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Grief and shock — this
is how we will remember 1985.

Jean Riboud, after 34 years with the Company and
20 years at the helm, has left us too soon. We will
remember him for his long-term vision and sense of
detail, for his charisma and sense of modesty, for his
patience and sense of urgency. The Schlumbergers
and Jean Riboud have created and forged Schlum-
berger. What a challenge to follow them.

It was a difficult year for our businesses:

0 The oil industry, mainly in the United States and
the OPEC countries, went into disarray: oversupply,
expectation of an oil price decline, excessive debt
after restructuring, difficulty in securing financing,
uncertainty about taxation, all of this drastically
reduced the activity in the United States and in the
Middle East and created turbulence throughout the
rest of the world.

0 The semiconductor industry went through its
worst recession since its origin.

0 The other industries, in the United States, in
Europe, in Japan, were waiting for a clear signal that
the world was finally getting out of inflation and
away from austerity, that the banks would hold, that
protectionism would not ruin their investment plans.

Earnings of the Company for the past year were
$862 million, down 27%, and for the first time since
1980, below the one billion dollar mark. Further-
more, we decided to reduce the value of Fairchild in
the Company books to reflect current conditions.
This caused an exceptional charge to earnings of $511
million, reducing 1985 net income to $351 million.

Crises have their value: they force us to concen-
trate on the essentials, to reconsider every option.

What are our businesses?

o First, we are an ozlfield services company, bringing
technology to the oil industry anywhere, anytime.

enever [ am among the Schlumberger people in
the oilfield, in China, in the North Sea, in Alaska, I
see the team at work and it works extremely well. It
is lean, conscious of its quality, eager to serve the
client, and fighting for margins.

But we want more: Schlumberger has to emerge
from the present crisis, stronger, better and not
stunted. The key to this lies with the research and
engineering centers. Despite the oil recession, we
have spent at a record level for research and engi-
neering, in dollars and as a percentage of revenue.
We have the financial means to continue but we will
demand results. New tools in Wireline logging, test-
ing, pumping and drilling will place us in a unique
position to fight the present recession and to take
full advantage of the recovery.

Our goal in the oilfields is to be the best, not only
in the Wireline but also in the other services. We
shall continue recruiting from all countries, placing
priority on continuous training, giving full re-
sponsibility through decentralization to the field or-
ganization, appraising people on results and on
human qualities. In addition to our present oilfield
businesses, Wireline, Flopetrol Johnston, Dowell
Schlumberger, Sedco Forex, and Anadrill, we are
starting our own surface seismic activity oriented
toward reservoir description.




0 Schlumberger is also an electronics company.

Having access from within to the world of semi-
conductors, measurement technology, graphics and
software helps our oilfield sector stay ahead. But it
does not justify losses.

People tend to forget that more than half of our
electronics activities, which we call Measurement &
Control, are solid, profitable and growing. It took
perseverance, faith and conviction to reach this
result. Today, we are ready to expand in the interna-
tional markets through leadership in electricity,
water and gas management, electronic payments,
transducers, instruments, bringing technology to the
utilities, to the aerospace industry, to the banking
community...

Fairchild Semiconductor has turned one corner:
reaching stability and improving manufacturing
efficiency. We are moving aggressively toward new
products designed for specific applications or for
individual customer needs. The first signs of a
change in client attitude are apparent. But Fairchild
has a second corner to turn, to make money.

Computer Aided Systems represents a unique
attempt to bring together four companies helping
industry to build paperless factories: Applicon in
CAD-CAM, Benson in computer graphics, Sentry in
electronic component testing, Factron in electronic
subassembly testing. We made progress in organiz-
ing each company; we now have to link them into a
coherent group.

Our goal for electronics is to make it profitable. It
means quality, professionalism and selectivity. We
shall continue to move away from the intense com-
petition of low technology products and toward the
more difficult but also more rewarding service of
helping the engineering departments, from design
through manufacturing.

Are we at the bottom?

Even if the price of oil does fluctuate widely in the
coming months, we have now entered a period of
lower prices. This should help most countries revive
their economies.

Demand for energy will grow again; oil and gas
will supply most of the increase. Slowly but certainly,
oversupply will disappear and the Nineties could be
similar to the Seventies and the Fifties, even more so
if the oil industry stops looking for new oil.

A stronger economy means also a better environ-
ment for the electronics part of Schlumberger. Meas-
urement & Control is already benefiting from
increased orders and a higher value of the European
currencies. Orders are coming back at Fairchild and
at Applicon.

Nothing worthwhile is easy and we are fighting.
But we are in the right business, bringing technology
to industry — we have the best people, we have the
imagination, the courage and the patience.

February 19, 1986

T

Michel Vaillaud
Chairman & Chief Executive Officer




SCHLUMBERGER

IN BRIEF 1985 1984 1983

Revenue $6,557,087,000 $6,370,442,000  $5,797,459,000
Net income $ 351,036,000" $1,182,073,000 $1,084,299,000
Net income per share $1.177 $4.10 $3.73
Dividends declared per share $1.20 $1.12 $1.00

*Net income for 1985 includes nonrecurring charges of $511 million ($1.71 per share). Excluding these charges, net income is $862 million ($2.88 per share).




JEAN RIBOUD
A TRIBUTE

ean Riboud, Chairman and Chief Executive Officer of

Schlumberger for the past 20 years, died on October 20
at the age of 65 after a long illness.

The son of a banker from Lyon in France, he joined
the Resistance during World War II, was captured and
sent to Buchenwald. This experience helped shape a
lifelong conviction. Riboud once said that “in the pres-
ence of death there are the ones who fight and the ones
who give up.” He fought to the end.

After the war, Riboud came to New York as an invest-
ment banker. He was a skilled financier, but it was his
personal qualities that caught the eye of Marcel Schlum-
berger, one of the two brothers who founded the com-
pany. Marcel offered the young man an undefined posi-
tion with Schlumberger.

It did not surprise Marcel that Riboud accepted, for
he sensed in the young Frenchman his own qualities...
seeking a cause bigger than self, marrying personal be-
liefs with a professional career.

In May 1951, Riboud became Marcel Schlumberger’s
assistant. He watched and learned as Marcel, a rigorous
taskmaster, asked penetrating questions or listened
patiently to associates. At a celebration of the fiftieth
anniversary of Schlumberger’s first log, Riboud declared,
“I should say that the most important thing I learned
from Marcel Schlumberger was to have an independent
mind — to think for oneself, to analyze by oneself, not to
follow fashions, not to think like everyone else, not to
seek honor or decorations, not to become part of the
establishment.”

In 1965, Jean Riboud became President and Chief
Executive Officer. Over the next two decades, Riboud
compiled an enviable record. In that time, Schlumberger
revenue grew 20 times, net income multiplied 44 times,
and the value of a share of Schlumberger stock was 35
times larger.

For Riboud, Schlumberger was a marriage of private
and public belief. He did not compromise his convic-
tions, his vision, in 35 years: that Schlumberger came
first, that people mattered, that truth is the key to lead-
ership. He opposed establishments so he worried that

Schlumberger might become one. He was not a national-
ist, seeking to impose his vision on other nations. He saw
Schlumberger as a vehicle to assist Third World nations.
He was proud that one-third of its employees came from
the non-developed world, and since its birth in 1927,
Schlumberger had never become a one-nationality com-
pany. A great company, like a great nation, he thought,
manages to instill a sense of shared values, a common
culture that unites people. Riboud likened “the Schlum-
berger spirit,” as he called it, to a religion.

