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its operations with the envi-

ronment while supplying

high quolity products and

services to the customers it

serves. The Compony jrmly

ond seriously occepts its sociol

responsibility to work with the

public, the government ond

others to develop and to use

noturol resources in on envi-

ronmentally sound monner

while protecting the health

and saJety oJ our employees

and the public. Tb meet these

responsibi liries, t he C om pany

ond its subsidiories commit

to the Joll ow ing o pe ro tional

principols:

Environmentol

Objectives

To recognize community con-

cerns about the methods in

which we use our row moteri-

als, products and operations;

To make soJety, heolth and

envi ro nme n tal co nsid e ra ti o ns

o prioritv in our plonning ond

development oJ new products

ond processes;

To operote our plonts ond

.locilities ond to handle our

row materials ond products in

a monner which is consistent

with prudent environmentol,

heahh ond saJety proctice;

To commit to reduce over-

all emission ond woste

generdtion; dnd

To porticipate with govern-

ment ond others in creating

respo n si ble I ow s, reg ul o ti o n s

and stondards to soJeguord

the community, work ploce

ond environment.

fo" rhe cover

A Hughes drill bit "going in the hole." The

standard by which all others are measured,

Hughes drill bit technology is but one of

Baker Hughes' leading technologies.
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p o r a t e P r oJi I e

Baker Hughes lncorporated provides prod-

ucts and services to the petroleum and con-

tinuous process industries. Twenty-seven

divisions operate through three major

groups: Baker Hughes Production Tools.

Baker Hughes Drilling Equipment and

Baker Hughes Process Technologies.
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Financial Data

Yeors Ended September 30,

(ln thousands of dollars, except per share omounts)

Sales

Services and rentals

Total revenues

Net income

Net income per share

Working capital

Total assets

Net property, plant and equipment

Capital expenditures

Depreciation and amortization

Long-term debt

Stockholders' equity

Cash dividends per share of common stock

Number of shares (000)

Average during year

Outstanding at end ofyear

Number of employees

t 990

$ l,859,393

754,864

t 989

$t,763,329

564,666

2,614,257

142,177

1.06

676,383

2,783,944

652,28r

t32,784

125,149

6r l,50r

1,424,285

.46

2,327,995

85,023

.66

620,O17

2,065,920

660,592

92,702

tto,344

417,045

1,003,380

.46

128,319

137,457

20,900

l19,091

120,435

20,400

l/ Baker Hughes Incorporated



Fiscal year l99O was an eventful year for Baker Hughes Incorporaced. The Company
continued its earnings irnprovement as drilling activity, particularly in the United States,

moved upward in response to higher crude oil prices, More importantly, Baker Hughes
completed or announced a number of strategic acquisitions and divestitures during the
year which will have a major impact on the Company's ftnancial results and strategic
direction for years to come.

The Company generated l99O revenues of $2.6 billion, up l2Vo from 1989. Net income
was $142.2 million, wp 670/o from $85.O million in 1989. Earnings per share in l99O were

$ l.O6 as compared to .66c in 1989, an increase of 6lVo.

The improvement in ftnancial results was largely related to the lTVo increase in the aver-
age number of U.S. drilling rigs working for the entire year. Prior to the August 2nd inva-

sion of Kuwait by lraq, WTI oil prices had averaged just under $2O for the ftrst ten months
of our ffscal year. This relatively stable environment of improved prices provided an incen-
tive for our customers to increase their exploration and production expenditures. Addi-
tionally, Baker Hughes Process Technologies group had a record year with pretax
operating earnings up 430/o to $63.9 million in 1990, as most of the markets served

enjoyed excellent growth.

As mentioned in my letter to you last year, Baker Hughes is committed to businesses that
command good operating margins based on strong technological positions. We are also
comrnitted to expanding these technical positions into either number one or number two
market share positions. When achieved, these two obiectives provide Baker Hughes the
opportunity to consistently generate margins and flnancial results at or near the top of
our industry group In l99O we completed a series of acquisitions and divestitures, which
places us as the technological and market share leader in each of our thirteen major
oilffeld product lines, as well as strengthening our leadership positions in our Process

Technologies' product lines.

In April of 1990, we completed the acquisition of Eastrnan Christensen (EC) for a combi-
nation of cash and warrants valued at slightly over $60O million. This acquisition was the
largest ever by Baker Hughes and its pot€ntial impact on the future of the Company is per-
haps second only to the combination of Baker International and Hughes Tool Company.
EC is the worldwide leader in the area of directional drilling systems and diamond bit
technologr. Directional drilling systems, particularly the horizontal drifling sector, has

experienced explosive growth which we fully expect to continue. EC participated in the
drilling of nearly half of the 7OO worldwide horizontal wells drilled in ffscal year l99O
and we expect the number of horizontal wells drilled in l99l to double.

In May of 1990, we acquired the instrumentation units of Tracor Holdings for $93.7 mil-
lion in cash. The instrumentation units provide a broad array of analytical instrumentation
to a number of industry groups and accomplishes our strates/ of strengthening our prod-
uct offerings for the expanding environmental market and increases our presence in the
European instrumentation market. This acquisition is a continuation of our strategic
realignment of our non oilfield businesses which began in ftscal year 1988. Process

Technologies' pretax operating profits have increased from $2O.9 million in ftscal year
1987 to $63.9 million in fiscal year 1990.

In July of 199O, we completed an initial public offering (IPO) of 717o of our ownership
interest in BJ Services Company (BJ). This IPO generated nearly $2OO million in cash for
Baker Hughes. While BJ had been a good ffnancial performer for Baker Hughes, we did
not view the pressure pumping market segment as one in which we could achieve Baker
Hughes'financial and operating objectives over the long term.

In late September, we announced the purchase of the Chemlink Group, Inc. (ChemLink)
for $136 million in cash. The combination of Chemlink and Baker Performance Chemi-
cals Inc. makes Baker Hughes the largest oilfteld chemical comp.rny in the United States

and the number two market leader worldwide and provides us with a substantial foothold
in the industrial chemicals market. Since the oilfield chemical business is principally
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treating production from existing wells, our oilfteld new well/old well revenue mix is

better balanced.

On a smaller scale, we acquired the ffshing tool business of Wilson Industries and signed

an agreement to purchase Elder Oil Tools. We divested our tool joint business and the
diamond bit product line of Hughes Tool Company. We reached agreement to sell our
Totco subsidiary and announced our intention to divest our Baker Hughes Tubular
Services division.

Baker Hughes was active in the capital markets in 199O. In February prior to the closing
of the EC acquisition, Baker Hughes sold publicly lO.3 million shares of common stock,
netting approxirnately $265 million. This was the single largest offering ever in the oilfield
service equity market. In July we completed the IPO for BJ and in August we redeemed
our Convertible Exchangeable Preferred Stock, substantially all of which was converted
into Baker Hughes common stock.

Our acquisition activity in l99O required total cash outflows of $675 million, however,

the combination of the equity offering, various divestiture proceeds, and operating cash

flow allowed us to fund the acquisition program by assuming only $t79 million of incre-
mental debt. Our debt to equity ratio at year-end was .45O which is essentially the same as

the previous year. This debt level is comfortably within our targeted range. In l99l we
anticipate further reduction in our debt.

In October of 199O, a jury awarded $ 124 million to Parker & Parsley Petroleum Corpora-
tion in connection with a lawsuit brought against BJ-Titan alleging overchaqges in services
performed by BJ-Titan and a predecessor company over a period of years. Baker Hughes
agreed to indemniry BJ from the exposures of this suit in connection with the BJ public
offering. We believe that the jury award is excessive and will aggressively pursue all ave-

nues in the appeal of this judgement. Further we have claims against third parties which
we intend to pursue to mitigate any adverse affect of this suit and we have established
reserves to minimize any further financial exposure from this suit.

Outlook

While the lraqA(uwait crisis creates a high level of uncertainty as to the near terrn outlook
of our business, there are a number of factors that cause us to be optimistic. Volatility in
the short term price of oil will remain, but most industr7 observers believe, as do we, that
in the longer term oil prices will settle at a level above that which existed prior to the inva-
sion of Kuwait. This will be beneftcial to drilling budgets and as a result we are projecting
increased worldwide drilling activity for ffscal year 1991. Certain segments of the oil serv-
ice industry such as horizontal drilling, will grow at rates substantially above the average.

1y'e continue to remain optimistic regarding U.S. natural gas activity.

Our Process lbchnologies group is generally tied to the growth of the gross domestic
product of industrialized nations of the world. With the potential for a U.S. led economic
slowdown, growth in this business may slow but will continue to provide superior returns.

We thank our stockholders for their patience and faith, our Directors for their wisdom
and guidance, our customers for their loyalty and conffdence, and above all, each
employee who through their commitment, hard work and enthusiasm have given more
than was asked and played a vital part in positioning Baker Hughes for success.

?*/4
J. D. Woods

Chairman, President

and Chief Executive Officer
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Drilling Equipment

Baker Hughes Drilling Equipment had

1990 revenues of $ 1.009 billion, 38.6010

over 1989 results. Pretax operating income

was $84.2 million, a60.40/o increase. Net

capital employed at year end was $664.8

million, an increase of 30.9ol0. The reve-

nue increase included a $ 153.0 million

net increase from acquisitions and dispo-

sitions. The operating divisions contrib-

uted the remaining increase as oilfield

drilling activity, as measured by the

rig count, was higher in the United

States by I 7olo.

During fiscal 1990 we moved significantly

toward our strategic focus, one of apply-

ing advanced technology to reduce the

real cost of drilling wells. This focus was

the driver for all ofour acquisition and

disposition activity during the year.

The strategic goal of increasing drilling

efficiencies was solidified during 1990

with the mid year acquisition of Eastman

Christensen. The acknowledged technical

and market front-runner in directional

drilling systems and diamond drill bits,

Eastman Christensen is the ffnal strategic

piece in BHDE's assemblage of market

leaders in performance drilling.

We now have a cadre of technologies and

operations that allow us to move forward.

No significant piece is missing nor do we

now have non-core businesses in our

group. Although we will continually eval-

uate and make incremental ad.iustments,

no major acquisitions or divestitures

are necessaly for BHDE to actively

pursue its strategic goals.

By increasing the rate ofpenetration and

keeping the drilling process going longer

between changes of equipment, the eco-

nomics of drilling are greatly improved.

l,rtrnon Cfi r irtrrtrcrt\
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The combination of BHDE's developing

technologies and proven products is

clearly moving drilling operations in that

positive direction. New drill bits such as

the Hughes ATM, ATX and MAX designs

are rapidly improving drilling economies.

Coupled with such innovations as Milpark

Drilling Fluid's MDF 1402 water based

fluid which replaces toxic oil base prod-

ucts and Exlog's ADAMS System which

greatly reduces drill pipe failure, our cus-

tomers can safely drill wells in a shorter

period of time than previously possible.

Additionally, Eastman Christensen can

plan and execute high angle holes (hori-

zontal) using a variety of techniques from

short radius drain holes to long radius

extended reach wells. lnternal develop-

ment and engineering integration will

drive growth over the next several years

as we commit our technical resources to

improving drilling economics.

One significant arena of challenge is

"Measurement While Drilling." In order

to gain maximum efhciency from an

increasing investment in this area we, this

year, formed Baker Hughes MWD, an

engineering and manufacturing organiza-

tion. BHMWD will supply Exlog and East-

man Christensen tools for their respective

markets. Since Exlog and Eastman Chris-

tensen are the world's leading delivery

systems for MWD Services, our challenge

is to produce competitive MWD Tools

and BHMWD will be the vehicle to

accomplish this.

The outlook for BHDE remains positive

as drilling activity around the world, and

particularly in the United States, is

expected to improve. Reliable oil supplies

and natural gas deliverability are both

goals ofour customers, and efficiently

drilling wells for them is the solution.

The financial data presented in the Operations Review
(pages 5-9) is on a current organizational basis and
excludes any corporate or unusual items and amoniza-
tion ofgoodwill. It is not intended to correspond directlr
with the accompanying Consolidated Financial State-

ments and Notes thereto. See Note 9 ofNotes to Consol-
idated Financial Statements for segment data.

4 tt'
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P r o d u c t i o n To o I s

Baker Hughes Production Tools' revenues

rose 12.30lo to $756.5 million and pretax

operating income hit $107.8 million,28.l0lo

ahead of 1989. Net capital employed at year

end was $377 million, an 8.5olo advance.

The revenue increase was primarily attrib-

utable to a modest increase in oilfield activ-

ity accompanied by marginally improved

product prices. The increase in profit dem-

onstrates the strong incremental profit mar-

gins which accompanied the revenue

increases.

During the ffscal year, the markets

improved for several of the group s divi-

sions. In the United States Gulf of Mexico,

an increase in gas well workovers caused

demand for replacement gravel packs.

Although the Iraqi invasion of Kuwait came

verT late in the fiscal year, the resulting rise

in oil prices began pushing up the number

of oil well workovers, which contributed to

a solid fourth quarter.

During ffscal 1990, Baker Performance

Chemicals Incorporated (BPCI) acquired

the oilfield chemical operations of CEDA

Reactor, Ltd., a Canadian production chem-

ical company, and after the close of the fis-

cal year, the acquisition of The Chemlink

Group, Inc. was completed. BPCI is now

North America's largest oilffeld chemical

company and is number two worldwide.

Each division is number one or number tlvo

in market position in its respective core

products, fulfilling the corporation's objec-

rives established at the formation of Baker

Hughes in 1987.

During the year, several steps were taken to

position the company for further growth.

Ih. !:!tem r/rrc/opec/

to te\r high dnqlr
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lirst in the worlcl,

an cxtmple ol Bakcr

I luohci leodtr;hip.

Of particular note were the transfer of

product lines between dMsions, geographi-

cal expansion, incremental acquisition

activity and new product development.

