abligations:
Vested benefit GhBGREIOE . . ... ... ... ... .ol e

Projected benefit obligation tover) umderplmn asests . . ... .. ... ...
Unrecogaiaed et (RN 1085 . . .. ... ... oL
mmmmnmhummm ............................
wmgunwndm(mommadndmdmn ...............

Prepaid pension costs (persion Lisbility) recognized asofAugust 1 . ...l L

1968 " 1986
$ 754 $ 83 $ 13
$ 99 $B1 $5S
$129% $1203 $ 1167
_526  _B6 _19
(76.9) [L18)] (1148)
2 56 162
29 41 1
(209) me (79
801005  $1669)  $0164)

The current pection of pension lishélity is included tn “Accrued compensation and benefits”.
The assumptioas used to develog the projected benell cbligatien in 1988, 1987 and 1986 were:

DISCOUDIEIE . . ... ... it ittt e e e 8.75%

Expected long-rm e of FEUM OR SWES . ... .. ... ...... ...l 9.00%
| Raeof increxsein compensatian levels . ... ... ...... ... ...l 5.50%
Dufined Contribution Pians

A wholly-owned and 2 majority-owned subsidiary maintain defined contribusion plans for most U.S.
salaried emplovees. Under these plans, eligible employees may contribute amounts threugh payrell
deductions supplemented by emplover contributions for investment in various hunds estsblished by the
pians. The cost of these plans was $41 million in 1968,

Non-US. and Non-Canadian Rmsion Plans

Pension coverage for emplovess of the Company's non-U.S. and non-Canadian consclidated subsidiaries
is provided, 10 the extent deerned appropriate, theough separate plans. Obligatiens under such plans are
MW&&MMMMWWW«&M
reserves. The pension expease for these plans was $5.6 miltion, $6.5 miltion and $6.1 million for 1968,
1987 and 1986, respectively: The actusrial present value of sccumulsted plan benefits 21 October 31,
1988 was $69.5 million {of which $2.8 million was non-vested) compared with net amess svaiiable for
benefits of $106.8 mifion. The assumed serage rate of retur wed in delermining the actearial
present value of benefits was 8.7%. The Company must apply SIRS 87 1o these foreign based pension
plans no lser than fiscal year 1990. Due 1o the compiexity of the changes and the number of catmniries
and plans involved, the Company has not determined when the statement will be adopted, or the effect
it will have on the Company's financial positien and resulis of cperstions.

Consolidsted Company
On 2 consolidated basis, pension costs (credits) were £15.2 milion in 1988, $12.1 million in 987 and
$Q1.7) milbion in 1986.

Retiree Benefits

In addition to prowiding pensicn benefits, the Company and ity subsidiaries provide certain health care
and lile insurance benefits for retired emplorers. Most of the employees who retire from the Company
are cligible for these benefits. The cost of retisve heakth case is recognized 25 2n expense as clsims are
paid, and the cost of retiree Sife insurance is rcognized by expensing the snswal insxnce premiumms.
These costs tataled $19.8 millien in 1988, §15.7 million in 1967 and $15.9 million in 1986.



Notes to Consolidated Financial Statements (continued)

Note N — Special Charges and Supplementary lncome Statement Information

$pecial Charges

During 1985 and 1985, significant uncertainties in the markets for certain products and services reisied
w0 oil and gas, steel, and mining caused the Compaay Ib evaluate existing and continued investment
and support of products for these industries. A special charge of $25.3 million wes made in the third
quarter of 1986 to write-down the excess equipment. See Noke 0 for information concerning the amount
of the specaal charges by segment of the Company'’s business and geogeaphical locstiens.

Eamings per common share are based on the average cumber of comman shares sutstanding during
exch period. The sverage common shares outstanding were 694 million in 1988, 75.3 millien in 1987
and 76.6 million in 1986. Outstanding stock options and other common stack equivalents do not have
a2 mamerial effect on earnings per share.

Depreciation, depletion and amortization of property, plant and equipment chasged t0 esmings
amounted t $93.4 milkion in 1988, $120.5 million in 1987 and $1609 million in 1986.