Riboud disliked complacency. He transferred execu-
tives whose bottom-line numbers were good when he
thought their jobs were becoming too comfortable. He
kept score in a different way Not satisfied that Schlum-
berger was the best, Riboud measured success against
another standard. “It’s easy to be the best,” he would say,
“that’s not enough. The goal is to strive for perfection.”

Unlike executives who are threatened by criticism,
Riboud welcomed people who, he said, don’t “float like a
cork”. Over the years Riboud managed to surround him-
self with talented, but sometimes difficult people. Rest-
less people who would challenge convention, freely speak
out and, above all, strive for perfection. Others focused
on details. Riboud had a vision for the company. His
support of research and development, his conserving of
cash for future opportunities, were but expressions of his
eye on the future, 5-10-20 years ahead. On September 11,
1985, when Riboud told the Board of Schlumberger he
wished for health reasons to step aside, he said, “You
must have the courage to face difficult decisions at the
right time.”

In the broadest sense of the word, Jean Riboud was a
humanist. He raised listening to an art form. His door
was always open. Employees felt free to express contrary
opinions, knowing that independence was rewarded. He
helped infuse Schlumberger with a sense of freedom, a
sense that everyone mattered.

These convictions will continue at Schlumberger.
What is gone is a giant who graced Schlumberger not just
with his vision and wisdom but with the force of his
character.







BUSINESS REVIEW

WIRELINE, SEISMIC & TESTING SERVICES

ireline, Seismic & Testing Services has

three principal activities: 0 Wireline Services: measurements of the physical properties
of underground rock formations. Instruments are lowered into a well on an armored
electrical cable called a “wireline”; measurements are transmitted to the surface where
they are recorded on magnetic tape and also plotted on a graph called a “log.” O Tes#-
ing Services: Flopetrol Johnston provides well testing, pressure measurements and
completion & workover services. O Sezswzic Services: Merlin offers marine seismic data

acquisition and processing services.

0O Schlumberger Doll Research located in Ridgefield, Connecticut.

Wireline Services

Wireline revenue in 1985 was down 4% compared with
the previous year.

NORTH AMERICA Revenue was 11% below the prior year.
Activity in the United States was adversely affected by
concerns over falling oil and gas prices caused by world-
wide overcapacity On land in the U.S., revenue was
down 15% as the average rig count dropped 20% to
1,775. At the beginning of 1985, the number of active
land rigs was 2,334, fell to a low of 1,670 in April and was
only 1,765 at year end, 24% below the level of the year
before. The decline in rig count is continuing into 1986,
and on February 10, the number of land rigs stood at
1,316, down 32% from the same date in 1985.

In Canada, however, activity increased as drilling for
gas remained strong and the average rig count was up
21%.

Offshore North America, the average number of rigs
was 226, down 7%.

ATLANTIC (Europe, Africa, Latin America) Revenue was
down 1% compared with the prior year. Reduced activity
in the United Kingdom, Mexico and Nigeria was com-
pensated by increases in Norway, Denmark, Trinidad,
Colombia and West Africa. A decline started during the
second half, with the fourth quarter 7% below the same
quarter of 1984.

ASIA (Middle East, Far East, Australasia) Revenue was
down 1% as declining activity in OPEC was offset by
strong gains in China, particularly offshore. Here again,
activity started declining at midyear, reaching a low in the
fourth quarter, 4% below the same quarter of 1984.

The engineering and manufacturing facility in Fuchi-
nobe near Tokyo was completed in March. The Fuchi-
nobe facility provides technical support for Wireline Asia
operations and works on engineering projects in optics,

cased hole services and multiwell interpretation.

Testing Services

Flopetrol Johnston revenue in 1985 was 6% above the
preceding year. In North America, revenue was up 8% as
increased testing services and shipments of testing equip-
ment to China more than offset price erosion elsewhere.
Outside North America, revenue was up 5%. Activity in
the North Sea, Africa and Latin America was up, while
the Middle East and Far East declined.

Flopetrol Johnston has marketed integrated testing
services which combine test design, wellsite operations,
data interpretation and, finally, a detailed report and
recommendation for the well completion. The success of
this program and the introduction of newly developed
tools have resulted in increased market share and an
appreciable increase in testing revenue in a declining
market.

Completion, maintenance and light workover services
revenue continued to decline mostly because of pressure
on prices.

Seismic Services

As a result of the growth in borehole seismology, a down-
hole logging service, the Wireline has become increas-
ingly involved in the reprocessing of surface seismic
surveys; a decision was made to establish a surface seis-
mic business within Schlumberger. In December 1985,
Merlin Profilers, Ltd., a British seismic data processing
company, was purchased as a core group for the new
business which will be developed internally. A team has
been assembled, based in London, to begin marine seis-
mic data acquisition in the North Sea.

Schlumberger Doll Research

An important advance in borehole seismic processing
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THE PEOPLE OF WIRELINE

Representatives of the Wireline borebole seismic services in
front of a downbole geophone tool in a laboratory at Clamart,
France are, from the left: David Mullen, Field Geophysicist,
Vincent de Montmollin, Tool Design Team Leader, Frangois
Jullien, Manufacturing, Leon Horowicz, Software Engineer,
André Erlich, Software Team Leader, Philip Christie, Borehole
Seismic Depariment Head, Michael Oristaglio, Theoretical
Seismic Researchey Ghislaine Palloix, Surface Instrumentation
Team Leader, Gilbert Galland, Technician, Gordon Ballantyne,
Field Engineer; Jean-Pierre Lippi, Technician.
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was made recently at Schlumberger Doll Research (SDR).
In borehole seismics, a logging tool records the down-
hole acoustical disturbance caused by explosions on the
surface. The new processing, an advanced “migration”
technique based on tomographic principles, has dramati-
cally improved the ability to reconstruct a picture of the
subsurface formations from borehole seismic data. The
method, which has been tested in North America, is

being prepared for general commercial release.

Ongoing geochemistry research at SDR is showing how
chemical data measured by nuclear spectrometry logging
tools can be given a firm mineralogical interpretation.
This research also may connect mineralogy with rock
properties such as grain size and possibly permeability.
These parameters are needed for making accurate
predictions of reservoir production.
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DRILLING & PUMPING SERVICES

rilling & Pumping Services has three

operating units: 0 Sedco Forex: contract drilling offshore and on land. 0 Anadrill: well-
site computer analysis of data acquired during drilling, including formation character-
istics, drilling efficiency and directional data. 0 Dowell Schlumberger (50% owned):

cementing and stimulation of oil wells.

0O Schlumberger Cambridge Research located in Cambridge, England.

Revenue of Drilling & Pumping Services was 49% higher
than the prior year. Excluding the revenue of SEDCO,
Inc., acquired in December 1984, and of Dowell Schlum-
berger in North America acquired in the second quarter
of 1984, revenue was 3% lower.

Oilfield activities strengthened slightly in the early part
of 1985, notably in Africa and Latin America. In the
second half, drilling and pumping services came under
pricing pressure due to lower activity, primarily in the
United States, together with continuing overcapacity
worldwide.

Research & engineering expenditures were $33 mil-
lion, up 24%. Schlumberger Cambridge Research occu-
pied new facilities in 1985.

Sedco Forex

On December 24, 1984, SEDCO, Inc. was merged into
Schlumberger. The operations of Forex Neptune and
SEDCO were combined in a new drilling division, Sedco
Forex.

Drilling activity in the U.S. declined 19%; outside of
North America it increased slightly mainly in Europe.
Day rates, on average, however, continued to deteriorate
throughout the year, reflecting industry overcapacity for
both land and offshore rigs. Sedco Forex activity off-
shore was flat compared to last year, but decreased 18%
on land. Average rig utilization was 81% offshore and
54% on land, representing a slight decline over the previ-
ous year but in line with the rest of the industry.