Baker CAC transferred its valve actuator

line to Baker Oil Tools and its Roto-Jet

pump line to Baker Hughes Process Tech-

nologies' pump group, streamlining its

product focus to the production auto-

mation systems business.

Baker Oil Tools (BOT) introduced the

downhole Electronic Activation System

(EAS) for tools of all types which, for the

ffrst time, marries computer electronics

with tools intended for long term place-

ment in wells. Also introduced was the

PSI horizontal well completion system

which was awarded the Petroleum

Engineer "Meritorious Award for

Engineering Innovation."

Baker Service Tools (BST) expanded its

geographic horizon by providing its own

service personnel in the North Sea and

introduced thru-tubing workover tools to

allow coiled tubing workovers, which sub-

stantially reduce operator costs. External

Casing Packer revenue growth was success-

ful as BST capitalized on the growing hori-

zontal completion market.

Centrilift increased revenues and lowered

manufacturing costs. The division is plan-

ning to expand its activities in the electric

submersible pump cable market.

The outlook for Baker Hughes Production

Tools is increasingly positive. New well

completions will follow as drilling activity

increases. With the recent rise in the price

of oil evolving from the Iraq/Kuwait crisis,

it has become economically attractive to

workover and stimulate old wells. Since

there are over 60O,00O producing wells in

the United States alone, remedial work will

continue to be an active part ofour busi

ness. Strategically positioned in growing

markets, Baker Hughes Production Tools

will continue to be a strong contributor

to Baker Hughes' overall results.

GntrScal PumpMixing Tonks

krylic Wellbore Model
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Process Technologies

Baker Hughes Process fbchnologies had

1990 revenues of $579.5 million, 33.0olo

higher than in 1989. Pretax operating

income was $63.9 million, a 43.3o/o

increase. Net capital employed at year

end was $263.3 million. The excellent

revenue and earnings growth was due in

part to the 1989 acquisition ofBird

Machine Company and the overall

strength ofthe markets we serve.

During the year our strategic thrust to

reorganize along our three basic technolo-

gies was realized while growing our par-

ticipation in environmentally sensitive

industrial markets. This, coupled with our

increasing presence in Europe. positions

BHPTech in markets that we believe will

outperform the gross domestic prod-

uct of industrialized nations in the

decade ahead.

The three technolog;r segments of BHP-

Tech are (l) instrumentation, (2) process

equipment (liquid /solid separation) and

(3) pumps. Our instrumentation business

was significantly expanded during the

year with the acquisition ofthe instru-

mentation units of Tracor Holdings.

These units expand our detection tech-

nologr in sensors and software to take us

into the next century. Since most environ-

mental legislation requires the use of the

most sensitive instruments available, we

plan to be in the forefront ofdetection

instrument technolos/ which will keep us

in our leadership position. Equally impor-

tant, u,e will have visibility into what

will be required of future machinery to

remediate contaminated water or soil,

a distinct advantage for our process

equipment and pump businesses.

ln our process equipment business we are

the clear leaders in ffltration, sedimenta-

tion, centrifucation and flotation proc-

esses. Our strengths include the basic

technolog;r and the application engineer-

ing capability to focus that technology on

solving our customers' problems.

Our pump group focuses on pumps that

will reliably move abrasive and corrosive

slurries. The ability to transport multi-

phase material opens new markets for

the future.

Our traditional markets in continuous

process industries and municipal waste

treatment, as well as in mined product

processing and process instrumentation,

will continue to provide significant

opportunity for BHPTech. More impor-

tantly, for the future, they have provided

the basis for the development of our

basic technologies. The applicability of

these technologies to a growing new

market segment provides challenges

and excitement.

By combining the strengths ofour three

basic technologies, our future opportuni-

ties are abundant. We can take advantage

of our technical synergies among the

three groups which will allow us to bring

new products to the market in a more

timely and efffcient manner. In addition,

we will have the broadest technical prod-

uct offering to solve our customers' prob-

lems in disposing of industrial waste in

the increasingly environmentally sensitive

market. We are now poised to participate

in one of the industrial world's most clear

challenges. protecting and preserving

the environment.

Somple
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Baker Hughes' Mission Statement focuses

the strategies of the Company on its three

principal resources and their application

to growth and financial goals. Those

resources are people, chosen markets and

technologr. This special section on the

technologies of Baker Hughes highlights

our expanding investment in research and

engineering which is nearing $ 100 mil-

lion annually. Baker Hughes technology

is a multi-disciplined combination of

sciences with a focused direction toward

market success.

Earth science, life science, materials sc!

ence, chemistry physics, fluid mechanics,

mathematics, electronics and advanced

computer aided design engineering ffnd

application in our diverse oilfield and

process industry market segments.

The breadth and scope of our technical

efforts are vast. The use ofvideo displays

for the presentation of real time data,

changes in which call for human interac-

tion, are used with equal facility on a

drilling rig in the North Sea. or in an

operating room in a Minnesota hospital,

or in an automated oilfield production

office in South Texas.

Our oil and gas businesses require that we

continue to lower the real cost ofa barrel

of oil or volume of gas produced. In our

drilling related businesses the cost of

access to hydrocarbons has been going

down for some time. Technologr has led

the way. Drilling bits are far superior

today to those of a few years ago as mate-

rials science and its application through

advanced design has provided faster pene-

tration rates and longer life. Superior

advancement of the chemistry of drilling

fluids has similarly lowered drilling costs

while protecting the environment.

Measurement while drilling, along with

advanced drilling motors, have opened the

door to the exploding horizontal drilling

market. Perhaps there is no better exam-

ple of a technology driven market than
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Technology
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horizontal drilling where Baker Hughes

is leading the way.

In oil and gas production markets, equal

technical advancements are being made.

Well tools are being equipped with com-

puter processor hardware which allows

infinitely variable control of tool activa-

tion, adding a dimension in well comple-

tion design never before imagined.

Development of non-Newtonian rheologi-

cal models for gravel pack slurries has

afforded our customers successful high

angle sand control jobs while new chemi-

cals for treating production are contin-

ually being formulated to fill our

customers' needs to economically and

efficiently produce oil along with forma-

tion water. Down-hole electrical submers-

ible pumps are now speed controlled with

frequency inverters, a significant step in

electrical engineering.

Process technologies employ a compara-

ble diverse array oftechnical assets.

Liquids/solids transportation and separa-

tion requires mechanical, fluid and bio-

logical engineering to be successful in

industrial and municipal markets. As the

leader in these markets, Baker Hughes has

an on going commitment to advancing

such technologr. In our instrument group,

electronics is a signiffcant part ofthe solu-

tions to measurement challenge. High

tech instruments are just part olthe

incredibly complex world of laboratory

and process control instruments provided

by the Company. We are leading market

participants in such areas as nuclear radi

ation detection, gas and liquid chromatog-

raphy, audiometric testing instruments

and sulphur detection in a variety

of environments.

Overall, the technology of the Company is

very sophisticated, its diversity providing

challenge and opportunity. As we broaden

our technical assets, our customers can

look forward to Baker Hughes' continued

technical leadership.
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7F i n o n c i al a n d O t g a n i z a tio n al Rev i ew

Finoncial Review

Baker Hughes Incorporated's revenues in l99O were $2.61 billion, tp l2Vo

from 1989's $2.33 billion. The increase is attributable to a lTVo increase in

drilling activity in the United States, a strong performance by the Process

Technologies group and the impact of several acquisitions in l99O including

Eastman Christensen Company and the instrumentation units of Tracor Hold-

ings. In total, acquisitions added $242 million of revenue in 1990. The disposi-

tion of the Mining Equipment group in the fourth quarter of 1989 and the

Pumping Services operations in the fourth quarter of l99O resulted in a

decrease of $223 million from 1989.

Income before income taxes for l99O was $l8O.O million. Compared to 1989's

$ I17.6 million this represents an increase of $62.4 million, or 53.1olo. This sig

niftcant improvement reflects the impact of the increased revenues, an

improved quality of revenue mix and modest price incr,eases for our products

and services. The quality of revenue mix was impacted significantly by the sale

of the Mining Equipment group which generated low operating margins and

the acquisition of several businesses in the oilfield and Process Technologies

group which carry relatively high operating margins. Cost of sales, services and

rentals was $ 1.64 billion, up 8.19o from the prior year, but as a percentage of

revenues was 62.6Vo, an improvement from 65.O% in 1989. The increase in

absolute dollars results from the higher nevenues. The improvement as a per-

centage of revenues is attributable to the improved revenue mix and the

slightly higher prices for our products and services. Marketing and field service

expenses were $502.7 million, a l6.5Vo increase from 1989. As a percentage of

revenues, these expenses increased slightly to 19.2o/o from 18.596 in the prior

year. This increase results from the higher service content of the oilfield serv-

ice, Process Technologies and the acquired companies'revenues as compared

to the Mining Equipment group. General and administrative expenses

increased 4.3Vo to $21 7.8 million but as a percentage of revenue fell to 8.3%

from 9.Oolo from the prior year, reflecting the relatively fixed nature of these

expenses. Net interest expense increased by $ I l.l million to $62.3 million as

a result of increased debt associated with acquisitions during the year.

Revenues
(Dollon in billions)

2.it t.92 2.32 2.i3 2.6t

Net Income (Loss)
(Drllhninbillbos)

toi .085 .142

(.2ss)

(.Eos)

Earnings (Loss) Per Share
(Dolhn)

.t2 .66 t.O6

(2.22)

(7.N)

Return on Revenues
(turcmt)

lftertu prcjt mrgin

trs (j4.E)

(t i.2)

4.5 i.7 5.44
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l99O results include a net unusual charge of $ l.l million resulting from the

gain on the sale of 7lo/o of the Company's interest in BJ Services Company and

unusual charges. The unusual charges represent charges to operations resulting

from restructuring certain geographlc operations and product Iineq litigation

and product liability claimg settlement of a common stock warrant and a

writedown of assets related to lraq and Kuwait. Net income increased $57.2

million, or 67.2Vo to $142.2 million and earnlngs per share lncreased

to $ l.O6 from $.66 in 1989, a 6O.696 improvement.

Copital Aesources ond Liquidity

The Company's strategic focus on core businesses with a number one or num-

ber two market share and quality revenue businesses resulted in the acquisition

of several signiftcant operations during 199O. Funding for the acquisitions was

accomplished through an offerlng of lO.3 million shares of the Company's

common stock, proceeds from the sale of the maiority ownership of BJ Services

Company, available cash and additional borrowings. Dividends on corrunon

stock amounted to $58.4 million and $6.2 million on preGrred stock. At year-

end, the Company had $ 124.6 million in cash and cash equivalents .rs com-

pared to $ 115.7 million at the end of 1989. Working capital incr,eased by 9.1%

during the year ro $676.4 million and the current ratio declined modestly from

2.14 at the end of last year ta 2.O7 at September 30, 1990. Total debt out-

standing increased to $640.2 million at the end of l99O from $445.2 million

at the end of 1989. The debt to equity ratio increased very slightly to .45O

during the year frorn ,444.

As a result ofthe acquisitions, excess costs arising from acquisitions increased

by $5O8.a million to $575.4 million at the end of 1990.

Capitd additions of $ 132.8 million were put in place during the year, up $4O.1

million from last year's total of $92.7 million. The bulk of the Company's cap!

tal expenditures continued the trend established in prior years of addressing

enhanced productivity and new technologlcal areas,

In August of this year a deftnitive agreement to sell the TOrcO operations of the

Exlog division to Varco International, Inc. was signed. This sale is expected to be

ftnalized in the first quarter of FY l99l after receiving necessary governmental

Earnings on Assets
(turcent)

fused on overcge aul owts ond

ircow beftre gm interct upen* ond nes

to.8 to.t t2.t

(6.4)

(26.3)

Return on Equity
(Pewnt)

ksd on )wr<td stqkholden' eguity

t0.7 8.5 t0.0

(27.E)

(7s.o)

Common Stock Dividends Paid
(Per slnr)

Stockholders' Equity and Debt
(Dollon in billions)

Ircluda long ond short-urm debt
ltuil E4uitl

.7i .54 .49 .45 .64
1.07 .92 .96 1.00 t.42

.64 .39 .46 .46 .46

I t6al7



approvals. In October of this year the Company acquired the Chemlink Group

Inc., a leading supplier of specialty chemical products and services The $ 136

million purchase price was funded with $32.6 milllon in available cash and the

remainder with commercial paper and money market lines of credit, Subsequent

to year-end it was announced that the Company is seeking to sell its Baker

Hughes Tubular Service division which had revenues of $lO8 million tn 199O.

Orgonization and 1|lonagement

In addition to the acquisitions during the year, several other organizational and

m.rnagement changes were put in place to further strengthen the Company.

In the Baker Hughes Drilling Equipment group, a new company was formed,

Baker Hughes MWD. R Patrick Herbert is president of this company which has

been chartered to direct the research, engineering and manufacturing efforts

of the Company's Measurement While Drilling product lines. Baker Hughes

Mining Toolg formerly part of the Process Technologies group will now'be part

of the Baker Hughes Drilling Equipment group. Addttlonally, Tlm J. Probert

was named president of Eastman Christensen Company, John F. Lauletta was

named president of Milpark Drilling Fluids and J. Will Honeybourne was

narned president of Exlog, Inc.

In the Baker Hughes Production Tools group, the Chemlink acquisition will

become part of the Baker Performance Chemicals operatlons. A.G. Avant was

named president of Baker Oil Tools and Jay P. Trahan was appointed president

of Baker Sand Control.