Research and development costs charged to eamings amounted to £27.4 million in 1988, $32.4 millic
in 1967 and $62.9 million in 13%.

mmummmwm.mmgmmmumu
developmen: costs are primarBy dwe 1o the transfers of tertain operations to the DremerRand and
Western Addas joint ventures (Note B)

Net forsign exchange adjustments, induding gains and losses from both settlement of commercial trans-
actions and transiation adjustments for highly inflationary countries (primarily Argerting, Seazil and
Mexico), resubied in net Josses of $13.4 miftion in 1988 and $7.1 million in 1987 and aet gains of

$7.1 million in 1986, Net foreign exchange adjustments are included in “Other income (deductions)”.

Note 0 — Information by Indusiry Segment and Geographic Ares

On jsausry 11, 1983, the Company acquired substantially all of the business of The M. % Kellogg
Company, 2 process engineering snd construction firm (Note C) A new Engineering Services Segmen fs
repacted for 1988 consisting of the acquired Keflogg operations and the environmental products
qperations that were formerty in the Energy Processing and Corwersion Equipment Segment.

The former Petrolewn Operations Segment has been cenamed the Odfield Operations Segment. During
1588, the gasoline dispensing systess business was transierred from the Oélfield Operations Segment
the Energy Procssing and Conversion Equipment Segment and the metals mining business was
transferred from the Oilield Operstions Segment 1o the General Industry Sepment.

Prior year data have been restated to conform 10 the curvent segment alignment. The Campany's five
industry segmens are gs follows:

Offiald Qperations

This segment provides products and techaical sesvices for ol and gas well explorstion, drilting and
downiwle production tools, petoleum services — integrated reservoir dexcription, seismic servioes, core
analysis, wireline logging services — and warkover/drilling rigs. On My 1, 1987, certain petroloum
services assets were transferved to Western Aties International, Inc. (Note B). On December L, 1986, the
mmmu?ummwmgmmnmmmm
Company (Nase

Emergy Processing and Conpersion Equipment

This segmen: provides products and systems utiliaed in ol and gas production; oll and ges pipelines;
the procesuing or conversion of off, gas and cead imo ather energy forms; and masketing eperations.
Majoc prochucts. servioes and systems. include compressors, purnps, sieam tusbines, diesel angines,
messurement and control devices and gasoline dispensing swstems. On Janoary 1, 1987, cetain
compeessor and sieam turbine operations were transirred 1 Deesser-Rand Company (Note B).



Note 0 — Information by Indusry Segment sad Geographic Area (consimued)

Enginsering Servics

This segment provides engineering, constructien and related services primarily %0 the bydrocarbon
mmnmmmmmmmmhwmm
plants

This segment is a producer of equipment for mining, earth moving and road maintenance operstions
primarily conducted by the coal and construction industries. Major products inchxde waldng draglines,
continuoys mining machines, compaction rollers, motor graders, wheel londers, crawler tractors,
excavators and off-highwsy trucks. On Seplember 1, 1968, comstruction equipment aperations in the
Westemn Hemisphere were transferred to Kormatsu Dresser Cormpany (Nowe B).

General Industry

This segment provides produxts for industrial and cemmercial applications that ave used both as end
products and 2s components of ather prodcts or svstems. Products inchude refractories, pipe fttings
were sold as of June 30, 1988

Total revenues include sales and services to unafilissed customers and either intersegment sales and
services ar intergeographic ares sales and services. The intersegment and intergeographic area sales and
services are acoounted for at prices which spproximate smn's length market prices. No single axstomer
aocounted for 10 percent or more of total seles and service revenues.

Opersting profit cansists of total revenoes Jess total operating experass. General cosporste expenses,
pension plan settiements, interest expense, inceme tanes and equity in undistribwted eaxmings of
unconsolidsted subsidiaries and affilistes have bees excinded in deerrmining operating proit. Jdereifi-
sble amets are those amets that are identified with particular segments or geographic areas. Corporase
amets aze principally cash, short-eom invesients and receirables.