At year end, Sedco Forex owned 99 drilling rigs (54
offshore and 45 on land), of which 27 were idle, and also
operated 9 rigs owned by others. During the year, 15 rigs
were retired from service.

Anadrill

Anadrill continued to grow; mainly from increased mar-
ket share by Measurement While Drilling (MwD) and
expanded directional drilling operations. During 1985,
Anadrill acquired two small directional drilling compa-

nies: a company with operations in Europe, Africa and
the Middle East, and another active in the Gulf of
Mexico and West Africa. Later in the year, Anadrill took
over the North American drilling tool rental activity of
Flopetrol Johnston.

MWD revenue was 27% higher. Average active jobs
increased significantly throughout 1985, due mainly to an
80% improvement in downhole tool reliability resulting
from design changes. Field tests of second generation
MWD tools began towards the end of the year. By the end
of 1985, one-third of Anadrill’s surface logging jobs were
run with The Advisor,™ a surface data acquisition and
computing system, which is a premium service that
provides comprehensive wellsite data interpretation dur-
ing drilling operations.

Dowell Schlumberger (50% owned)

In North America, pumping services revenue declined
3%. Eroding prices resulting from overcapacity in the
pumping industry, coupled with reduced drilling activity,
affected most areas. The central United States, West
Texas and the Rockies were the hardest hit, while offshore
work in the Gulf of Mexico declined in the second half of
the year. However, hydraulic fracturing services in Alaska
and South Texas were up significantly, and Canada reve-
nue improved following the increase in drilling activity.

Outside North America, pumping services revenue
decreased 3%. Cementing and stimulation activity
improved as exploration and production drilling in
Africa and Latin America more than offset the decline in
the Middle East. A new offshore stimulation boat, Big-
Orange 21, began operations in the Gulf of Campeche
in Mexico.

New technology compensated for the continuing dete-
rioration of prices. In cementing: CemCADE™ a cement-
ing simulation computer program; GASBLOK™ a cement
system preventing gas channeling; PACR™ a wellsite data
recorder, were well received. In stimulation: POD
Blender,™ a programmable gel and sand mixer; YF600™
and YFGOIL™ two new fracturing fluids, also gained
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THE PEOPLE OF DOWELL SCHLUMBERGER

At Saint-Etienne (France), some of the DS cementing
services group with a new cementing m;c.% aﬂd pm‘mbfe auto-
matic cement reco '
Gm' Devaux,
Asia Cr)r?zpfer on M ar
Lcade:  front row,
Paul Buistne, Electric
Cementing Department Hec
ager North America and H erman Bmms meeu‘ E n Qfm’er
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customer acceptance.
Schlumberger Cambridge Research

In 1985, Schlumberger Cambridge Research (SCR) moved
into a new facility. This building houses a fluid flow loop
and a unique drilling test station together with laborato-
ries and offices. Research is conducted by five depart-
ments: Drilling Mechanics, Fluid Mechanics, Rock
Physics, Wellbore Physics and Mathematical Modeling.
During the year, SCR expanded and now has about 60

The research center has made progress analyzing drill-
ing processes through both physical measurements and
mathematical modeling. The results ultimately will bene-
fit clients through services offered by Sedco Forex and
Anadrill. One application now being applied combines
Anadrill's downhole measurements of torque and weight
on bit with surface measurements of drill rotation speed
and rate of penetration. This new service, called Mechan-
ical Efficiency Log™ measures the wear of the drilling bit
and now is being incorporated into Anadrill's Advisor

scientific staff members.

system.

DOWELL SCHLUMBERGER CEMENTING TECHNOLOGY

Cementing revenue of Dowell Schlumberger
(DS) was stable worldwide primarily due to
the continuing success of new cementing
technology developed over the recent years.

Cementing is a basic pumping service of-
fered by DS to the oil industry. In the course
of drilling a well, it is necessary to run one or
more strings of steel casing in the hole to
prevent it from collapsing. Cement is
injected in the space, called the annulus,
between the casing and the formation to
keep the casing in place and seal off forma-
tion fluids.

This cementing operation is an important
step in drilling and completing a well. The
quality of the cementing operation can affect
oil and gas production and, ultimately, the
amount of reserves recovered.

Engineering and manufacturing of
cementing equipment and products take
place both in Saint-Etienne, France and
Tulsa, Oklahoma. Development focuses on
the three phases of a cementing operation:
prejob design, execution at the wellsite and
postjob evaluation. To insure correct appli-
cation of new cementing technology in the
field, DS has stepped up recruiting and
training of graduate engineers throughout
the world.

Prejob Design

The mixture of cement and water — known
as slurry — must be custom designed for the
known downhole conditions of a particular
well: temperatures, pressures, formation
fluids and drilling mud. This is accom-
plished by adding chemicals to the slurry
and by adjusting its physical properties such
as density. In more than 60 DS field labora-
tories throughout the world, specially
trained technicians conduct a variety of tests
before reaching a final slurry design. These
tests determine: predicted setting time of the
slurry; optimum pumping rates for placing

PACR (portable automatic cement recorder)
is a rugged, on-site tnstrument for
monitoring and recording data during
cementing jobs.

the slurry in the annulus; potential water
loss from the slurry to the producing forma-
tion; and the final strength of the cement
around the casing. All tests are conducted
using samples of additives, cement and
water from the actual drilling site.

A patented cement system, developed
under the trade name GASBLOK, has gained
wide industry recognition. GASBLOK over-
comes a common problem in cementing
jobs, that of gas forcing its way through the
fresh cement, causing fluid flow paths. Gas-
BLOK is based on a synthetic latex which is
added to the slurry to prevent gas migration,

Prejob design also includes simulation of
the downhole slurry placement. A computer
simulation program, cemcapg, developed in
1985, predicts pumping rate, pressure, mud
displacement and return rate. Computers
are being installed throughout the field to
run CemCADE,

Job Execution

DS has made recent improvements in several
areas of job execution.

To improve the accuracy of the composi-
tion and the speed of mixing a slurry, DS has
developed and introduced a programmable
Liquid Additive System in conjunction with
a new continuous recirculating jet mixer, the
Slurry Chief™,

Also, Portable Automatic Cement
Recorders (pacr), combining sensors and
data acquisition systems, have been installed
on wellsite equipment to record pumping
parameters while a cementing operation is in
progress. The continuous monitoring and
recording of slurry density, pumping rate
and pressure insures that the operation con-
forms with design. More than 10,000
cementing jobs were recorded in 1985 with
the PACR.

Postjob Evaluation

Acoustic wireline techniques, such as
Schlumberger’s Cement Scan, are currently
the best means available for in situ evalua-
tion of cementing jobs.

Studies are in progress at Dowell Schlum-
berger to understand fully the relationship
between known hydraulic zone isolation and
acoustic cement bond measurements, to
improve log interpretation,

The comparison between prejob design
and its actual execution is also an important
source of information concerning cementing
service quality. This is accomplished by com-
paring the cemcapE simulator data with the
measurements recorded during the job with
the PACR. Such a comparison allows not only
a postjob evaluation, but is key to improving
the quality of subsequent jobs.