The Baker Hughes Process lbchnologies group has been reorganized into three

technologr groups, Baker Hughes Pump group, Baker Hughes Process Equlp-

ment group and Baker Hughes Instrumentation group Edward de Boer was

appointed president of Baker Hughes Pump Raymond H. Aldrich was

appointed president of Baker Hughes Process Equipment and Donald L. Babbit

was appointed president of Baker Hughes Instrumentation. Newly appointed

presidents for the operating divisions were Donald H. Blohm, BGA Interna-

tional, Dean J. Smith, Eimco Process Equipment and Lervis J. Ribich, Ramsey

Technologr, Inc. The Instrumentation units acquired from Tracor Holdings

have become part of Baker Hughes Instrumentation group

Debt/Equity Ratio
lrrluda bg oril slmn-em dcbt

-68t .590 .507 .444 .4SO

Incremental Asget lnvestment
(Dolhn ln milliom)

)apiblapcnliruM
Net dditbml w*iry @pitol

45

0u)

lnterest Coverage
Preux imme plus grc inurct

upw dividel by grc inarct exfw

2.30 2.25 2.fi
0.2s)

(6.7s)

Current Ratio

62 93 t3i
9t 28 56

9t
(s6t)

t.97 1.73 1.97 2.t4 2.07



flinoncial and Organizational Review Non U.S. Revenues
k a yrcent oJ toml

Outlook

Virtually all of the market drivers for our oilfteld services operations appear to

be headed upward. Even with continued turbulence in the Middle East and the

threat of a worldwide economic slowdown, demand for crude oil is expected

to continue to increase on a gradual trend in the l99O's. Activity related to the

exploration for and production ofnatural gas, a laqge and profttable market for

the Company, is expected to experience increased demand as well. Our oilfteld

operations have the structure, product and service offerings and organization

to take frilI advantage of these and other market opportunities. The acquisition

of the Instrumentation units and the product line and organizational restmc-

turlngs ofthe Process Technologies group have further enhanced the ability of

these operations to capitalize on the high growth environmental and high

return process instrumentation markets. The favorable prospects of the mar-

kets we serve and our broad coverage in many segments Positions the

Company for a strong growth.

si.4 ss.s s3.i s7.l 56.8

Service and Rental Revenue
k o percent oJ atol

23.7 25.5 23.3 24.i 28.9

,16 ,lt ,1,{ l0 9()

I I8 aI9



fnoroBement Report of Financial Responsibitities

The management of Baker Hughes Incorporated is responsible for the preparation and integrity of the

accompanying consolidated financial statements and all other information contained in this Annual

Report. The consolidated financial statements have been prepared in conformity with generally

accepted accounting principles and include amounts that are based on management's informed

judgments and estimates.

In fulfilling its responsibilities for the integrity of ffnancial information, management maintains and

relies on the Company's system of internal control. This system includes written policies, an organiza-

tional structure providing division of responsibilities, the selection and training of qualiffed personnel

and a program of financial and operational reviews by a professional staff of corporate auditors and

the independent public accountants. The system is designed to provide reasonable assurance that

assets are safeguarded, transactions are executed in accordance with management's authorization and

accounting records are reliable as a basis for the preparation of the consolidated financial statements.

Management believes that, as of September 30, 199O, the Company's internal control system provides

reasonable assurance that material errors or irregularities will be prevented or detected within a

timely period and is cost effective.

Management recognizes its responsibility for fostering a strong ethical climate so that the Company's

affairs are conducted according to the highest standards ofpersonal and corporate conduct. This

responsibility is characterized and reflected in the Company's Code of Ethical Conduct which is dis-

tributed throughout the Company. Management maintains a systematic program to assess compliance

with the policies included in the code.

The Board of Directors, through its Audit/Ethics Committee composed solely of non-employee direc-

tors, reviews the Company's financial reporting, accounting and ethical practices. The Audit/Ethics

Committee recommends to the Board of Directors the selection of independent public accountants

and reviews their fee arrangements. It meets periodically with the independent public accountants,

management and the corporate auditors to review the work of each and the propriety of the discharge

of their responsibilities. The independent public accountants and the corporate auditors have full and

free access to the Audit/Ethics Committee, without management present, to discuss auditing and

fi nancial reporting matters.

J. D. Woods

Chairman, President

and Chief Executive Officer

Thomas W Cason

Senior Vice President and

Chief Financial Officer

G. S. Finley

Controller



fia"pendent Auditors' R eport

Stockholders of Baker Hughes Incorporated

We have audited the consolidated statements of ffnancial position of Baker Hughes Incorporated

and its subsidiaries as of September 3O, l99O and 1989 and the related consolidated statements of
operations, stockholders' equity and cash flows for each ofthe three years in the period ended

September 30, 199O. These financial statements are the responsibility of the Company's management.

Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards

require that we plan and perform the audit to obtain reasonable assurance about whether the finan-

cial statements are free of material misstatement. An audit includes examining, on a testbasis, evi-

dence supporting the amounts and disclosures in the financial statements. An audit also includes

assessing the accounting principles used and significant estimates rnade by management, as well as

evaluating the overall financial statement presentation. We believe that our audits provide a

reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the

financial position of Baker Hughes Incorporated and its subsidiaries at September 30, l99O and 1989

and the results of its operations and its cash flows for each of the three years in the period ended

September 30, l99O in conformity with generally accepted accounting principles.

As discussed in Note I to consolidated financial statements, the Company changed its method of
accounting for income taxes in 199O.

Houston, Texas

November 14, 1990

l20a.2l



lTTor oliilated Statements of Operations

YeanendedSepumbr j0,

(ln thousands oJdollan, except per slrure a,mounn)

B,evenues:

Sales

Services and rentals

Totd

t990

$ I,859,393

754,864

t9E9

$t,763,329

564,666

$t,775,346

540,805

t988

2,614,257 2,327,995 2,316,151

Costs, and Expenses:

Cost ofsaleg services and rentals

Marketing and fteld service

General and administrative

Amortization of goodwill and other intangibles

Interest - net

Unusual charges (credits) - net

Pension gains-net

Totd

lncome before income taxes and extraordinary item

Income taxes

Income before extraordinary item

Extraordinary item:

Reduction of income taxes arising from carry'orward of
prior years' U.S. operating losses

Net income

Income Per Share of Common Stock:

Income before er(traordinary item

Extraordinary item

Net income

Sr,e Notes to C.omlidoed Financial Sma,ment

2,434,242 2,21O,407 2,t85,525

t,635,76t

502,720

2t7,827

t4,476

62,333

1,125

t,513,37 4

43 1,368

208,773

5,663

51,229

1,540,078

424,tO2

206,99t

6,367

61,462

(47,475)

(6,000)

r80,015

37,838

I I 7,588

34,837

r30,626

71,235

142,t77 82,751 59,391

2,272 43,856

$ 142,177 $ 85,023 $ to3,247

$ t.oo

$ l.06

$ .64

.o2

$

$

.45

.37

$ .66 $ 82

Bakr Hughes Inarporaud



lZ7r" oliitated Statements oJ Financial Posirion

September 30,

(In thounnds oJdollan)

Current /ssets:

Cash and short-term investments, at cost, which approximates market value

Receivables-less allowance for doubtful accounts: 1990, $35,220;

1989, $41,985

Inventories:

Finished goods

Work in process

Raw materials

Total inventories

Prepaid expenses and other current assets

Total current assets

Property:

Land

Buildings

Machinery and equipment

Rental tools and equipment

Total property

Accumulated depreciation

Property-net

Other Assets:

Property held for disposal

Investments

long-term notes receivable

Other assets

Excess costs arising from acquisitions-less accumulated amortization:

1990, $22,551; 1989, $I3,707

Total other assets

Total

ke Notes a Cannlidated Financial Statemens

1990 I 989

$ 124,585 $ l 15,686

55t,258 488,82 5

389,303

78,933

125,502

336,028

62,568

l 35,703

593,738 534,299

36,4t6 26,t99

r,305,997 1,165,009

45,673

3@,279

750,833

383,257

55,220

338,7 l 8

l,160,990

347,515

t,902,443

(l,241,8s l)
t,489,042

(836,761)

652,281 6ffi,592

73,r35

84,s32

27,726

64,879

7t,604

43,9tt

28,939

28,886

575,394 66,979

82 5,666 240,319

$2,783,944 $2,06s,920

t 22 &-23 kker H ughes Incorporoted



Septemhr j0,
(l n thousonds oJ dollarc)

Current Liabilities:

Accounts payable - trade

Short-term borrowings

Current portion oflong-term debt

Accrued employee compensation and benefits

Income taxes payable

Accruals relating to unusual charges

Tirxes other than income

Accrued insurance

Accrued interest

Other accrued liabilities

Total current liabilities

long-term debt

Deferred income taxes

Other long-term liabilities

Minority interest

Commitments and Contingencies

Sfocftholders'Equity:

Preferred stock, $ I par value (authorized I 5,000,000 shares; outstanding

1,999,000 shares in 1989, of $ 3. 50 convertible exchangeable preferred

stock, $ I par value $ 50 liquidation preference per share)

Common stock, $ I par value (authorized 400,000,000 shares; outstanding

137,457900 shares in 1990, and 120,435,000 shares in 1989)

Capital in excess ofpar value

Retained earnings

Cumulative foreign currency translation adjustment

Total stockholders' equity

Total

See Notes to Conslidated Financial Stauments

1990 1989

$ 266,498

26,075

2,673

t26,95t

30,379

29,542

17,949

23,94r

26,tt6
79,490

$ 22r,246

15,806

t2,319

r16,784

36,383

9,488

21,847

34,860

20,902

55,357

629,6t4 544,992

6l1,501 4t7,045

68,570 69,58 r

4t,t29 18,436

8,84s t2,486

t37,457

t,240,657

t29,557

(83,386)

1,999

t20,435

918,044

s2,000

(8e,0e8)

r,003,380t,424,285

$2,783,944 $2,065,920



lC7r" oliiloted Statements of Stoc& holders' E quity

For the three year ended kptember j0, 1990

(l n thousands oJ dollan)

Bolonce, September 3O, 1987
Net income

Cash and accrued dividends on $3.50 convertible

exchangeable preferred stock ($3.50 per share)

Cash dividends on common stock ($.46 per share)

Foreign currency translation adjustment

Stock issued pursuant to employee stock plans

Other

Balance, September 3O, 1988
Net income

Cash and accrued dividends on $3.50 convertible

exchangeable preferred stock ($3.50 per share)

Cash dividends on common stock ($.46 per share)

Fo*rgr currency translation adjustment

Stock issued purcuant to employee stock plans

Other

Balance, September 3O, ,989
Net income

Cash and accrued dividends on $3.50 convertible

exchangeable preferred stock ($3.12 per share)

Cash dividends on common stock ($.46 per share)

Fo*gr currency translation adjustment

Stock issued pumuant to employee stock plans

Redemption of $3.50 convertible exchangeable

preferred stock

Issuance of common stock warrants

Issuance of common stock

Other

Bolonce, September 3O, I 99O

See Notes to Conslidaud Finarcial Staumen*

(ll ?or Volue)

$2,000 $ l 17,490 $ 883,941

,3.s0
Convertibk

Exchangeable

PreJened

5tc*
(tl Pat Yolu.)

Conmon Stth

777

152

Cophol in Exc6

oJ Por Yoluc

8,569

3,248

R.toiNd
EzrniW

*.,

$ (13,226)

ro3,247

(7,0oo)

(s4,260)

Cumulotiw

Foreign

Cuftarc!
Ttunslotion

Adjutment

$(74,68s)

(8,765)

Total

2,000 l18,419 895,758 28,76r

85,023

(7,000)

(s4,784)

(83,450)

(s,648)

(8e,0e8)

5,7 t2

$ 91s,520

to3,247

(7,000)

(s4,260)

(8,76s)

9,346

3,400

961,488

85,023

(7,000)

(s4,7841

(s,648)

22,40t

r,900

1,003,380

t42,t77

(6,24s)

(s8,375)

5,7 12

32,87 |

36,800

264,386

3,579

$t,424,285

(1)

I,999

1,857

159

20,544

1,742

t20,435 9r8,O44

2,486 30,385

52,000

142,t77

(6,245)

(s8,37s)

(l,eee) 3,920

10,350

266

(r,s2 l)
36,800

254,036

3,3r3

$(83,386)$ $r37,457 $r,240,657 $ l 29,ss7

| 24 a25 Baker H ughx I ncorpo raud



tZ7r" olidatei! Statements oJ Cash Flows

Yean ended September 30,

(In thousonds oJ dollan)

Cosh Jlows Jrom opetating activities:.

Net income

Adjustments to reconcile net income to net cash provided

from operating activities:

Depreciation and amortization of:

Property

Debt discount and other assets

Unusual charges

Deferred pension items

(Gain) loss on disposal ofassets and businesses

Noncash proceeds from settlements of litigation

Change in receivables

Change in accotints payable-trade

Change in inventories

Changes in other current assets and liabilities

Changes in other noncurent assets and liabilities

Foreign currency translation losg net

Net cash flows fiom operating activities

Cash flows Jrom investing activities:.