The inancial informatien by Industry Segment and by Gesgeaphic Area ior the years ended Octeber 31,
1988, 1987 and 1986 is as follows (in millions):
1988 1987 1986
Industry Segment
Sales and service revenmes 10 maafBlisted customers
Oiffield Operstions . .............. e e e e e i e, § 3839 $ 5134 $ 6830
Energr Processing & Conversion Equipment ... ... ... ............... ..ol 1,2828 11979 15149
' Engineening SEIWOM ... .. ... ... i 7425 453 54.6
Mining & Construction EQUIPMENt . .. ... ..........couiiiineiiiiiirae e 863.7 995 948.2
GEETR IDIMY . ... e 4838 36 496
[ntersegment sales and sesvice revermes
Otifield Operstions . ..................coouiiiivieniinae iareneieeiannais - 6 2
Energy Processing & Conversion EQUIDment . ... .....................cceeeen... 56 17 y ]
Mining & Construction BRBmEnt ... .................eiiiiiiiiiiaieaaia, - 1 5
L GEmEAl IORISIY .. .ottt e e e 9 2 5
T ©.5) 2.0 (4.2
. Total sales a0 SEIVIOE TOPERUS . .. ... ... ...l $417  BNY7 B
| e . ——




Notes to Consolidated Financial Statements (continued)

Note 0 — Information by Industry Segment and Geographic Ares (continoed)

1968 1987 1986
Indusiry Segment (continued)
Operating profi
OilBiedd OPEEZONS . .. . ..\ ot e $ 419 $ (4B § 66D
Energy Processing & Conversion Equipment ... . .... .... ...............coal... 1103 m2 b2
EORBOTING SEVIS .. ... ... it e e 186 28 85
Mining & Construction EqUIpMment .. .............. .ot 134 (180) 05
General IMUSITY . ..., ...l e e e 80.1 610 181
Ajustments and eIMIRRIONS . ... . ... ... ... ..e.iiie e, (D (W) (29)
SOl ... e et 264.2 1005 803
Special charges — Oilfield Operatioms .. .. .. ... — - 253
Partnership operations
Energy Processing & Conwersion Equipment . ......................... .o el S (36.8) -
Mining & Construction EQUIPMEI ... ....ouiuetninins e e 5 - _ =
Total operating ProBit . .......... ... e 265.2 637 55.0
General OCPORME EXPRISES . .. .. ... ...\ eeeit e e e (50.2) (50.6) (480
Other NON-BOEIENE @PENSS ... .......... .0 . tieeiii i e (44.9) a2 a8
Pension plan settlemenls . ............. .. ...l 136 839 617
BORTESL CXPEIE, DB . . ...\ it ie e e et e e e 6.1) (1.5 ash)
| Earmingsbefore taxes ........... ... §1786 $ ¥ § 18
| Equity earnings
Ollfeld OPeratiis . ....... .....c.ooiuniniinneiiiet e, $ 105 $ $ 33
i Energy Processing & Corwersion Equipment . . ................... ... e (B)) 3 . 49
| Engineering Semvioss . ... ... .........ieiiie 2 — —_
Mining & Constructien Equipment ... .......... ......... . iiiiiiiiiniaaaan ] 5 25
D Geneml ISV ... i e —_ 14 0.9
+  Rnance, Insurance and Rea) Estate unconsolidaed subsidieries ... .. ... ............... 49 81 79
| Bquity eamings from conttmuing operstions .. ... ........ ... ..o 146 98 18
Discontinied OEIBIONS . . ... ... ...eeeinuiieee e e 2 %7 36
| melequyamag $ 3 § %5 B4
' Ldeatibable asses
Oilleld Opesaions . .................0iiiitiiiin it iiinniaannianonenas $ 1993 $ i $ 5505
Energy Processing & Cenversion Equipment .. ......................coo.iiael.., 7664 823 1,004.1
- 352 33 192
Mining & Construction BQUipment ............... ... ...cooiiiiiiiiiiieina.. 4627 426 913
GO IMBUBTY .. ..o et eee et e e e e e e e 2104 ¢ 5
Adiustments and elisninations .. ........... ... 3Ly gn _a9
Toal identifichle SMBES ... ... ... . 21n8 20550 23183
Equity jevestments
Offield ODEIMIONS . ... ... o\ooi ittt e 2092 w0 86
Energy Processing & Conversion EQuipment .. ... ..................ccconiennenn... 158 1264 33
CTVIOBE . .. ... ... et 7 —_— _—
Mioing & Constraction EQUIMEN . . ......... ......eeiiiiiaieeee s 193 195 06
e I e 23 15 65
Finence. Insurance and Real Extste uncensolidated subsidiaries . ....................... 170 04 401.0
l Equity inwestment i CORUOMBNG OPELABIONS . . . .. .. ... .. ...oeeeeiiieaeiiee e 5048 %68 5125
. Discontinned OPETBIOME .. .................iciiieniieee i enaannn — Ins -
" Temn] equity IWERMIONS . ... ... eeiiee et 5048 sl 512.5
| COMPOTHE SIS ... ....\ouuten ittt ms 2512 M4
I 28094 2883 1102