Postjob evaluation data bases also are
being developed so that local experience can
be applied to future jobs.
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MEASUREMENT & CONTROL

easurement & Control consists of six

operating units: O Electricity Management: electricity meters and equipment for elec-
tric power distribution; load and rate management systems; network protection sys-
tems and measuring transformers for electric power transmission. 0 Water and Gas:
water meters and distribution systems; gas meters and distribution systems. O Instru-
ments: magnetic tape recorders, data acquisition systems; electronic instruments for
industrial, laboratory and aerospace applications; radar simulation, training systems;
industrial data logging and telemetry systems; transducers. O Paymatec electronic
payment terminals, smart cards, card-operated public payphones, fuel dispensing
systems, parklng terminals. 0 Fasrchild Weston: data acquisition and recording;
signal processing and electronic countermeasures systems; control equipment for
nuclear power systems; miniature CCD cameras and high-performance reconnaissance
cameras. O Control, Valves & Technology: process control equipment; petroleum,

nuclear and industrial valves.

0 Schlumberger Montrouge Research located in Montrouge, near Paris.

Revenue of Measurement & Control gained 4%. In Eu-
rope, revenue increased 9%, when expressed in national
currencies.

Orders were up 4% in Europe, orders increased 10%
when expressed in national currencies.

Research & engineering expenditures were $65 mil-
lion, up 10%, and capital investment was $64 million, the
same level as a year ago.

Unless otherwise specified, comparisons given in this
presentation refer to U.S. dollars.

Electricity Management

Revenue of Electricity Management in Europe was up
5% when expressed in local currencies, owing mostly to
strong sales of measurement transformers, high-voltage
network protection equipment and remote disturbance
recorders, in spite of a slowdown in the world demand
for electricity.

The new Sangamo facility in Felixstowe, England
began production of solid-state electricity meters and
radio-teleswitch meters.

Residential meter sales in Europe were flat due to a
slump in housing starts, but increased elsewhere espe-
cially in Brazil and Indonesia, where a new plant in
Jakarta is manufacturing meters for Asian markets.

Revenue of Electricity Management in North America
was 4% ahead of the prior year. Sales of industrial meters
increased 27% in both the U.S. and Canada, reflecting

the pickup in industrial construction. Lower housing
starts, on the other hand, adversely affected residential
meter shipments.

Water and Gas

Overall revenue was up 7%. Excluding Sprague, ac-
quired in July, Water and Gas revenue increased 1%.

Sprague, the third largest producer of gas meters in
the United States, was acquired from Textron in July,
bringing additional annual sales of over $30 million and
opening up new markets for other Schlumberger gas
products. Excluding Sprague, revenue of gas distribution
products was flat.

Revenue of water meters and water distribution equip-
ment was up 3% as the new Flostar meter received good
customer acceptance.

Instruments

Instruments revenue grew 5% overall. Excluding
Statham, acquired in October, Instruments revenue was
up 2%.

Test and measurement equipment sales were 21%
higher as a number of Solartron Instruments product
lines gained market share.

In France, Enertec revenue from high-speed data
recorders for the aerospace industry increased 12%.

Sales of transducers were up 13% with growth in both
the aerospace and industrial markets. Sales of special

12
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THE PEOPLE OF PAYMATEC

These people, grouped around a smart card testing station at
Colombes (France), are associated with various parts of the
Paymatec electronic transactions business: from the left, front
row, Huynh Ai Linh, Chip Bonding Operator Smart Cards &
Systems, Francois Baubrand, R&D Technician, Smart Cards &
Systems, Bruno Paoli, R&D Engineer, Aster Boutillon; back row,
Dents Vasdeboncaeur, Field Service Manager, Aster Boutillon,
Piet Bongers, Manufacturing Manager, Koppens,

Michéle Martin, Quality Control Engineer Smart Cards &
Systems and Michel Abbervé, Parking Systems Sales.
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transducers for oil industry applications were flat.

The Statham division of Gould was acquired in Octo-
ber. Located in Oxnard, California, Statham is a leading
manufacturer of precision transducers for measuring
physical parameters like strain and pressure.

Revenue from training systems declined 39% as major
contracts were completed early in the year.

Paymatec

Paymatec posted a revenue gain of 17%. The largest
increases were in the smart card, public payphone and
parking terminal product lines. Revenue from automated
fuel dispensing systems for self-service gasoline stations
was flat. A second smart card manufacturing line started
up in December.

Fairchild Weston

Revenue was 13% above 1984 due to strong sales of data
systems, up 26%, particularly signal processing and
telemetry systems. Overall orders were up 7%, with
signal processing systems showing a 30% growth.

Control, Valves & Technology

Revenue was 4% down, but increased 6% when ex-
pressed in national currencies. Sales of valves dropped
13% due to continuing low levels of capital investment in

the nuclear and oil industries. Process control revenue
was 4% lower. Sales of the Modumat 800 digital control
systems and industrial sensors were significantly higher.

Schlumberger Montrouge Research

Significant progress has been made at Schlumberger
Montrouge Research (SMR) in applying optics to prob-
lems confronting the Measurement & Control compa-
nies. Several years ago, an SMR team developed an optics-
based measurement transformer for electrical networks.
Successful field tests of a current measuring prototype
were conducted by Electricité de France in 1985. An
industrial version that measures both voltage and current
is under construction. This same team is evaluating new
ideas for optical sensors for measuring pressures and
temperatures under a wide range of environmental
conditions.

Another team is working on a method for the non-
destructive examination of large objects, using sophis-
ticated nuclear detectors and imaging techniques. A
prototype unit is being built to test the concept.

Other current projects range from modeling the re-
sponse of vibrating element densitometers to the mathe-
matical description of magnetic heads for data tape
recorders.

R
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FAIRCHILD SEMICONDUCTOR

airchild Semiconductor includes five

main operating units: O Digztal: digital logic including FAST™ FACT™ and low-power
Schottky logic, and semicustom logic products. 0 Memory & High-Speed Logic: static
RAMs, PROMs, 100K ECL Logic, and programmable logic products. o Analog & Micro-
processor: power and small signal discrete, hybrids, linear, telecommunications, signal
processing, and microprocessor products. 0 Asa: marketmg, sales and manufacturmg
of various semiconductor products to local markets. 0 Europe: marketing, sales and

manufacturing of various semiconductor products to local markets.
0 Schlumberger Palo Alto Research-Fairchild located in Palo Alto, California.

Fairchild revenue declined 26% as the semiconductor
industry experienced its worst down-cycle in history.
Orders were 41% lower but, by year end, had started to
firm; fourth quarter revenue gained 3% over the third
quarter and the book-to-bill (orders to shipments) ratio
reached 0.86; in January 1986, it improved further to
1.05. In North America, a drop in commercial product
demand was partially offset by growth in the aerospace
and defense market. Fairchild divisions introduced
approximately 100 new products in 1985, including 30
utilizing the new two-micron CMOS process.

Research & engineering expenses were $80 million.

During the year, Fairchild reorganized several divi-
sions to improve efficiency. In addition, $511 million in
nonrecurring charges were recorded, including a write-
off of goodwill, provisions for the consolidation of cer-
tain manufacturing operations and disposal of certain
assets.
Digital
Digital revenue was down 31% and orders 42%. Reve-
nue of FAST commercial products was depressed due to a
sharp slowing of orders from computer manufacturers.
However, revenue from aerospace and defense FAST
products was up substantially Revenue of low-power
Schottky logic products was far below the peak levels of
the previous year due to reduced demand and severe
pricing pressures. The FACT (Fairchild Advanced cMOS
Technology) logic family, utilizing the new two-micron
cMOs technology, was introduced. FACT addresses the
need for low power consumption required in applica-
tions such as portable equipment without sacrificing cir-
cuit speed. Gate Array revenue came primarily from new

designs although some production orders were received
in the fourth quarter.