Property additions

Proceeds from disposal of assets

Cash proceeds from disposition ofbusinesses

Acquisitions of businesseg net of cash acquired

Net cash flows from investing activities

1990 1989

$ 142,t77 $ 8s,023

t988

$ to1,247

98,086

27,063

66,846

(69,463)

(ss,eo6)

40,510

(19,335)

(7 t,t731

(20,s60)

5,776

92,951

17,393

(8,559)

(18,880)

15,007

7,486

(29,694)

27

17,442

102,615

r9,563

to2,682

(3,71s)

3,72r

(42,100)

(9,1 59)

(1,614)

12,277

(66,238)

(78,22r)

6,876

t44,O2t I 78,196 149,934

(t32,784)

3s,274

2t2,797

(674,s62)

(559,27s)

(92,7O21

44,200

l14,905

(e5,l se)

(62,048)

79,979

(2,772)

Cash flows Jtom Jinoncing activities:

Proceeds from borrowings

Reduction of borrowings

Proceeds from issuance of common stock

Proceeds from exercise of stock options and stock

purchase grants

Cash dividends

Net cash flows from ftnancing activities

Effect ofexchange rate changes on cash

Increase in cash and short-t€rm investments

Cash and short-t€rm investments, beginning of year

Cash and short-term investmentg end of year

Sce Nom m Canslidoad Finarcial Smttment

325,241

(143,090)

264,396

32,871

(64,620)

44,888

(99,302)

22,401

(61,784)

(28,7s6) 1 5,1 59

96,529

(t49,6621

9,346

(61,260)

4t4,788 (93,7e7) (105,047)

9,365 (7,7801 (3,s84)

8,899

I 15,686

47,863

67,823

56,462

I1,361

Boker H ughes I ncorporotzd

$ 124,s85 $ I 15,686 $ 67,821



tiVrt" s To Consolidoted Financial Sta tements

Note I Sum mary oJ SigniJicant Accounting Pol icies:

Principles of consolidation: The consolidated ffnancial statements include the accounts of Baker

Hughes Incorporated and all majority-owned subsidiaries and partnerships (the "Company"). In July

1990, BJ Services Company ("BJ Services"), formerly a wholly owned subsidiary of the Company, com-

pleted an initial public offering of approximately 7 lo/o of its common stock. Prior to the offering, the

accounts of BJ Services were included in the Company's ftnancial statements. Subsequent to the offer-

ing, the Company owned less than a maiority voting interest in BJ Services. Accordingly, BJ Services'

accounts are no longer consolidated, and the Company's remaining investment in BJ Services is

accounted for by the equity method. Investrnents in which ownership interests range from 20 a 50

percent and the Company exercises sigpiffcant influence over operating and financial policies are

accounted for using the equity method. Other investrnents are accounted for using the cost method.

All significant intercompany accounts and transactions have been eliminated in consolidation.

Inventories: Inventories are stated primarily at the lower of average cost or market.

Propert;r: Property is stated principally at cost less accumulated depreciation, which is generally

provided by using the straight-line method over the estimated useful lives of individud items. The

Company manufactures a substantial portion of its rental tools and equipment, and the cost of these

items includes direct and indirect manufacturing costs.

Property held for disposal: Property held for disposal is stated at the lower of cost or estimated net

realizable value.

Excess costs arising frorn acquisitions: Excess costs arising from acquisitions ofbusinesses are

amortized on the straight-line method over the lesser of expected useful life or forty years.

Foreign currency translation: Gains and losses resulting from balance sheet translation of foreign

operations where a foreign currency is the functional currency are included as a separate component

of stockholders' equity. Gains and losses resulting from balance sheet translation of, foreign operations

where the U.S. dollar is the functional currency are included in the consolidated statements

ofoperations.

Incorne taxes: Effective October I, 1989, the Company adopted Statement of Financial Accounting

Standards No. 96 C'SFAS No. 96"), "Accounting for Income Thxes," which changed the criteria for

rneasuring the provision fior income taxes and recognizing deferred tax assets and liabilities on the

statement of financial position. Deferred income t.r:( assets and liabilities arise from differences

between the tax basis of an asset or liability and its reported arnount in the consolidated financial

statements. Deferred tax balances are determined by using the tax rate expected to be in effect

when the taxes will actually be paid or refunds received. Under the provisions of SFAS No. 96, the

Company elected not to restate prior years' consolidated financial statements and has determined that

the cumulative effect of the change in accounting for income taxes was insigniftcant. In prior years,

the Company accounted for income taxes using Accounting Principles Board Opinion No. ll ("APB

No. ll").

Incorne per shar:e: Income.per share amounts are based on the weighted aver€e number of shares

outstanding during the respective years (l28,3I9,OOO in 1990, ll9,O9l,OOO in 1989, and ll79I9,OOO

in 1988) and excludes the negligible dilutive effect of shares issuable in connection with employee

stock plans. Net income is adiusted for dividends on preferred stock.

Statement of cash flows: The Company considers all highly liquid debt instruments purchased with

an original maturity of three months or less to be cash equivalents.

I 26 a-27 Bake r H ughes I ncoryoroted



Note 2 Acquisitions .rnd Dispositions:

On April ll, 1990, the Company acquired Eastman Christensen Company ('ECC') from Norton
Company. ECC is the leading worldwide provider of directional and horizontal drilling systems and

is also a leading manufacturer of diamond drill bits. Total consideration for the acquisition was

$56l,5OO,OOO in cash and warrants entitling Norton Company to purchase up to eight million shares

of the Company's common stock at a purchase price of $36.75 per share. The warrants expire on

March 31, 1995. The total cost, including acquisition costs and valuation of the common stock war-

rants, was $602,300,00O. In addition to using available cash, the Cornpany funded the cash portion of
the purchase price by issuing common stock and borrowings from banks. In February 1990, the Com-

pany completed a public offering of IO,35O,OOO shares of its common stock at a price of $26.375 per

share resulcing in net proceeds of $264,386,0OO. long-term bank borrowings of $23I,5OO,OOO

provided the remainder of the financing.

On May 25, 1990, the Company purchased the Instruments Group ("Instruments") from Tracor

Holdings, Inc. for $93,7OO,OOO in cash. Instruments designs, develops, manufactures and markets

a broad range of analytical and other instruments for laboratory medical and worldwide indus-

trial markets. The purchase price was funded from the issuance of commercial paper and

bank borrowings.

The above acquisitions have been accounted for using the purchase method of accounting and

accordingly, the costs of the acquisitions have been allocated to assets acquired and liabilities assumed

based on their estimated fair market values at the dates of acquisition. The operating results are

included in the consolidated statement of operations from the respective acquisition dates.

The following unaudited pro forma inforrnation presents the consolidated results of operations,

assuming the above acquisitions had occurred at the beginning of each of the following periods:

Yeor Ended September jQ (ln millions oJ dolhr, except per shore omounts)

Revenues

Net income before extraordinary item

Net income

Net income per common share

t990

$2,79s.0

127.O

t27.O

.91

t989

$2,650.9

55.7

7 r.4

.50

The above arnounts are based upon certain assumptions and estimates which the Company believes

are reasonable. The pro forma results do not necessarily represent results which would have occurred

if the acquisitions had taken place on the basis assumed above, nor are they indicative of the results of
future combined operations.

In July 1990, BJ Services completed an initial public offering of its common stock, after which the

Company's investment in BJ Services decreased to approximately 29o/o. BJ Services participates in rhe

pumping services segrnent of the oilfield service market and is primarily involved in the cementing,

fracturing and acidizing of oil and gas wells. The Company received $ I98,79ZOOO in cash and recog-

nized a gain of $65,721,OOO. The Company has accounted for its investment in BJ Services using the

equity method of accounting from the date of the sale.

In August 199O, the Cornpany entered into a deftnitive agreement to sell the net assets of the TOrcO
division to Varco International, Inc. ("Varco") for total consideration of $aOOOOOOO. The consider-

ation will consist of $2OpOO,OOO in cash and the rernainder in shares of Varco conunon stock, the

number of which will be determined based on the average market value of Varco's common stock on
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selected trading days immediately prior to the closing date. TOfCO manufactures, sells and rents a

variety of instrumentation and analytical equipment utilized on drilling rigs and certain other oilfield
and industrial applications. The sale is contingent upon approval of Varco's shareholders and custom-

ary governmental approvals. The closing of the sale of TOfCO is anticipated to be in the first quarter

of fiscal l99l and the anticipated gain on sale will be recognized at that time. The net assets of
TOrcO have been classified as other current assets and noncurrent investrnents at September 3O,

l99O in relation to the consideration to be received. At September 30, 1990, the Company owned

3,OOO,OOO shares of Varco's common stock, a warrant to purchase an additional I,OOO,OOO common

shares at $4.37 5 per share and a longtern note receivable from Varco of $4,4OOOOO. Subsequent to

the sale of the TOICO division, the Company will own less than 2Oo/o of Yarcds common stock and

will continue to account for its investment using the cost method.

During 1990, the Company acquired and disposed of several additional businesses, none of which,

individually or in the aggregate, had a significant effect on the Company's results of operations for any

of the periods presented. Subsequent to the end of the year, the Company announced the acquisition

of all of the outstanding shares of the Chemlink Group Inc. for $ I 36,100,000. The purchase price

was funded with $32,6O0OOO from cash on hand and $ IO3,5OO,OOO from bank borrowings. On

October 17, 1990, the Company announced that it is seeking to sell its Baker Hughes Tubular

Serviceg Inc. subsidiary The Company hopes to complete this sale in the second quarter of fiscal

l99l if an adequate offer is received. For the year ended September 30, 1990, this subsidiary had

revenues of $ IOS,OOO0OO.

The Company closed on the sale of ffve of the six business units comprising its Mining Equipment

group, which manufactures and services underground rnining equipment, on July 31, 1989 and

received approximately $ I I5,OOO,OOO in cash. At that time, an agreement was also reached for the

sale of the one remaining business unit. During l99O the Company received $ I5,OOO,OOO in cash plus

interest when sale of the rernaining unit was completed. Revenues of the Mining Equiprnent group for
the ten months ended July 31, 1989 are included in the Company's 1989 consolidated statement of
operations and amounted to $ I92,OOO,OOO. The loss recognized on disposition was not signiftcant.

During 1989, the Company acquired several businesses for approximately $97,OOO,OOO in cash. Pro-

forma results of operations as if the businesses were acquired at the beginning of 1989 have not been

presented as they did not have a significant effect on the Company's results of operations.

Note 3 Unusuol Charges (Credits) - nett

In the fourth quarter of 1990, the Company recognized $ I,|25,OOO of net unusual charges consisting

of the following items (in thousands):

Gain on disposition ofBJ Services

Litigation and product liability claims

Geographic and product line restructurings

Impairment of assets relating to lraq and Kuwait

Setdement of warrant obligation

Other

$ 6s,72r

(33,10o)

(22,6461

(4,600)

(4,s0o)

__.q900)

$ (1,125)

| 28 u29

Net unusual charye

As described in Note 2, in July 199O, the Company recognized a gain on the disposition of a portion of
its investment in BJ Services upon completion of an initial public offering of BJ Services' common stock.

kker Hughes lncorprated



As discussed in Note 12, the Company recorded a charge with regard to the judgment rendered

against BJ Services to accrue the Company's estimate of the ultimate cost for the disposition of this

suit through appeal or settlement. In addition, the Company accrued a warranty settlement related

to a product line disposed of in 1988.

During the fourth quarter of 199O, the Company determined that the geographic or product line

restructuring of several businesses was necessary. Of the $22,646,o(Jl_ accrued for these restruc-

turings, the most significant charge relates to the Company's withdrawal from substantially all oilfteld

operations in Brazil.

Iraq's recent invasion of Kuwait and the resulting government actions by the United States and certain

other countries blocking property of and prohibiting transactions with Iraq and Kuwait have created

uncertainty as to certain assets relating to these two countries. As a result, the Company wrote these

assets down to their estimated net realizable value.

In July 199O, the Company reached an understanding with Asea Brown Boveri to exchange l5O,OOO

shares of the Company's common stock and its 1096 investment in Vetco Gray, Inc. ("V-G") for release

from a warrant issued by the Company pursu,rnt to which shares of common stock of V-G are

exchangeable for up to 1,146,823 shares of the Cornpany's common stock. The date on which the

exchange for the I5O,OOO shares occurs is the earlier of October I, l99l or the date on which at least

one share of V-G's preferred stock has been redeemed and is contingent upon obtaining consents

from V-G related parties which cannot be unreasonably withheld.

In 1988, the Company recognized $47,47 5,OOO of net unusual credits consisting of the following

items (in thousands):

Patent infringement settlement credits

Impairment of longJived assets

Operational restructurings

Disposal of product lines

Other

$150,r57

(36,30o)

(36,800)

(2o,80o)

(8,782)

Net unusual credits $ 47,475

During 1988, the Company settled two patent infringement lawsuits against Smith International,

Inc. ("Smith") and Dresser Industries, Inc. ("Dresser"). In December l98Z the Company received

$89,75O,OOO in cash and a $ IO,OOOOOO note (bearing interest at the prime rate of the Chase Manhat-

tan Bank plus 1.57o per annum) from Smith. Of the proceeds, $95,OOO,OOO has been recorded as an

unusual credit and $4,75O,OOO has been recorded as interest income in accordance with the terms of
the settlement agreement. In July 1988, the Company received frorn Dresser $23,OOO,OOO in cash and

Dresser's 27,7o/o interest in B-J Titan Services Company Partnership of which the Company already

owned the remaining72.3Vo. Accordingly, an unusual credit of $55,I5ZOOO was recorded in the

fourth quarter of 1988. As a result, excess costs arising from acquisitions increased $ 15,794,OOO.

During 1988, the Company det€rmined that certain of its assets had been permanently impaired due

to changes in market conditions and operating strategies and that disposal of certain product lines

and the continued consolidation of geographic operations was necessary. Accordingly, the Company

recognized charges to operations totalling $ 102,682,00O. Of these chalges, $3O,3OO,OOO related to

the impairment of assets of part of the Company's pumping services operations in Latin America, and

$26,200,000 related to the writedown of mining equipment inventory and a provision for consolida-
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tion of certain businesses, which resulted from the strategic restructuring of the Company's mining

equipment operations and was recorded in the fourth quarter of 1988.

Note 4 Change in Accounting Estimote:

During 1989, the Company revised the estimated remaining useful lives of certain rental tools and

equipment to more closely reflect expected remaining lives. The effect of this change in accounting

estimate resulted in an increase in the Company's income before extraordinary item of
$2,22O,OOO or $.O2 per common share, and net income of $2,822,OOO, or $.O2 per common

share, for 1989.