Note O — loformation by Industry Segmeat and Geographic Area (continuex)

......................................................

.....................................................

.........................................................

.............................................................

..............................................................

............................................................

..............................................................

Europe
MidEas ParBast and ABICE ... ... ..ottt e e
Bliminations . ..... e e e e e e e e

.........................................................

.............................................................

..............................................................

Adfustoents and eliminagions . . . ... SRR

.............................................................

.............................................................

Total opersting Profil . ... ...

1988 198 1986
$ 10} $ 0 $ 24
91 25 %6
48 3 4
84 10.2 193
86 67 80
15 107 ¥ ]

$ €5 $ 574 $
$ 250 $ 554 $ 81
317 s 50.8
137 4 3
16 3. 5.2
136 w7 178
53 63 68

$ %9 $ 104 $ 1629
$22470  $1966.1 23143
269 166.9 319
2155 164.7 1756
808.2 664.4 1.4
941 1526 9.0
1832 1637 1976
9 ns @3
140 7.7 127
n9 %.5 5.7
17 53 606
2 G150 (389
CCTERRC YU TE
$ 1541 $ 20 §$ o
277 130 n7
88 17.1 189
282 517 5712
80 87 33
(1) & __ &2
2642 1005 803
—_— -_— @
_ — Qo0
a9 B8 —
4 1 -

1.0 22 —_
24 €n —

X 8 —
$252 8 B7 § %

2



Notes to Consolidated Financial Statements (continued)

Note 0 — Information by Industry Segmest and Geographic Area (coatinued)

_19 1987 1986
,. Geographic Area (coatinued)
| Equity canings
U SIS . ... ... il e e i $ 103 § 96 $ 44
. 1 4 -
LRl ABIICE . .. ... ...t e e e e (3 11
BUROPE . . oo oot e e, (4) 6
| MCEast ParEast and ARIGE .. ... ..ot e _ M s
Equity eamings from continuing operstions . .. .. ........ ..o 98 18
Discontinved operations . ..... ... U e % %6
Total eqUITy SRITENES . .. .o $ 3 %5 ¢ 334
Identifisble assets
1 O SR $1,541.1 $13238 $1,608.7
1)1~ Y 1201 1213
LA AR ... .. ittt e e ra e 974 112
' BOIOPE . ... i it e e et et e, 9576 S8
Nid Bast, Par Eagt and Africa . .......... F U 1196 1558
Adjustments and elIMIBANOM . ... .. . ... ...l i e e (1635} 197.0)
Total identiftable 2665 . . ... .. ... ... e _g__r.g_g 20550 23183
United States export sales
CaB0E ... ... e et i $ M9 $ 30 § 51
IgtinAmeriea ....................... e e e, 10).0 1304
| BOIOPE ..\t et e e e #8 ns
¢ MdEa FrBasand Ml ... 0 %9 _ 29
| Total United Staes export 38065 ... ... ...l $ 4014 § UL § 4519