Memory & High-Speed Logic

Memory & High-Speed Logic revenue was down 29% in
1985, while orders were down 49%. Bipolar memory and
100k ECL logic revenues were depressed due to the
general slump in mainframe computers. High-perfor-
mance 64K CMOS SRAMs (64,000-bit static random access
memory) were produced in volume. Additionally new
ECL memory products and programmable logic arrays
were added to the product line.

Analog & Microprocessor

Analog & Microprocessor revenue was down 35% and
orders off 36%. In 1985, the high volume commodity
type semiconductors came under severe pricing pressure.
Several new power, telecommunications and computer
interface products were introduced. Demand for aero-
space and defense discrete and linear products held up
well, and orders from defense contractors for the 9450
microprocessor were strong. CLIPPER™, a new high-
performance 32-bit microprocessor, was introduced by
the Advanced Processor division.

Asia

Asia revenue was down 29% and orders down 37%. A
new design center was opened in Tokyo and more than 15
semicustom gate array designs were completed during
the year for Japanese customers. Ground was broken for

a CMOS wafer fabrication facility in Nagasaki, Japan. The
plant will make cMOS static memory and logic products.

Europe

Fairchild Europe revenue was off 5%. Shipments were
well ahead in the first half but then revenue fell off
sharply as European orders ended the year down 53%. A
new wafer fabrication facility is near completion in Was-
serburg, Germany; production will begin late in 1986.




BUSINESS REVIEW

THE PEOPLE OF FAIRCHILD

This group is part of the more than 250 Fairchild Gate Array
people worldwide. With the Cray supercomputer in Milpitas,
California are: Lanny Ross (foreground), Vice President and
General Manager of the Gate Array division, and, from the
left, Dr. Zoilo Tan, Staff Process Enginees, Jim Dorsey, CAD
Applications Engineer, Susan Wong, ECL/CMOS Support Group
Leader, Toshi Anderberg, Assembly Supervisor, Ravi Kunjitha-
padam, Senior Applications Engineer and Gina Kim, Design
Draftsman.
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Schlumberger Palo Alto Research-Fairchild

Research on semiconductor fabrication processes and
circuit designs are conducted by facilities in Palo Alto,
California, and Reading, England. Projects include the
development of next generation high speed/low power

BUSINESS REVIEW

ECL bipolar devices and sub-one-micron CMOS processes.
Also being developed, using CAD techniques, are inte-
grated circuits which incorporate intelligent functions for
the next generation of supercomputers, avionics, vision
and data communication systems.
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COMPUTER AIDED SYSTEMS

omputer Aided Systems consists of

five operating units: O Sentry: computer controlled systems for testing semicon-
ductors. O Factron: computer controlled systems for testing printed-circuit board
subassemblies. O Applicon: computer aided engineering, design and manufacturing
(CAE/CAD/CAM) systems for electronic and mechanical design. 0 Benson: graphics
products for use with computer systems. 0 Nzssec: the business unit in Japan respon-

sible for all CAS activities in Asia.

0 Schlumberger Palo Alto Research — cAs located in Palo Alto, California.

Computer Aided Systems (CAS) revenue was down 9%
and orders declined 18% compared to 1984. Demand for
cAS products declined in North America, but was above
the level of the prior year in both Europe and Asia.
Weakening demand from semiconductor and electronic
equipment manufacturers in North America impacted
revenue in all product lines.

During the year, Applicon and MDSI were merged into
one business unit called Applicon.

Research & engineering expenses were $78 million, up
6%, and capital expenditures were $35 million, down
16%.

Sentry

Revenue of Sentry was 11% lower and orders were down
42%. As a result of a severe recession, the semiconductor
industry substantially cut back capital spending, sharply
reducing demand for integrated circuit testers. The Sen-
try 50, a tester for very large-scale integrated circuits
(VLSI) was introduced. A new low-cost VLSI production
tester, Sentry 15, was marketed in Europe in the second
quarter and first orders were received by year end.

Factron

Revenue was 20% lower and orders were down 12%.
Revenue in Europe was up 12% and orders were 8%
lower. In North America, the market for in-circuit test
systems was depressed while functional testing is more in
demand. During 1985, the sales of the Series 700 func-
tional tester expanded substantially in the U.S. and
Europe.

Applicon

Revenue was 7% lower and orders were 3% below the
previous year. The new Applicon unit, which includes
former MDSI operations, provides broader and more

complete systems which can better integrate engineering,
design and manufacturing processes. The merger of
Applicon and MDSI sales and service had some short-term
impact on orders. However, orders recovered and were
at their highest level in the fourth quarter; backlog also
improved steadily throughout the second half and into
the early months of 1986. European revenue and orders
improved 22% and 12%, respectively.

Benson

Revenue was level with the previous year with improve-
ment in Europe offset by lower shipments in North
America. Orders were down 3%. Near year end, Benson
booked orders for a new high-speed single-pass color
electrostatic plotter.

Nissec

Nissec, a Japanese unit responsible for Asian CAS activi-
ties, was formed in the second quarter of 1985. Sales and
service of most product lines have begun. An office was
opened in the People’s Republic of China.

Schlumberger Palo Alto Research-cas

Schlumberger Palo Alto Research-cAs conducts basic
and applied research for the entire CAS group in com-
puter aided engineering, computer integrated manufac-
turing and automated test and repair. The three major
units cover artificial intelligence, measurement and sys-
tems science.

Principal efforts are being focused on the use of artifi-
cial intelligence in the engineering, design and manu-
facturing processes. The measurement and systems
science units are developing applications in the areas of
automatic test generation, automatic design and layout
generation for integrated circuits and printed-circuit

boards.
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THE PEOPLE OF APPLICON

Part of the Applicon team that has helped contribute to the
success of the BRAVO CAD/CAM system. Grouped around a

BRAVO workstation (in Billerica, Massachusetts) are (standing,
from the left): Chin Shiau, Principal Hardware Development
Engineer, Charlie Huseman, Senior Software Engineer, Mike Larj,
Test Technician, Gene DiCesare, Graphic System: Software
Engineer, David MacKinnon, Senior Planner-Service

Operations, leri Muskavitch, Manager of Product Test, and
seated are Deborah Pettee, Assembler and Walter Army,

Director of lechnical Operations.
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APPLICON/COMPUTER AIDED ENGINEERING & MANUFACTURING

Engineering, design and manufacturing are
basic tasks in developing and building prod-
ucts. For the last two decades, these jobs
have benefited from computer driven work-
stations that have given the engineer the
power to create, visualize, refine, and test
products on a computer screen. The result
has been unprecedented efficiency through-
out a product cycle.

Applicon, since 1969, has been one of the
pioneers in both hardware and software for
computer aided design and manufacturing
«cap/camy. Over 9,000 Applicon worksta-
tions have been installed.

First-generation CAD/CAM systems were
optimized for a specific task such as engi-
neering documentation, drafting or product
design. Then, in 1983, after several years’
development, Applicon introduced Bravo,
an integrated cap/cam system. For the first
time, each specialist — the engineer, drafts-
man, production planner, manufacturing
engineer — could share data created by the
others. The common database streamlined
the transition from design idea to factory
floor by providing an efficient flow of con-
sistent, accurate information at each step.

Capabilities for both electronic and
mechanical design are offered in BRAVO with
integrated database management.