Note 5 Indebtedness:

Long-term debt at September 30, l99O and 1989 consisted of the following:

(ln thouund) t990

Zero Coupon Guaranteed Notes due 1992 with an effective interest rate of 14.48%, net of

unamortized discount of $13988 ($22,320 in 1989)

6% Debentures due 2002 with an effective interest rate of 14.66%, net ofunamortized discount

of $1O7,307 ($110,833 in 1989)

4.125% Swiss Franc 20O million Bonds due 1996 (principal and interest payments hedged

through a currency swap at an effective interest rate of 7.82c161

Fcvolving Credit Facilities due through 1995 with an average interest rate of 10.37% at

September 30, l99O

9% Debentures due November l, 20O8

9.5% Convertible Subordinated Debentures due December 15, 2006 convenible into common

stock at $58.91 per share

Convertible Subordinated Debentures due through 1996 with an interest rate at September 30,

1990 of9.2%

Other indebtedness with an average interest rate of 7.56% at September 30, 1990

Total

Less current maturities

t989

$ 63,847 $ ss,sls

I 17,693 tl4,t67

1o4,525 103,851

r82,778

r 8,03 3 18,029

98,289 98,2i9

r 2,550

16,459

614,174

2,673

r2,223

27,340

429,364

r2,319

Ibtal long-term debt $611,501 $41 7,045

At September 30, l99O the Company had $582,4OO,OOO of revolving credit facilities with commercial

banks of which $562,4OO,0OO is committed. Included in this total are revolving credit agreements

signed in July 1989 aggregating $3OO,OOO,OOO with twenty foreign and domestic banks which have

maturity dates of July 17, 1994. The rate of interest on borrowings under these arrangements is 3/a7o

in excess of the London Interbank Offered Rate (LIBOR) for U.S. dollar deposits with a commitment

fee of tleVo per annum on the unused portion. At Septernber 3O, 199O, there was $ 16,830,O00 out-

standing under these agreements.

During 199O, the Company entered into revolving credit agreements aggregating $282,4OO,OOO with

ten foreign banks. These agreements provide foreign subsidiaries of the Company with local currency
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and U.S dollar borrowings at short-terrn rates of interest. At September 3O, 199O, there was

$ 165,948,00O outstanding under certain of these agreements whose maturity dates range from

March 1993 to March 1995. Comrnitrnent fees related to these facilities are not significant.

Additional bank lines of credit at September 30, l99O include $57,OOO,OOO of short-term money

rnarket lines available on an as-offered basis. There are no requirements for commitment fees or
compensating balances in connection with these agreements. At September 30, 1990, there were no

borrowings outstanding under these agreements. The Company maintains, at all times, unused com-

mitted bank lines of credit at least equal to the principal arnount of its outstanding comrnercial paper

and money market borrowings.

Redemption of theZcro Coupon Notes due 1992 and the 60lo Debentures due 2OO2 may be made at

the option of the Company, in whole or in part, at any time at par plus accrued interest. Furthermore,

theZ,erc Coupon Notes due 1992 rnay be redeemed prior to maturity at prices (expressed as a per-

centage of principal amount) of 7 5.600/o at September 30, l99O and scaling upward over time to

86,950/o (in each case together with accrued amortization of original issue discount) in the event of
certain changes affecting United States or Netherlands Antilles taxation.

The 9olo Debentures due November l, 2OO8 have a $2,4OOOOO per annum sinking fund requirement

which has been satisfted through 2OO5. These debentures may be redeemed by payng a premium

which decreases proportionally from 4.160lo until it is eliminated in 2OO3. The 9.5olo Debentures due

December 15, 2006 have a $5,OOO,OOO per annum sinking fund requirement beginning December 15,

1992 and may be redeemed by payng a premium which decreases proportionally from l.73Vo at

December 15, l99O until it is eliminated in 1992. Optional payrnents, not to exceed the amounts of
the mandatory sinking funds requirements, may be made in addition to the mandatory payments.

The provisions of the bonds and unsecured credit agreements have an eflect on the ability of the

Company to, among other things, incur borrowings, sell certain assets, pay cash dividends, acquire

other businesses and purchase the Company's capital stock. At September 30, 1990, the Company

could pay dividends and purchase the Company's common stock up to an amount not exceeding

$439,006,000.

At September 3O, 199O, long-term debt was due in aggregate annual installments of $2,673,OOO;

$65,964,000; $2 5,4I4,OOO; $46,087,00O; and $ l34,9O4,OOO in each of the ftve years in the period
ending September 30, 1995.

During the three years ended September 30, 1990, the maximum aggregate short-term borrowings

outstanding at any month-end were $29,84O,OOO, $55,469,000 and $62,396O00, respectively;

the average aggregate short-term borrowings outstanding based on quarter-end balances were

$2O,l57,OOO, $39974,OOO and $4ZlIO,OOO, respectively; and the weighted average interest rates

were 16.696, 18.89o and l6.6Vo, respectively. The average interest rates on short-term borrowings

outstanding at September 30, 1990, 1989 and 1988 were l3.l2o/o, 2O.9o/o and I 5.57o, respectively.

Note 6 13,5O Convertible Exchangeable PreJerred Stoch:

In June l98Z the Company issued 2,OOO,OOO shares of $3.5O convertible exchangeable preferred

stock ($ I par value per share and $5O liquidation preference per share). The preferred stock was con-
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vertible at the option of the holder at any time into the Company's common stock at a conversion

price of $25.5O per share (equivalent to a conversion rate of 1.96 shares of common stock for each

share of preferred stock), subiect to adjustment in certain events. On Augrst 31, 1990, the Company

exercised its option and redeemed all ofthe convertible exchangeable preferred stock in exchange

for 3,92O,OOO shares of the Company's common stock.

Note 7 Employee Stock Plons:

The Company has stock option plans which provide for granting of options for the purchase of com-

mon stock to directors, officers and other key employees. Such stock options may be granted subject

to terms ranging from one to ten years at a price equal to the fair market value of the stock at the date

ofgrant.

The stock option activity for the Company during 1990, 1989 and 1988 was as follows:

Number oJ Shores (ln thousonds) 1990 t989 t988

Stock options outstanding, beginning ofyear

Changes during the year:

Granted @er share):

1990, $21.95 to $25.88

1989, $12.88 to $15.0O

1988, $11.75 to $15.375

Exercised (per share):

1990, $10.25 to $25.78

1989, $10.25 to $21.88

1988, $ 10.25 to $20.375

Expired

Stock options outstanding, end ofyear (per share: $ 10.25 to $54.03 at September 30, 1990)

696

3,602 4,469

1,O92

(2,oo4)

(l,283)

(r lo)

2,t84 3,602

5,685

(423)

(1,66s)

4,469

876

(676)

I i2 u33

At September 3O, 1990, options were exercisable for I,499,OOO shares, and 4,046,OO0 shares were

available for future option grants.

Additionally, the Company has a plan which provides for the sale of convertible debentures to certain
offfcers and key ernployees. An aggregate of $3O,OOO,OOO principal arnount of debentures may be

issued under the plan which are convertible into shares of common stock after one year, At Septem-

ber 30, 199O, a total of $ I2,55O,OOO principal amount of debentures are outs&rnding and convertible

into 929,OOO shares of common stock at $ 10.25 to $21.95 per share.

The Company also has an Employee Stock Purchase Plan (the "Plan") under which there remain

authorized and available for sale to employees an aggregate of 2,l86,O0O shares of the Company's

common stock. The maximum number of shares subject to each option under the Plan is determined

on the date ofgrant and equals the sum ofthe payroll deductions authorized by each participating

employee (up to lO9o of regular pa) divided by 85olo of the fair market value of a share of common

stock at the date of grant. Based on the market price of common stock on the date of grant, the

Company estimates that approximately 42l,OOO shares will be purchased under the Plan on July 31,

1991, at $26.78 per share. Under the plan, 479,OOO,573,OOO and 354,OOO shares were issued at

$l7.OO, $13.18 and $13.18 per share during 1990, 1989 and 1988, respectively.
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Note 8 Income Taxes:

The geographlcal sources of lncome before income taxes and extraordinaD/ item for the three years

ended September 3O, l99O were as follows:

(n&own&oJdhr)

Unit€d Stat€s

Fo*igl

Total income beforc lncomc taxes and extraordinary itcm

Currendy payable:

Unitcd States

Foreign

Total currendy payable

Deferred:

United Statcs

Fo*ign

Total deferred

Utilization of prior years' U.S operating losoeo

Total provision for lncome tax6

Statutory furcome tax rat€

Goodwtll amortizadon

Utilization of operating loss carryforrvard

Utilization of capital loss carrybrward

Gain on BJ Services

State taxes bas€d on income-net of Unlt€d States lncome tax benefit

Foreign earnlngs at varylng tax rat€g

Other-net

s l80,ol5 $ l l 7,s88 $ l 30,626

,2
$ 79,696

r00,3r9

1989

$ (7,133)

r24,72t

1988

$ro7,324

23,302

The provisions (credits) for income taxes for the three years ended September 3O, l99O are

srunmnrized as follows:

(ln thowdsoJdolhn) r990

I 72r

41,018

$ 3,4t2

23,713

$

1988,y

245

12,268

,2

52

2,272

334,837

4t,739 32,5t3

(3,eol)

(3,e01)

s37,838

27,r25

(2,6es)

2,949

254

43,856

$7t,23s

In accordance with SFAS No. 96, the Company reported the tax beneftt of operatlng loss carryforwards

in the provision for income taxes for 199O. In 1989 and 1988, t"he tax beneftt of net operating loss

carryforwards is reflected as .rn extraordtnary item in accordance with APB No. ll.

The consolidated effectlve income tax rates for the ttrree years ended September 3O, l99O varied from

the Unlted States statutory income tax rate for the re.rsons set forth below:

%o;f InomB{onToxu t9n

34.0

1.5

(l r.l)
(4.7)

(6.6)

.3

6.4

t.2

2r.o

.4

l9.o

.8

t988

34.O

.3

t989

34.0

.4

.l
(s.6)

.7

29.6Effective furcome tax rate 54-S
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The sources and amounts of deferred taxes for the three years ended September 30, l99O were as

follows:

(n rtouNnds of dollon)

Depreciation expense

lnventory valuations - net

Unusual chalges

Foreign exchange effect on historical assets

Zero coupon bond amortization

Other - net

1990

$(2,608)

(3,2 l6)

(3se)

(3,07e)

508

4,853

t989

$(2,047)

(3,036)

3,248

1,886

1988

$(3,e10)

49r

t42

1,o90

2,441

| 34 &-35

Total deferred tax provision $(3,eol) $sz $ 2s4

Deferred income tax assets and liabilities relate primarily to basis differences in property, inventory
accruals for unusual charges, foreign exchange effect on historical assets and zero coupon bonds.

In 199O, the Company utilized approximately $58,872,OOO of U.S. operating loss carryforwards for
financial reporting purposes and the related tax benefit of $2O,016,0O0 has been reflected in the pro-
vision for income taxes. At September 30, 1990, the Company had approximately $253,723,OOO of
U.S. operating loss carryforwards remaining for ffnancial reporting purposes, which expire in varying

arnounts between 2OOl and 2OO9. In addition, the Company had approximately $46,4O3,000 of net

operating loss carryforwards arising primarily from the exercise of employee stock options, the tax
benefit of which will be included in capital in excess of par value when realized. These carryforwards

expire bewveen 2OO3 and 2OO5.

For federal income tax purposes, the net operating loss carryforwards are approximately $ 164,946,OOO,

expiring in varying .unounts between 1998 and 2OO4. In addition, the Company had capital loss

carryforwards of approximately $23,765,OO0,which expire in varying amountsbesween 1992 and 1994.

At September 3O, 199O, the Company had approximately $ \4,06O,OOO of investmenr rax credirs avail-

able to offset future payments of federal income taxes. The investrnent tax credits expire in varying

.unounts between 1994 and 2OOl. The investment tax credit carryforwards have not been recognized

for financial reporting purposes. The Company had approximately $37,881,OOO of foreign tax credits
available to offset future payments of federal income t.rxes at September 30, 1990. If not used, the for-
eign tax credits expire in varying amounts between l99l and 1995. The foreign tax credit carry-

forwards have not been recognized for financial reporting purposes.
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The Company has not recorded deferred income taxes applicable to undistributed earnings of foreign

subsidiaries that are indefinitely reinvested in foreign operations. Undistributed earnings of approxi-
mately $359,173,OOO at September 30, 199O, if remitted, would not result in any additional U.S
income taxes because of available foreign tax credits.

Note 9 Industt)/ Segment and Geographic Informationt

The Company currently operates principally in three industry segments, two of which provide equip-
ment and services to the petroleum industry. In 199O, the Company changed its method of grouping
products and services into industry segments in order to group operations of significant dispositions

into one segment. Previously reported 1989 and 1988 operations by industry segment have been

restated to conform to the revised industry segment grouping.

Drilling Products and Sewices: Manufacture and sale of equipment and provision of services used

in the drilling of oil and gas wells.

Production Products and Services: Manufacture and sale of equiprnent and provision of services

used after oil and gas wells are drilled to achieve safety and long-term productivity, provide structural
integrity to protect against pressure and corrosion damage and to stfunulate or rework wells during
their productive lives by chemical, mechanical or other stimulation means.

Process Products and Senrices: Manufacture and sale of process equipment for pumping, separating

and treating liquids, solids and slurries for environmental and other process industries and electronic
control and analytical instrumentation products.

Disposed Businesses: As discussed in Note 2, in July l99O the Company sold 7l9o of its investment

in its pumping services operations and accordingly, the l99O segment information includes ten
months of pumping services operations. The segment information for l99O for disposed businesses

includes the gain on sale of the Company's majorigr ownership of this operation and the charge to
oPerations for the lawsuit against BJ Services (See Note l2). In July 1989, the Company sold its mining
oPerations and accordingly, the 1989 segment information includes ten months of mining operations.
The loss recognized on disposition of the Mining Equipment group was not signiftcant. In addition,
the Company disposed of several other businesses which are included herein.

The Company maintains worldwide manufacturing plants and service locations to serve these

industry segments.
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Summarized ftnancial information concerning the industry segments and geographic areas in which the Company oper-

ated at September 30, 1990, f989, and 1988 and for each of the years then ended is shown in the following tables:

Toul

Petrulcum

Dkpo&d

(In thounn&oJblhn) DrilW Prcdrction Prm Suineg Elimimtiorc Toaal

Operations by Industry
Segment:

t990
Revenues from unaffiliated customers:

Sales

Services and rentals

Intenegment sales

Total rerrenues 
l

Operatlng tncome

Idendfiable asEets

Capital ergenditures

Depreciation and amortization

t989
Revenues ftom unamliat€d customers:

Sales

Services and rcntals

Intersegment sales

Total revenues

Operatlng income

Identifiable assets
i

Capital o<penditures

Deprcciation and amortization

,988
Revenues from unaffiliated customers:

Sales

Services and rcntals

lntenegment sales

Total revenues

Operating income (loas)

ldentiftable asscts

Capital ogenditures

Depreciation and amordzadon

$ 536,257

433,001

3,398

$583,788

t63,019

9,689

$ 1,120,045

596 020

13,087

$s48, I 3 I

27,325

4,M5

$191,217

131,519

3ll

$ l,859,393

754,864

$(17,463)

i 972,6s6 $7s6.496 sr.729,t52 1579,s2t $123,O47 $(17,463) $2,614,2s7

$ s6,89s $ 97,665 $ 154,s60 I s9,727 $ 74,639 $ 288,926

$1,436,03s $s87,821 $2,023,856 $421,956 s 22,227 $ (4,7121 $2,463,327

$ 64,823 $ 32,2n $ 97,1 l3 $ 16,619 $ 1s,852 $ 3,200 i 132,784

$ il,621 $ 28,485 $ 93,106 $ 1s,353 $ 3,332 $ s03 $ rr2,294

$ 450,697

236,33t

3,804

$ 690,832

$ 43,884

$ 703,s97

$ 38,s96

I 42,137

$ 5 r 9,281

r43,382

1o,732

$ 969,978

379,713

14,536

$4t3,O72

19,545

3,106

$380,279

165,408

t42

$r,763,329

56,4,666

$673,395 $r,364,227 $43s,723 {546,229

!98,r84)

s(18,184) $2,327,995

$ 83,320 $ 127,204 i 44,469 $ 3s,05s s 206,728

$545,804 $1,249,,01 1271,3s7 $292,976 $ (6,962) $r,806,772

$ 24,rr7 i 62,713 $ I1,873 $ 16,589 $ r,527 $ 92,702

$ 29,128 I 7t,26s $ 9,394 $ 16,133 i 1,822 $ 98,614

$ sl7,s33

219,0,61

9,592

$479,r92

l 53,892

8,107

$ 996,725

372,953

t7,699

$35 r,574

8,039

3,894

$427,O47

159,8 r 3

2,480

$r,77s,346

540,805

$ 746,186 $641,19r $1,387,377 $363,507 $s89,340

!94,0?3)

$(24,o73) $2,316,1 sl

$ 179,913 $ 54,s50 $ 234,463 f 30,775 $ (3s,8oo) $ 229,438

$ 704,531

$ 24,380

$575,692 st,280,223 $190,516 $442,2rO $ (588) $1,912,361

$ 14,212 $ 38,592 $ 8,ss9

$ 8,040

$ 14,807 $ 90 $ 62,048

$ 49,643

I i6a-37 Baker H ughes I ncrr poraud

$ 34,041 $ 83,684 $ 22,26r $ 254 $ 114,239



(ln thousonds oJdollan)

Operations by Geographic Area:
t990
Revenues from unaffiliated customers:

Sales

Services and nentals

Transfer between geographic areas

Total revenues

Operating income

Identiftable assets

Export sales of U.S companies

,9 89
Revenues from unaffiliated customers:

Sales

Services and rentals

Transfer between geographic areas

Total revenues

Operatlng income

ldentifiable assets

Export sales of U.S companies

t988
Revenues from unaffiliated customers:

Sales

Services and rentals

Transfer between geographic areas

Total revenues

Operating income (oss)

Identiftable assets

Export sales of U.S, companies

$r,470,755 $361,O34 $528,r l6 $420,059

$ 66,261 $ 57,901 $ 83,707 $ 81,057

9t,564,022 $27r,462 $s20,702

United

States

$ 980,374

368,080

122,30r

Wqtem Hemisphere

Orter

$269,819

76,284

14,931

Europ

$3 l 3,866

190,755

23,495

Eastern Hemisphere

$295,334

t r9,7 45

4,980 $(16s,707)

$(16s,707)

$ l,859,393

754,864

$2,614,257

$ 288,926

$2,463,327

$ 219,502

it,763,329

sil,666

Aher Elimimtions Total

$2 53,540 $(146,3ee)

$ 899,694

274,069

98,252

$296,8ss

75,027

3,767

$29 1,1 82

124,701

3,237

$ l 30,631

$275,s98

90,869

7,069

$ 68,881 $ 19,990

$(l 12,325)

it,272,Or5 $375,649 $419,120 $373,536 $(l r2,325) $2,327,995

$ 40,3s7 $ 37,443 $ 65,735 $ 63,193 i 206,728

$r,24r,78t s244,297 $284,376 $ l 73,258 $(l 36,e40) $t,806,772

$ 64,227 s 15,924 $ 95,617 $ 175,768

$ 954,939

306,87s

91,903

$3 l 3,169

80,806

18,984

$27r,279

81,876

l 5,268

$235,959

7t,248

t2,7 to

$r,775,346

540,805

$(l 38,865)

$ r,353,7 1 7 $4r2,959 $368,423 $319,91 7 $(l 38,865) $2,316,1 sr

$ r93,390 $ (5,606) $ 27,894 $ 13,760 $ 229,438

$r,w2,423 $392,217 $306,261 $22 l,788 $(r0o,328) $ l,912,36r

$ 4s,49s $ 34,795 $ 99,131 $ r79,42t



lN7t" s To Consof i dated Financial Statements (continued)

Intersegment sales and transfers between geographic areas are priced at the estimated fair value of the

products or services negotiated between the selling and receiving units. Operating income (oss) is

total revenues less costs and expenses (including unusual charges (credits)-net) but before deduction

of general coryorate expenses and net interest totalling $ lo8,9lI,OOO, $89,I4O,OOO and $98,812,OOO

in 199O, 1989 and 1988, respectively. Identiftable assets are those assets that are used by the Com-

pany's operations in each industry segment or are identified with the Company's operations in each

geographic area. Corporate assets consist principally of cash, assets held for disposal, investments and

notes receivable which arnount to $320,617,OOO, $259,148,OOO and $205,165,000 at September 30,

1990, 1989 and 1988, respectively.

Note lO Employee BeneJit Plans:

The Company has several noncontributory deftned benefit pension plans covering various domestic

and foreign employees. Pension expense for these plans was $l,23l,OOO, $l,l5O,OOO and $3,OOO,OOO

for 199O, 1989 and 1988, respectively. Generally, the Company makes annual contributions to the

plans in arn arnount necessary to meet minimum governmental funding requirements. Effective

October I, 1989, the Company adopted Statement of Financial Accounting Standards No. 8Z
"Employers' Accounting for Pensions" for its foreign deftned benefit plans. The effect of this change

on pension expense was not significant. During 1988 the Company settled and curtailed certain
defined benefit pension plans resulting in a gain of $6,00O,0OO.

The net pension expense for 1990, 1989 and 1988 included the following components (in thousands):

t990 t989 t988

Service cost-beneftts earned during the period

Interest cost on projected benefit obligation

Actual return on assets

Net amortization and deferral

Net pension expense

Discount rate

Rates ofincrease in compensation levels

Expected long-term rate ofretum on assets

Ba ke r H ughes lncorpo rated

$2,978

4,980

(4,8ss)

(1,868)

$ s44

r,682

(1,1 76)

loo

$ l,435

3,s88

455

(2,478)

$ 1,231 $ 1,1 50 $3,000

The weighted average assumptions used in the accounting for the deffned benefit plans were:

1990

9.0%

6.096

9.0%

t989

9.5%

5.0%

9.096

t988

9.5%

5.0%

9.0%

r 38c39



The following table sets forth the funded status and amounts recognized in the Company's consoli-

dated statements of financial position at September 30, l99O and 1989 (in thousands):

September jQ 1990 1989

Over- Under- Ow- Under-

.funded Junded finded Junded

Actuorial present volue o;f benejt obligotiom: Plans Plons Plons Plons

Vested benefit obligation

Accumulated benefit obligation

Projected beneft t obligation

Plan assets at fair value

Proiected beneftt obligation (in excess of) less than plan assets

Unrecognized prior service cost

Unrecognized net Gain) loss

Unrecognized net (asset) liability at transition

Prepaid pension cost (pension liability)

$32,6s9 $ 16,964 $4,554

$32,688 $ 18,063 $4,s94

$40,s70

67,868

$27,209

7,485

$4,8s7

7,085

$ 7,583

$ 7,648

$ l 1,986

4,990

27,298

314

(2o,09e)

(r9,724)

l6l
1,860

2,545

2,228

l09

(2,104)

(22e)

(6,ee6)

135

827

I

$ 7,513 $(l 5, l s8) 4 $(6,033)

Pension plan assets are primarily mortgages, private placements, bonds and common stocks.

Additionally, virtually all employees not covered under one of the Company's pension plans are eligi-

ble to participate in the Company sponsored Thrift Plan. The Thrift Plan allows eligible employees to

elect to contribute frort2o/o to lOyo of their salaries to.rn investment tnrst. Employee contributions

are matched by the Company at the rate of $.5O per $ l.OO up to 60lo of the employeds salary In addi-

tion, the Company contributes for all eligible employees between 2o/o and 57o of their salary depend-

ing on the employee's age as of January I each year. Company contributions become fully vested to

the employee after five years of employment. Supplemental employee contributions are allowed. The

Company's contributions to defined contribution plans including the Thrift Plan amounted to

$ lZ9o2,ooo, $ 16,080,00O and $ 14,746,OOO in 1990, 1989 and 1988, respectively.

The Company also provides certain health care (primarily in the U.S.) and life insurance beneffts for
retired ernployees. Substantially all employees may becorne eligible for these benefits if they reach

normal retirernent age while working for the Company. Costs related to beneffts provided for retired

employees are expensed as incurred, and for 1990, 1989 and 1988 totalled $9,458,OOO, $6,675,000
and $4,585,0O0, respectively.

The issuance of a final statement on "Employers'Accounting for Postretirement Benefits Other Than

Pensions" by the Financial Accounting Standards Board is expected in December 199O. The statement

$



fNot"s To Conso Iidateil Finonciol S tatements (continuei!)

will require accrual basis accounting for such benefits as opposed to the Company's current method

of cash basis accounting. In anticipation of such issuance, the Company has had a preliminary

actuarial valuation performed to esttunate its liability under the statement. Although the Company

has not had arnple time to study the valuation in detail, the valuation indicates an accumulated post-

retirement benefit obligation at September 30, l99O of approximately $ I8O,OOO,OOO. The Company

has begrrn the process of reviewing alternatives with respect to retiree health care benefits in an efflort

to reduce this liability prior to the required implementation of the new statement which the Company

believes to be in fiscal 1994.

Note ll Stoc&holder Rights Agteement ond Other Mattets:

In 1988, the Company adopted a Stockholder Rights Agreement to protect against coercive takeover

tactics. Pursuant to the agreement, the Company distributed to its stockholders one Right for each

outstanding share of cornmon stock. Each Right entitles the holder to purchase from the Company

.Ol of a share of the Series One Junior Participating Preferred Stock and, under certain circumstances,

securities of the Company or an acquiring entity at r/z market value. The Rights are exercisable only if
a person or group either acquire s 2Oo/o or rnore of the Cornpany's outstanding common stock or
makes a tender offer for 3Oo/o or more of the Company's common stock. The Rights may be redeemed

by the Company at a price of $.O3 per Right at any time prior to a person or group acquiring 2OVo or
more of the Company's common stock. The Rights will expire on March 23, 1998.

Supplemental statement of operations information is as follows (in thousands):

t990

$9r,462

38,885

J8,492

28,454

43,091

54,605

5,776

$60,410

39,O77

30,140

26,549

36,522

54,961

t7,442

1988

$66,655

41,965

26,065

29,782

t4,180

65,875

6,876

t989

Maintenance and repairs

Operating leases (generally transportation equipment and warehouse facilities)

Research and development

Thxes other than payroll and income tax

Income taxes paid

Interest paid

Net foreign exchange translation losses

l40q4l

Note 12 Litigation:

On October 26, 1990, a U.S. District Court jury in Midland, Texas awarded a judgment of
$ l24,OOO,OOO against the Company's former subsidiary BJ Services, in a lawsuit alleging overcharges

in services performed by BJ Services and a predecessor, Titan Services, Inc. The plaintiffs in the law-

suit were limited partnerships controlled by Parker & Parsley Petroleum Company of Midland, Texas.

At the time of the alleged overcharging by BJ Services, BJ Services was a partnership which was 72o/o

owned by the Company. The remaining interest in the partnership at that time was held by Dresser

Industries, Inc. Subsequently, this remaining interest was acquired by the Company. The Company

agreed, in connection with the initial public offering by BJ Services, to indemniS BJ Services for dam-

ages .rnd costs arising out of this litigation to the extent such damages and costs exceed the reserves

which BJ Services had established in its financial statements. The Cornpany has also agreed to indem-

nifi Bl Services against claims of this type arising out of periods prior to July 199O. No such other

claims have been asserted.

The Company believes that the jury award is grossly in excess of any actual damages, if any, and

intends to vigorously appeal the verdict. The Company is conducting this litigation on behalf of itself
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and BJ Services. The Company also believes that any ultfunat€ liability may be covered by insurance

and has claimed coverage from its insurance carriers, and the Company also has claims against other
parties which it may purcue. Management, after review and consultation with counsel, believes that
the ultimate outcome of this matter will not have a material advense effect on the Company's consoli-

dated ftnancial positlon.