These include electronic circuit design
simulation, routing of printed-circuit board
wiring as well as output for rce manufactur-
ing. Mechanical designs can be modeled in
two or three dimensions and then refined
with design analysis and simulation tech-
nigues. Drawing and dimensioning aids sim-

A solid model of a portion of a bicycle wheel
on the screen of a new BRAVO workstation.

plify drafting, and when a drawing is
modified, all related drawings are automati-
cally updated to reflect the change. Layout
of plants and facilities, and numerical con-
trol machine toolpath capabilities also are
available. Within the past two years, neatly
2,000 Bravo workstations have been sold.

In 1984, mpsi, another Schlumberger
company introduced EQINOX, a flexible and
easy to use CAD/CAM system that primarily
addressed manufacturing tasks such as pro-
cess planning, facilities layout, programming
of numerical control machine tools, and tool
design. The system was organized around
workstations interconnected in a network so
that a design engineer in an office and a

process planner on the production floor
could share data and communicate.

After Applicon and mpst were joined
under the Applicon name in mid-1985, the
EQINOX system was integrated into the BRavO
system.,

One Applicon customer, Flow Systems,
Kent, Washington, the world’s leading man-
ufacturer of waterjet cutting systems, uses
BRAVO workstations. Flow Systems designs
and manufactures work cells for waterjet
cutting. A work cell typically consists of
several hundred components.

The manager of engineering computer
systems for Flow Systems says, “We see our
cAD system as the centerpiece of our entire
design and manufacturing process, Now, a
three-dimensional model of our product is
created for use throughout the company for
drafting, design analysis, process planning,
tool design and nc programming. With
Applicon, only one database management
system takes us all the way from initial con-
cept to production”,

In 1985, the first cap/cam system for
mechanical design, engineering and manu-
facturing was installed in the People’s
Republic of China at Shanghai Jiao Tong
University. In addition, Applicon is estab-
lishing a cap/cam training center at the Uni-
versity in collaboration with the Shanghai
Research Institute of Tool and Die Technol-
0gy, to Lrain customers.

Also in 1985, a cap/cam technical support
center in Beijing was established to install
systems and provide technical assistance for
Applicon products sold in China.

20



BUILDING
FOR THE FUTURE

During his 20 years at the

head of Schlumberger, Jean Riboud gave personal
attention to the design of buildings, for he believed that
the quality of the working environment had significant
impact on the creativity and motivation of the people.

The following pages are a portfolio of a few examples of
Schlumberger places of business, some old, some new
and some renovated. These research and engineering
facilities, field service locations and manufacturing
plants were chosen from the 750 buildings our people
work in every day in some 115 countries.



WIRELINE BASE
IN OMAN

chlumberger field engineers

must be on call wherever oil is
found, even in remote and hostile
territories. Housing engineers
and their families in such circum-
stances can be a problem. One
solution is seen in the living com-
pound that Wireline built in 1984
in Fahud 400 km south of Muscat,
in the desert of Oman.

Fahud is the center of an iso-
lated but important oil producing
region. The compound provides
comfortable living quarters for up
to 13 field engineers and their
families as well as about 25 other
employees. On the 5-acre site,
each portacabin housing unit is ar-
ranged to overlook a small private
garden with flowers, running
water and greenery. Units are con-
nected by a network of natural
wood pergolas. Facilities include
a swimming pool and air-con-
ditioned rooms for activities rang-
ing from physical conditioning
to reading.

French architect Jean-Michel
Regnault designed the facility.
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Oman/A typical housing unit is surrounded by flowers and shaded paths.
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WIRELINE ASIA
ENGINEERING AND
MANUFACTURING
IN FUCHINOBE

Engineering and manufactur-
ing centers have been establish-
ed in each of the three major
Wireline units in North America,
Europe and Asia. Most recently
completed is a facility in Fuchi-
nobe, Japan, 25 km south of
Tokyo. As with similar organiza-
tions in the U.S. and Europe, the
Wireline Asia engineering and
manufacturing center works on
projects for the Wireline group
worldwide. Development work at
Fuchinobe lies principally in the
areas of optics, specialized cased
hole services and multiwell
interpretation.

The plant, with 12,000 m?2 of labo-
ratory and manufacturing space,
was completed on a 12-acre site in
1985. The 160 member staff, 90%
scientists and engineers, occupy
buildings which combine modu-
larity and flexibility. Reinforced
concrete and steel buildings have
striking white tile cladding on the
tower exteriors in a setting of gar -
dens and reflecting pools.

Among the special engineering fa-
cilities are a 300m deep test

well, a test station with a 10m
deep, 4m X 6m pit and a fully
computerized storage and distri-
bution system.

The Japanese architectural firm of
Yamashita developed the master
plan for the site.
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Fuchinobe/Wireline Asia engineering and manufacturing center
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MONTROUGE -
HOME FOR ELEVEN
COMPANIES

hen Schlumberger acquired

Compagnie des Compteurs
in 1970, it inherited a group of
old office-factory buildings, dating
to the twenties, on a 20-acre site
in Montrouge, just south of Paris.

In 1979, it was decided to
develop the site so that various
Schlumberger companies, then
scattered about Paris, could be
brought together. There was a
need to create a sense of belong-
ing to the larger corporate family,
to improve communications
and to encourage the exchange
of ideas.

Today, the Montrouge complex
houses 2,000 people and occupies
80,000 m* of buildings. Eleven
different Schlumberger compa-
nies from both the Oilfield
Services and Measurement, Con-
trol & Components groups
occupy the site.

Between 1980 and 1985, 16
phases of demolition, remodeling,
rebuilding and moving were
accomplished without interrupt-
ing normal business activities.
Today, the transformation is virtu-
ally complete. Building exteriors
have been unified by color. In the
center of landscaping and water,
stands an artificial hill known as
the Forum with a teflon tent roof.
This central area houses facilities
common to the whole site.

The master plan was designed,
developed and supervised by
Italian architect Renzo Piano.
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Montrouge/An administrative and manufacturing complex for eleven Schlumberger companies.
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SCHLUMBERGER
CAMBRIDGE RESEARCH

chlumberger Cambridge
Research (SCR) was founded
in 1981 to serve the Schlumberger
group of companies which pro-
vide drilling, testing and pumping
services to the oilfield.

The SCR group has begun to
produce results in analyzing drill-
ing processes, particularly in the
areas of drilling models, wellbore
mechanical instability and bit
vibrations and wear.

Early in 1985, the research staff
of about 60 moved into the offices
and laboratories on a 17-acre site
on the outskirts of Cambridge,
England. The 5,600 m? building
houses the Drilling Mechanics,
Wellbore Physics, Rock Physics,
Fluid Mechanics and Mathemati-
cal Modeling departments. The
concept is simple: a 24 m wide
central testing area, covered by a
roof of teflon-coated glass fiber,
separates the two research wings.
Test facilities include a unique
drilling simulator and a flow loop
in a 17 m high test station.

Other facilities include three
drilling pits up to 20 m deep, a
gantry crane and a full-scale
mud treatment plant in an out-
side compound.