Note 13 Commitments and Contingenciesr

In June 1988, the Company sold, with no signiftcant effect on the consolidated ftnancial statements,

87.59o of its 8O.196 common stock interest in V-G to Bain Venture Capital. At September 3O, l99O the

Company remains contingently liable for certain bank notes issued by V-G amounting to $ 12,759,OOO.

These bank notes may be reduced by payments by V-G or through the sale of certain assets of V-G and

its subsidiaries pledged to the banks. In addition, the Company is contingently liable for $5,838,OOO

of performance bond letters of credit made by the Company on behalf of V-G. The Company does not
expect the ultimat€ resolution of these contingencies to have a signiftcant effect on the Company's

consolidated ftnancial position or results of operatlons.

At September 3O 1990, the Company had long-term operating leases covering certain facilities and

equipment on which minimum annual rental commitments for each of the ftve years in the period

ending September 30, 1995 were $3O,2O9,OOO, $22,O58,OOO, $16,37l,000, $13,587,OOO and

$12,237,o0o., respectively, and $89,2OO,OOO in the aggregate thereafter. The Company has not entered

into any signiffcant capital leases.

Note 14 quarterly Data (Unaudited):

Summarized quarterly ftnancial data for the years ended September 3O, l99O and 1989 are shown in
the table below:

(ln thounnds otdollo4

except pr share amount)

FiscaI Year l99O:r
Revenues

Gross Profttir

Income before lncome tax

Net income

Net income per share

Dividends per share

FiscolYear 1989:*
Revenues

Gross Prolltr*

Income before income tax and o<traordtnary it€m

Income before extraordlnary ltem

Extraordinary item

Net income

Earnings per share amount!:

Income before extraordinary ltem

Extraordinary item

Net income

Dtvidends per share

.t2

.01

.13

.l l5

.t2

(.01)

.l I

I r5

.t2

.01

.t3

.l l5

@omr

Js78,908

96,846

34,81I

25,412

.20

.l l5

$566,291

88,89s

23,43t

I 5,560

1,803

t7,363

Seand

@arer

$600,879

102,2 l0
38,51l

30,303

.23

.l l5

$568,554

86,785

23,7t9

t5,770

(1,048)

t4,722

$71 l,634

l3l,824

45,990

37,970

.28

.l l5

Third

@arter

$s88,953

94,O20

25,646

t5,746

967

16,713

tuurt

Qgorter

i722,836

144,896

@,703

48,492

.35

.l l5

$604,t97

l 13,553

44,792

35,675

550

36,225

.28

.01

.29

u5

i2,6t4,2s7

47t,776

180,015

t42,t77

t.06

.46

$2,327.W5

383,253

l I 7,588

82,75t

2,272

85,O23

Fiwltkar

Totol

Fitst

.u

.o2

.66

.46

r.See Notes l, jandBJor\formationregordingchongeinmethdoJawuntingjorinomeuxe$unusualchorges(clr.dit,)-netandextroordinaryium.

'r&eprennts rc,,enues les @ cost oJsoles, *nires ond r*uk and (i) marheting andjeld senice expense.



fmorogement's Discussion a nd Analysis of

Financial Condition and flesults oJ Operations

Cash on hand

Net proceeds from sale of common stock

Bank borrowings

t 42 a43

Fiscal l99O Compared to Fiscal 1989

Acquisitions and Dispositions. On April ll, 199O, the Company acquired Eastman Christensen

Company ("ECC") from Norton Company. The Company paid Norton Company $561.5 million in
cash and issued warrants entitling Norton Company to purchase up to eight million shares of the

Company's common stock at a purchase price of $36.75 per share. The warrants will expire on

March 31, 1995. The Company financed the acquisition from several sources as follows:

(ln millions)

$ 6s.6

264.4

2f1.5

$s6l.s

In February 1990, the Company completed a public offering of IO,35O,OOO shares of its common

stock at a price of $26.375 per share. The entire proceeds, net of offbring costs, were applied to the

acquisition price. Bank borrowings of $231.5 million were financed from revolving credit agreements.

The total cost, including acquisition costs and valuation of the common stock warrants, was

$602.3 million.

ECC is the worldwide leader in horizontal and directional drilling systems and is also a leading manu-

facturer of diamond drill bits. The addition of ECC to the Company's oilfield service operations

enhances its ability to assist in optimizing the drilling process and reducing the costs of finding and

developing oil and gas. The Company believes it is well positioned to capitalize on the high growth
markets of directional and horizontal drilling as well as integrated performance drilling services.

As a result of the ECC acquisition, the Department of Justice required the Company to divest its exist-

ing diamond bit business. This sale, which generated proceeds of $ 14 million in cash, was consum-

mated in June 199O. The sale did not have a significant impact on the Company's consolidated

financial position or results of operations.

In May 199O, the Company purchased the Instruments Group ("Instruments") from Tracor Holdings,

Inc. The purchase price of $93,7OO,OOO was funded entirely from the issuance of commercial paper

and bank borrowings. Instruments designs, develops, manufactures and markets a broad range of
analytical and other instruments for laboratory medical and worldwide industrial markets.

On June l, 1990, BJ Services Company ("BJ Services"), formerly a wholly owned subsidiary of the

Company, ffled a Registration Staternent with the Securities and Exchange Commission to register its

common stock for sale to the public. The offering was consummated on July 27, 1990. The net pro-

ceeds of the offering ($173,797,OOO), together with $25,OOO,OOO of borrowed funds, were distributed

to the Company. As a result of the disposition, the Company recognized a gain of $65.7 million in the

quarter ended September 3O 199O. Subsequent to the initial public offering, the Company owns

approximately 29o/o of BJ Services. BJ Services is in the pressure pumping business with revenues of
approxirnately $286,212,OOO for the ten months ended July 31, 1990.

On August 3, 1990, the Company entered into a definitive agreement to sell the assets of the TOTCO

division of Exlog, Inc., a subsidiary of the Company, to Varco International, Inc. ("Varco"). Under the

terms of the agreement, Varco will issue to the Company shares of Varco cornmon stock having a mar-

ket value of $2O,OOO,OOO and will pay the Company $2O,OOO,OOO in cash. The TUTCO division manu-

factures, sells and rents a variety of instrumentation and analytical equipment utilized on drilling
rigs and certain other oilffeld and industrial applications. The sale is expected to be consummated
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in the first quarter of fiscal l99l and is contingent upon the approval of certain U.S. government
regulatory agencies and Varco shareholders. The Company expects to recognize a gain when the sale

is consummated. For the year ended September 30, 199O, the TOrcO division had revenues of
approximately $28.a milion.

On October 17, 199o., the Company announced that it is seeking to sell its Baker Hughes Tirbular
Services Inc. subsidiary. The Company is hoping to complete this sale during the second quarter of
fiscal l99l if an adequate offer is received. For the year ended September 30, 1990, this subsidiary
had revenues of approximately $ lO8 million.

On October 18, 1990, the Company acquired Chemlink, Inc. ("Chemlink"), a privately held oilfteld
and industrial chemicals cornpany for $ 136.1 million.

Revenues. Revenues in l99O totalled $2.61 biUion, representinga 12.3o/o increase from the $2.33 bil-
lion reported last year. Benefits derived from acquisitions and increased rnarket activity caused the
increase in revenues. The improvement in revenues was generated by all of the Company's oilfield
service oPerations as well as the Process Technologies group (formerly named the Process Equipment
grouP). Acquisitions added $242 million of revenues during l99O while the dispositions of the Mining
Equipment group in the fourth quarter of 1989 and the Pumping Services group in the fourth quarter
of l99O resulted in a decrease in revenues of $223 million from 1989. Excluding the impact of acqui-

sitions, revenues from the Drilling Equipment group improved $127.9 million or l8o/o over last year.

The increase is attributable to improved drilling activity as evidenced by a 5.60/o increase in the world-
wide active rig count from 1989 to 1990. The Production Tools groups revenues increased $83.1 mil-
lion as a result of strong demand for the group's workover and completion products and services as

U.S. drilling activity and the remedial and stimulation markets irnproved. The Process Technologies

group's revenues increased $ 143.8 million from last year as a result of acquisitions and improved mar-
ket activity. The acquisition of Bird Machine Company in June 1989 and Instruments in May l99O
provided $89.1 million of the improvement with the remaining increase being a result of the general

strength in the minerd, industrial continuous process industries and waste water treatrnent markets
which the group's businesses serve. The Company's foreign revenues accounted for 56.87o of revenues
in 1990, as compared to 57.lVo in 1989.

Operating Earnings. The Company's operating earnings (defined as earnings before income tax and

net unusual charges) increased $63.6 million to $ l8l.l million compared to 1989. The prior year's
results included low operating margins from the Mining Equipment group, which was sold in the last
quarter of 1989. The Company replaced the Mining Equipment group's revenues by completing sev-

eral acquisitions of businesses with higher operating margins. The Company's oilfteld service groups
also benefitted from a trend toward more complex offshore and gas drilling, which provides an oppor-
tunity to sell products and services with higher proftt margins.

Ilnusual charges-net. During the fourth quart€r of 1990, the Company recorded unusual charges

- net of $ l.l million. This amount includes a $65.7 million gain on disposirion of irs maiority owner-
ship of BJ Services. In addition, the Company charged $66.8 million ro operations ro recognize liabili-
ties for litigation and product liability clairns, certain geographic and product line restrucrurings,
settlernent of a common stock warrant and a writedown of net assets related to Iraq and Kuwait.

Interest. Net interest expense increased $ll.l million to $62.3 million, wp 22o/o from last year. The
increase is due primarily to the borrowings incurred in connection with the acquisition of businesses.

The increase in interest expense due to the additional debt is partially offset by the interest earned on
increased levels of cash and short-term investment balances during l99O as compared to 1989. The
increased levels ofcash and short-term investments resulted from the cash proceeds received from the
sale of the Mining Equipment group in July 1989, the proceeds received from the common stock
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offering in February l99O and the BJ Services disposition in July 199O. The Company used approxi-

mately $78 million of the proceeds received from the BJ Services disposition to pay down debt

incurred to acquire Instruments.

Income Taxes. Effective October l, 1990, the Company adopted Statement of Financial Accounting

Standards No. 96 ("SFAS No. 96"), "Accounting for Income Taxes". In accordance with SFAS No. 96,

the tax benefft resulting from the utilization of net operating loss C'NOL) carryforwards in ffscal

l99O of $2O916,OOO is included in the provision for income taxes. The effective tax rate for ffscal

l99O was 2l.Wo, as compared with29.60/o for fiscal 1989. In 1989, the Company recorded an extraor-

dinary itern of $2,272,OOO relating to the reduction of income taxes arising from carryforward of
prior years' U.S. operating losses. Had the reduction of income taxes arising from the carryforward of
prior years' U.S. operating losses not been afforded extraordinary item treatment, the effective tax rate

would have been 27.7o/o for 1989. The reduction in the comparable effective tax rate frorn 27.7o/o a
21.O96 is due to a shift in the Company's profitability from foreign locations to the United States

where, due to NOL carryforwards, no taxes are currently provided.

General Outlook. The acquisition of ECC has significantly enhanced the Company's position in

directional and horizontal integrated drilling systems, which currently generate attractive oPerating

margins. The Company believes that the utilization of horizontal and directional drilling techniques

will continue to increase significantly in the future, which is expected to result in a positive imPact

to the Company's results.

The Company believes the acquisition of Instruments provides a strong addition to the instrumenta-

tion segment of its Process Technologies group. Instruments provides technical, product and market

strengths in analytical instrumentation and broadens the Company's high return Process instrumenta-

tion business with unique capabilities in imaging software and detectors. Instruments' technologr

also adds to the Company's high growth environmental market, and offiers some unique synergistic

opportunities to Baker Hughes'process and oilfield oPerations.

Iraq's recent invasion of Kuwait and the resulting government actions by the United States and certain

other councries blocking property of and prohibiting tr.rnsactions with Iraq and Kuwait have created

uncertainty as to the Company's business activities in the region. For the year ended September 30,

199O, revenues from Iraq and Kuwait were approximately $ l4,OOO,OOO, accounting for approximately

.596 of the Company's total revenues for the period. The Company cannot predict whether such

recent events will have a significant adverse alfect on the Company's business activities or the Com-

pany's future results.

The Company believes it is well positioned to take advantage of the expected growth in its oilfteld

service markets. If the recent improvement in drilling activity, the favorable mix of offshore and gas

drilling and strength in the industries served by the Process Technologies group continues, the Com-

pany believes it will have opportunities for further improvement in revenues and profitability.

Capital Generation and Liquidity. At September 3O, 1989, the Company had $ I15.7 million of cash

and short-term investments. The increase from 1988 was due primarily to the cash proceeds of $ I l5
million generated from the sale of the Mining Equipment group in luly 1989 Partially offset by funds

used to retire debt. Also during 1989, the Company used funds to acquire Bird Machine Cornpany for

$47.5 million, Vetco Services for $37 million and EDECO Petroleum Services fior $ l2.l million. At
September 30, 1990, the Company had cash and short-term investments of $ 124.6 million, an

increase of $8.9 million from September 30, 1989. The net effect of cash provided from dispositions

and issuance of common stock and funds used for acquisitions accounts for this increase. In February

199O, the Company received $264.4 million of net proceeds from the issuance of IO,35OOOO shares

of common stock. These funds were held as short-term investments until the close of the ECC acquisi'
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tion on April I l, 1990. The acquisitions of ECC and Instruments increased bank borrowings by

$231.5 million and $93.7 million, respectively. In July 199O, the Company received $ 198.8 million in
cash from the sale of 7lo/o of its investrnent in BJ Services. In addition, the Cornpany used cash during
the year to purchase property and pay dividends.

Total debt outstanding at September 30, l99O was $640.2 rnillion, an increase of $ 195 million from
September 30, 1989. The primary reason for the increase was the $325.2 million of borrowings
related to the ECC and Instruments acquisitions. The debt to equity ratio at the end of l99O was .45O

remaining relatively stable in comparison to the debt to equity ratio of .444 at September 30, 1989.

The Company used approximately $78 million of the proceeds from the BJ Services disposition to pay

down debt and held the remaining funds in short-term investments. Subsequent to September 3O,

199O, the Company used a portion of the proceeds remaining from the BJ Services disposition and

borrowed $ 103.5 million to fund the Chemlink acquisition. This debt is being paid down with funds
from the Company's short-term investments as they mature.

The Company has committed bank credit lines aggregating 5562.4 million and $2O.O million of
uncommitted lines with commercial banks which begin to expire in Decernber l99O as well as $57.O

million of uncommitted short-term money market lines of credit. At September 3O, 199O, there were

$ 182.8 million of borrowings against these agreements.

The Company maintains a continuous process of evaluating acquisition and disposition candidates to
better increase stockholder value. Cash on hand and bank credit lines are available to provide funding
for potential acquisitions as well :rs to increase capital investment.

Capital expenditures were $ 132.8 million for l99O compared ta $92.7 million in 1989 and $62.0 mil-
lion in 1988. The ratio of capital expenditures to depreciation increased to 135.47o in l99O as com-
pared to 99.7Vo in 1989 and 6o.50lo in 1988. The increase in capital spending is in line with the
Company's goal of continuing to increase productivity and ensure that the necessary capacity to meet
market demands is available. The Company expects capital expenditures to be slightly in excess of
depreciation in fiscal year 1991. Funds provided from operations and outstanding lines ofcredit are

expected to be more than adequate to meet future capital expenditure requirements.

Working capital at September 30, l99O was $676.4 million, as compared to $620.0 million at

September 30, 1989. In the Company's opinion, the current ratio of approximately 2.O7 indicates an

acceptable level of liquidity.

fiscol 1989 Compared to Fiscal 1988

Revenues. Revenues in 1989 were $2.33 billion, a slight increase from 1988. The year-to-year change

in revenues was affected by the acquisition of several businesses during the year which added $74.5
million of revenues during 1989 as well as the disposition of the Mining Equiprnent group in the last

quarter of ftscal 1989 which resulted in a decrease in revenues of $34.9 million from 1988. Ex-
cluding the impact of acquisitions and dispositions in both 1988 and 1989, consolidated revenues have

remained stable at $2.3 billion, and revenues from the Company's three oil and gas related groups
decreased $ 54.1 million , or 3.lo/o. This decrease from the prior year results primarily from decreased

worldwide drilling activity as evidenced by the l5olo and l39o decreases in the U.S. and non-U.S. active
rig counts, respectively. Foreign revenues for the oil and gas related groups improved from 1988,

despite the reduced rig count, as a result of the weakened U.S. dolla4 market share irnprovements and
activity increases in certain oilfield markets. Excluding the impact of acquisitions, revenues from the
Company's Process Technologies group improved $47.O million from last year resulting from contin-
ued strength in the markets served by this group. The Process Technologies group provides products
and services to the mineral, industrial continuous process industries and waste water treatment mar-
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kets. Overall, the Company's foreign revenues accounted for 57.lVo of revenues in 1989, compared to
53.37o ofrevenues in 1988.

Operating Earnings. The Company's operating earnings (defined as earnings before income taxes,

net unusual credits and net pension gains) increased $4O.4 million to $ I17.6 million in 1989. This

significant irnprovement is attributable to improved quality of revenue, modest price increases in our
products and services, effective cost control ofoperating expenses and reduced net interest expense.

All of the Company's oilfield service operations experienced increased operating earnings reflecting

the impact of continuing cost containment and a better revenue mix.

Interest. For the year ended September 30, 1989, net interest expense decreased 16.60lo to $51.2 mil-

lion from $61.5 million in 1988. The decrease was primarily due to a decline in average debt out-
standing and an increase in the average level of cash and short-term investments on hand during the

year. Total debt outstanding at the end of fiscal 1989 was down 10.69o ta $445.2 million. Even though

three acquisitions took place in 1989 for an aggregate of $96.6 million, all the acquisitions were

funded entirely by cash on hand and borrowings on a short-term money market line which was retired
by September 3O, 1989.

Income Taxes. The effective tax rate decreased signiftcantly frorr, 54.5o/o in 1988 to 29.60/o in 1989.

The decrease is primarily attributable to unusual charges recorded in 1988 which related to foreign

tax iurisdictions where no tax benefit was available. During 1989 and 1988, the Company recorded

extraordinary items of $2.3 million and $43.9 million, respectively, relating to the reduction of
income taxes arising from the carryforward of prior years' U.S. operating loss.

StocA Prices by Quartet

The following table sets forth the quarterly high and low sales price per share of the Company's

common stock on the New York Stock Exchange Composite Thpe:

kker Hughes

Inorporated

Common Stuk

Quaner

lowEnded High

l2-3 l -88

3-3 l -89

G30-89

9-30-89

l 2-3 l -89

3-3 l-90

G30-90

9-30-90

$ r 4.2s

l 7.50

20.00

23.00

$27.63

28.75

29.75

34.75

$12.r3

13.63

16.63

18.50

$ 1e.88

2t.7 5

25.29

26.OO
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(In thourunds oJ dollars,

excePt per share amounts)

Summ aty ot
oPerations.'

Total revenues

Cost and expensesl

Cost and expenses applicable

to revenues

General and administrative

Interest expense - net

Minority interest in income

(loss) of subsidiaries

Pension gains-net

Unusual charges (credits)- net

Combination and divestiture

costs

Loss in Vetco Gray Inc.

Total costs and expenses

Income (oss) before income

taxes and extraordinary items

Income taxes

Income (oss) before

extraordinary items

Extraordinary items - net

Net income (oss)

Net income (loss) per share

Dividends per share of common

stock

Financial position:
Cash and short-term investments

Working capital

Total assets

Longterm debt

Stockholders' equity

t42,t77 82,75t

2,272

$ t42,177 $ 8s,023 $ t03,247 $ (254,822) $ (804,5e7)

1990 1989 I 988 t987 r985

$2,614,257 $2,327,995 $2,316,l 5l $ 1,923,598 $2,312,678

2, l 38,48 I

230,836

62,333

1,467

1,944,742

2l2,8ll
51,229

r,625

1,964,180

2@,522

6t,462

3,836

(6,000)

(47,475)

1,793,45t

197,t47

77,r6t

(6,6s7)

(76,7651

2,158,537

234,131

95,757

(68,e16)

t,t25 919,198

140,000

68,223 l1,670

2,434,242 2,2tO,407 2,r85,525 2,t92,520 3,3sO,377

180,015

37,838

r I 7,588

34,837

t30,626

71,235

(268,922\

(l4,loo)

(1,037,6ee)

(t44,494)

$ 1.06 .66$ .82 $ (z.zz) $ (7.00)$

59,391

43,856

(254,822) (8e3,205)

88,608

$ 43,863

$ 634,818

$2,511,054

$ 638,ss7

$r,072,t49

$ .+o $ .46

$ l 15,686

$ 620,017

s2,O6s,920

$ 417,04s

$ l,003,380

$ .46 $ .:g $ .64

$ 124,58s

$ 676,383

$2,783.944

$ 6l l;501

$r,424,285

$ 67,823

$ s92,134

$2,r17,526

$ 440,007

$ 961,488

$ I1,361

$ 500,7ss

$2, l 88,632

$ 4@,767

$ 91s,520

See Note 1 oJ Notes a Conmlidated Financial Sutemenujor the Company's change in is method oJ oeountingJor income toxes in 1990.

Bake r H ughes I ncorporoted
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Baker Hughes Drilling

Equipment

loel V Stafr, ?resident

Baker Hughes Production Tools

Mox L. Lukens, President

Baker Hughes Process

Technologies

Stephen T Haroow, President

Divisions Divisions Divisions

Baker Hughes MWD Inc.

Houston, Texas

k Potrick Herbert, President

Baker CAC

Houston, Texas

Chris K Monauni, President

Baker Hughes Pump Group

Edward deBoe r, P reide nt

Baker Hughes

Instrumentation Group

Donald L Babbitt, Preident

Baker Hughes Mining Tools

Grand Prairie, Gxas

John A. Alich, Jn, President

Baker Oil Tools

Houston, Texas

A. G. Avant, President

BGA International

Salt Lake City, Utah

Donald H. Blohm, President

Houston Atlas

Houston, Texas

Chrts L. Kmbell, President

Baker Hughes Tubular Services

Houston, Gxas

David L, Daniel, President

Baker Performance Chemicals

Houston, Texas

M. Glen Basvtt, Preident

Chas. S kwis &Company

St. Louis, Missouri

Williom llt. Stuan, Preident

NORAN Inc.

Middleton, Wisconsin

George C. Johnnn, Preident

Eastman Christensen

Houston, Texas

Tim J. Probert" President

Baker Sand Control

Houston, Texas

Jay P, Trahan, President

Wemco Pumps

Sacramentq California

James V Mangano, President

RamseyTechnologr, Inc

St. Paul, Minnesota

kwkl. Nbich, Praident

EXLOG, Inc.

Houston, Gxas

J. Will Honeybourne, President

Baker Service'Ibols

Houston, Texas

Edwin C. Howell, President

Baker Hughes Process

Equipment Group

Raymond H. Aldrich, President

TN Gchnologieq Inc.

Round Rock, Toras

Dr.John 8. Nelson, President

Hughes Tool Company

Houston,'Ibxas

Andrew J. Szescilo, President

Centrilift

Claremore, Oklahoma

Joseph F. Brady, President

Bird Machine Company

South Walpole, Massachusetts

Tim L Davis, President

Tremetricg Inc.

Austin, Texas

Graham G. MidglE, President

Milpark Drilling Fluids

Houston, Texas

John F. Lauletta, President

Develco

San Jose, California

Chris A. Snyder, President

EIMCO Process

Equipment Company

Salt Lake City, Utah

Dean J. Smith, President

Westronics

Fort Worth, Texas

Donald L. Clarkg President

Tri-State Oil Tools

Houston, Texas

Andrew B. Schmitt, President

Baker Hughes

Process Technologies Europe

Jomes E Furman, Preident
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OJJicers Board o_f Directors C o r p o r a t e I n.f o r m o t i o n

James D. Woods

Chairmon, President and

Chief Executive Olficer

Lester M. Alberthal, Jr.

Chairman, President ond

ChieJ Executive Ofiicer oJ

EDS (Electronics)

Kenneth L. Lay

Chairman and

ChieJ Executive Oficer oJ

Enron Corp.

(Diversfied Energr)

Transfer Agent and Registrar:

First Chicago Trust Compony

oJ New York, New York

Thomas W. Cason

Senior Vice President and

Chief Financiol Officer

Gordon M. Anderson*

Executive Vice President

ond ChieJ Operoting

Oficer oJ Sonto Fe

I n te rnotio nal (Oi I Se rvice)

John F. Maher

President ond ChieJ

Operating Olficer oJ'

Greot Western Financiol

Corporution

(Financial Services)

Stock Exchange Listings:

Ticker Symbol "BHl"

New York Stock Exchonge,

PocSc Stock Exchange,

Ihe Swiss Stock Exchanges
Stephen T. Harcrow

Senior Vice President ond

President oJ Baker Hughes

Process Technologies Jack S. Blanton

President oJ Eddy

Refining Companv

(Petroleum Products)

Independent Accountants

Deloitte &Touche

Houston, kxos
Max L. Lukens

Senior Vice President and

President oJ Baker Hughes

Production Tools

David D. Lybarger*

Petroleum Consultont Form l0-K:

A copy oJ the Compony's

Annual Report to the

Securities and Exchange

Commission (Form l0-K) is

ovoiloble by writing to:

Ronald G. Turner Vice

President, Baker H ughes

Incorporoted, P.O. Box

4740, Houston, Tbxas

77 2 t0-4740

Joel V. Staff

Seruor Vice President ond

President of Boker Hughes

Drilling Equipment

Richard M. Bressler

Choirmon oJ the Board,

El Paso Natural

Gos Companv

(Diversilied Energy)

Robert H. Quenon*

President ond Chie.f

Execurive Olficer oJ'

Peobodv Holding

Componu Inc.

(Coal Mining {Sales)

Isaac C. Kerridge, Jr.

Vile President

Harrv M. Conger

Choirman o-l the Boord ond

C hiel Executive OlJicer

ol Homesrake Mining

Companv (Precious Metals

Mining)

Donald C. Trauscht

Vice President-

Finonce ond Strotegr oJ

Bo rg-Wo rne r C o r po rat io n

(Diversil)ed Producrs

and Services)

Enc L. Mattson

Vice President ond Treasurer
Annual Meeting:

The Company's Annuol

Me e ti ng oJ Stockhol de rs

will be held ot 2 p.m.

onJonuorv 23, 1991 at

The Doubletree Hotel

ot Post Ook

2001 Post Oak Boulevard

Houston, Tbxas

Franklin Mvers

Vice Preside nt, Se<' retorv

<tnd Generol (ounsel

loe B. Foster

Choirmon ol the Boord ond

Chiel Executive Officer of

N ew-fi e I d Ex pl oro tio n Com po nv

(Oil &Gos)

James D. Woods*

Chairmon, President and

Chiel Executive Ollicer of'

Boker H ughes I ncorporated
Phrlltp A. Rice

Vi<e President. Humon

Rertlu rt-er

Ronald G. Turner

Vice President

*Nomrnce to be presented to

.1 n n uo l,liee ri ng ol Sto< kholde rs,

lunuor-t 2 3, l99l Baker Hughes Incorporated

Corporate Offf ce Location:

3900 Essex Lane

Houston, Texas 77027G. S. Finley

Controller

Corporate Offices

Mailing Address:

PO. Box 4740

H ousto n, Te xas 7 7 2 I 0-47 40

Telephone: (7 I 3) 439-8600
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