Michael Hopkins, a British
architect, conceived the plan.
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Cambridge/Research center serves Schlumberger companies providing drilling, testing, at’;‘d—pwafpmg services..
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DOWELL
SCHLUMBERGER
FIELD LOCATION IN
VILLAHERMOSA,
MEXICO

owell Schlumberger has a '
large field location for oil- i
field pumping services in Villaher-
mosa about 400 kilometers
southeast of Mexico City. Villa-
hermosa, a city of 300,000, is in
the heart of a large oil producing
region. This area alone produces
more than two-million barrels of
oil per day from prolific reservoirs
throughout southern Mexico, both
offshore and on land. In the
1970s, a base was established in
Villahermosa to perform pumping
services for land drilling opera-
tions in the region. As oilfield ac-
tivity increased, plans were made
to establish a major field location.
Construction of the Villaher-
mosa location began in 1980 on
ten acres of land, and the last
building was finished in 1983.
Today; it is one of the largest
Dowell Schlumberger bases con-
sisting of offices, cementing and
stimulation laboratory, acid
and cement blending facilities,
warehouses to store chemicals
and shops for maintaining pump-
ing equipment and vehicles.
About 80 technical people work
in Villahermosa. Well cementing,
acidizing and fracturing services
are provided out of this location.
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Villahermosa/An aerial view of the Dowell Schlumberger base for pumping operations.
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NAGASAKI
SEMICONDUCTOR
PLANT

In 1984, Fairchild Semiconduc- [
tor completed an assemblyand F
test plant located in Nagasaki, | 15'
Japan. The plant gives Fairchild a H.,‘ .
foothold in the important Far =
Eastern semiconductor markets.
The 24-acre site is in the Isahaya
city industrial park on a hilltop
overlooking the bay. The integrat-
ed circuits assembled and tested
in the Nagasaki plant will be sold
throughout Asia. At present, digital
logic devices are in production.
The 5,200 m? single-story plant
is being expanded to include a
20,000 m? facility to fabricate
wafers with submicron dimension
integrated circuits. Such products
as gate arrays and static random-
access memories will be produced.
Japanese architectural firm Nik-
ken Sekkei designed the factory.

=

i
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Nagasaki/A Fairchild semiconductor plant in Japan.
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SCHLUMBERGER
DOLL RESEARCH
IN RIDGEFIELD

Research in wireline logging is
carried out by Schlumberger
Doll Research (SDR) 65 miles
north of New York City. The labo-
ratory was named for Henri G.
Doll, its founder and a prolific
inventor of wireline services.

The first offices and laborato-
ries for SDR were built in 1948 on
a 40-acre woodland site in Ridge-
field, Connecticut. Today, SDR has
a staff of 255 with 150 scientists
working on advanced technology:
to obtain a better understanding
of the complex subsurface rocks
and to devise new measurements
to evaluate their characteristics.
The seven departments are Geo-
acoustic, Electromagnetic, Ultra-
sonic, Interpretation, Nuclear,
Systems and Physical Sciences.

In 37 years, SDR has grown sub-
stantially, both through renova-
tion of existing facilities and new
construction, to a complex of
40 laboratories and 175 offices.
The site has evolved into an
ordered 11,000 m* grouping of
glass-walled multilevel buildings,
set in naturally landscaped
grounds on top of a hill. Addi-
tional laboratories are under
construction. Recent investments
include a Cray supercomputer
and satellite equipment linking
SDR with all other Wireline
engineering centers worldwide.

Philip Johnson and Howard
Barnstone were the principal
architects.
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Ridgefield/Research laboratory for wireline logging .
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Ridaefield/A typical office of a research scientist.
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RESULTS OF OPERATIONS Net income for 1985 was $351 $4,200
million as compared to $1.18 billion in 1984 and $1.08 billion in
1983. Net income per share was $1.17, $4.10 and $3.73 in 1985,
1984 and 1983, respectively Net income for 1985 included = |®#%
nonrecurring charges of $511 million or $1.71 per share. These
charges relate to the Fairchild Semiconductor division and $1.400
include the write-off of the balance of goodwill ($250 million). |
Excluding these unusual charges, net income for 1985 would :
have been $862 million, or $2.88 per share. The SEDCO acquisi- REVENUE ($ Millions)
tion reduced 1985 earnings per share by $0.33. The acquisition
of 50% of the Dowell business and assets in North America
had a minor effect on 1985 earnings but reduced 1984 earnings
per share by $0.10.

e OILFIELD SERVICES Oilfield Services operating revenue in-
creased 10% in 1985 as compared to a 6% increase in 1984 and
a 16% decrease in 1983. Excluding the acquisitions of SEDCO
and 50% of the Dowell business and assets in North America,
Qilfield Services revenue decreased 2% in 1985 and was flat in
1984.

Wireline & Testing Services revenue was down 3% after
increasing 3% in 1984 and decreasing 14% in 1983. Wireline
revenue in North America decreased 11% as revenue on land
in the United States declined 15%, reflecting a drop of 20% in
the average number of active land rigs. Wireline Atlantic (Eu-
rope, Africa, Latin America) revenue declined 1% as increases
in Africa and South America were offset by lower results in
Mexico and Europe. Wireline Asia (Middle East, Far East, $4.00
Australasia) revenue was also 1% lower than 1984 as higher
activity in China/Japan was offset by lower revenue in the
Middle East. Testing revenue (Flopetrol Johnston) was 6% $3.00
above last year due primarily to increased shipments of testing
equipment to China, the introduction of new tools and higher
activity outside North America.

Drilling & Pumping Services revenue, after adjusting for the
1984 acquisitions of SEDCO and 50% of the Dowell business $1.00
and assets in North America, decreased 3%, 15% and 21% in
1985, 1984 and 1983, respectively Excluding the effect of
SEDCO, revenue from contract drilling operations declined 6%
due to lower day rates and rig utilization. Dowell Schlum-
berger revenue was 3% below 1984. In North America, reve- $1500
nue decreased 3%; revenue outside North America also
was 3% lower; both declines were due to lower activity and
pricing pressures. Anadrill revenue was 7% higher than 1984
reflecting strong Measurement While Drilling (MWD) activity.

NET INCOME * {$ Millions)

$2.00

EARNINGS PER SHARE * {Dollars)

$1,200

* MEASUREMENT, CONTROL & COMPONENTS Measure-
ment, Control & Components operating revenue decreased
8% in 1985 as compared to increases of 11% and 2% in 1984
and 1983, respectively Increased revenue at Measurement &
Control only partially offset declines at Fairchild and Com- $300
puter Aided Systems.

Measurement & Control revenue was up 4% compared to - — —
flat results in 1984 and a 6% decline in 1983. In Europe, ﬁofbm}ﬁgmm ST (% ltions)
revenue increased 9% when expressed in national currencies. < :

Electricity Management revenue was flat as a 4% increase in
North America was offset by lower demand in Europe. Fair-

| 1976 | 1977 | 1978 | 1979 | 1980 [ 1981 | 1962 | 1983 | 1984 | 1985 |
*In 1985, includes $511 million ($1.71 per share) in nonrecurring charges.

38



1976 1 1977 T 1078 1 1970 T 1980 T 1981 T 1082 T 1983 T 1084 | 1985 |

=

RESEARCH & ENGINEERING (% Millions)

400

$300

$100

$2,500

FUNDS FROM OPERATIONS (§ Millions)

—_

DIVIDENDS DECLARED

($ Millions)

0%

20%

ik
”lllil'

= AVERAGE STOCKHOLDERS' EQUITY
RETURN ON EQUITY (%) *

($ Millions)

| 1876 | 1977 | 1978 | 1979 | 1980 | 1981 | 1982 | 1983 | 1984 | 1985 |

3400

$320

$160

$7,500

$6.000

$4,500

$3,000

$1,500

child Weston revenue increased 13% due to strong demand for
signal processing and telemetry systems. Revenue from other
activities was about equal to last year.

Fairchild revenue decreased 26% in 1985 after increasing
42% and 15% in 1984 and 1983, respectively All divisions
experienced significantly lower results due to depressed market
conditions in the semiconductor industry, although orders in
early 1986 were encouraging. To reduce costs, two U.S. plants
were closed and a consolidation of the remaining production
facilities was begun.

Revenue at Computer Aided Systems decreased 9% in 1985
compared to increases of 18% and 4% in 1984 and 1983,
respectively. At Sentry and Factron, revenue decreased 11%
and 20%, respectively, reflecting the downturn in the semicon-
ductor industry. Computer aided design and manufacturing
(Applicon) revenue was down 7% due to a worldwide decline
in demand for CAD/CAM systems. Computer aided graphics
(Benson) revenue was level with the previous year.

INTEREST INCOME Interest income was $444 million in
1985 as compared to $390 million and $298 million in 1984 and
1983, respectively. The 14% increase in 1985 compared to 1984
was due to increased funds available for investment, partially
offset by lower interest rates.

RESL’AR(IH & ENGINEERING Research & engineering
expenditures were $420 million, $27 million above 1984 and
$71 million higher than 1983. QOilfield Services expenditures for
research & engineering totaled $197 million, $176 million and
$157 million in 1985, 1984 and 1983, respectively Measure-
ment, Control & Components spent $223 million, $217 million
and $192 million for the same years,

TAXES On a worldwide basis the effective income tax rate
was 43%, 25% and 22% for the years 1985, 1984 and 1983,
respectively The increase in the effective tax rate resulted
primarily from losses in the United States on which full tax
benefit was not recorded for financial statement purposes. At
December 31, 1985, the Company’s U.S. subsidiary was in an
operating loss carryforward position.

The estimated liability for taxes on income provides for
taxes on current earnings as well as provisions for income taxes
which may be payable in future years depending upon inter-
pretation of tax laws and regulations of taxing authorities in
various countries.

ACQUISITIONS In April 1984, a subsidiary of the Com-
pany acquired 50% of the Dowell business in the United States
from The Dow Chemical Company and in July 1984 a subsidi-
ary of the Company acquired 50% of Dowell in Canada at a
combined cost of $439 million. The acquisitions have been
accounted for as purchases and are carried in investments in
affiliated companies.

On December 24, 1984, the Company completed the merger
of SEDCO, Inc. into a subsidiary of the Company. The cost of
the acquisition was $968 million ($482 million in cash and
approximately 13 million shares of Schlumberger Common
Stock valued at $486 million).

FIXJED ASSETS Expenditures for fixed assets in 1985 were
$787 million compared to $727 million in 1984.
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Additions by business sector were as follows:

1985
(Stated in millions)

1984

Oilfield Services

Wireline & Testing Services $464  $308
Drilling & Pumping Services 84 133
548 441

Measurement, Control & Components
Measurement & Control 64 64
Fairchild 137 168
Computer Aided Systems 35 42
236 274
Other 3 12
$787 %727

COMMON STOCK, MARKET PRICES AND DIVIDENDS
DECLARED PER SHARE Quarterly high and low prices for the
Company’s Common Stock as reported by the New York Stock
Exchange (composite transactions), together with dividends
declared per share in each quarter of 1985 and 1984 were:

__PRICERANGE DIVIDENDS
HIGH LOW DECLARED
1985
Quarters
First $437%  $34Y% $0.300
Second 41%  35% 0.300
Third 39% 33 0.300
Fourth 37 32% 0.300
1984
Quarters
First $54%  $43% $0.260
Second 55 44 0.260
Third 49V, 37V 0.300
Fourth 457 357 0.300

The number of holders of record of the Common Stock of
the Company at December 23, 1985 was approximately 43,000.
There are no legal restrictions on the payment of dividends or
ownership or voting of such shares. United States stockholders
are not subject to any Netherlands Antilles withholding or
other Netherlands Antilles taxes attributable to ownership of
such shares.

ENANCIAL POSITION At year end, working capital was

40

$3.3 billion, $128 million over the prior year; the current ratio
was 2.02 to L.

Liquidity, which represents cash and short-term investments
less debt was $2.51 billion and $2.18 billion at December 31,
1985 and 1984, respectively

INFORMATTON ON EFFECTS OF CHANGING PRICES The
following selected supplementary financial data adjusted for
effects of changing prices are presented in compliance with
current disclosure requirements. Under these requirements,
which are experimental in nature, the information presented
represents only a partial restatement of financial statements
and the specified inflation index may not necessarily represent
the true impact of inflation on the Company. Therefore, this
information should not be viewed as a precise measurement of
the effects of inflation on the Company and caution should be
exercised in using this information to assess the effects of
inflation or for comparative evaluations.

The current cost method used below shows the impact on
net income that would have occurred if all products sold by the
Company were purchased in the current year, and additionally
if all fixed assets were completely replaced and depreciated at
year-end values. The current cost of fixed assets was calculated
using various internally and externally generated price indexes.
The current cost amounts of inventory and fixed assets were
measured in the functional currency and then translated into
U.S. dollars. The effect of general inflation on this information
was calculated using indexes which approximate the U.S. CPI(U).

CONSOLIDATED STATEMENT OF INCOME ADJUSTED
FOR EFFECTS OF CHANGING PRICES

FOR THE YEAR ENDED DECEMBER 31, 1985

IN CURRENT

AS REPORTED COSTS

(Stated in millions)

(In average 1985 dollars, except “As reported” amounts)

Revenue $6,557 $6,557
Expenses

Cost of goods sold and services 4,169 4,276

Interest 219 219

Other 1,552 1,562

Taxes on income 266 266

Net income $ 351 $ 234

Note: At December 31, 1985, the current cost of inventories
was $710 million and the current cost of fixed assets net of
accumulated depreciation was $3.5 billion. Depreciation ex-
pense as reported was $803 million; adjusted for current cost,
it amounted to $902 million.



FIVE-YEAR COMPARISON
OF SELECTED FINANCIAL DATA
ADJUSTED FOR EFFECTS-OF
CHANGING PRICES

YEAR ENDED DECEMBER 31, 1985 1984 1983 1982 1981

*Translation adjustment as reported: 1985 — $134 million, 1984 — $210 million, 1983 — $140 million, 1982 — $82 million;
adjusted for current cost: 1985 — $176 million, 1984 — $259 million, 1983 — $191 million, 1982 — $123 million.
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CONSOLIDATED BALANCE SHEET
ASSETS

DECEMBER 31, 1985 1984

SEE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
SCHLUMBERGER LIMITED (SCHLUMBERGER N.V,, INCORPORATED IN THE NETHERLANDS ANTILLES) AND SUBSIDIARY COMPANIES
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CONSOLIDATED BALANCE SHEET
LIABILITIES AND STOCKHOLDERS’
EQUITY

DECEMBER 31, 1985 1984

SEE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
SCHLUMBERGER LIMITED (SCHLUMBERGER N.V,, INCORPORATED IN THE NETHERLANDS ANTILLES) AND SUBSIDIARY COMPANIES
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CONSOLIDATED
STATEMENT OF
INCOME

YEAR ENDED DECEMBER 31, 1985 1984* 1983*

“Reclassified, in part, for comparative purposes.

SEE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
SCHLUMBERGER LIMITED (SCHLUMBERGER N.V, INCORPORATED IN THE NETHERLANDS ANTILLES) AND SUBSIDIARY COMPANIES



CONSOLIDATED
STATEMENT OF CHANGES IN
FINANCIAL POSITION

YEAR ENDED DECEMBER 31,

SEE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
SCHLUMBERGER LIMITED (SCHLUMBERGER N.V,, INCORPORATED IN THE NETHERLANDS ANTILLES) AND SUBSIDIARY COMPANIES




CONSOLIDATED
STATEMENT OF STOCKHOLDERS’
EQUITY

COMMON STOCK
ISSUED IN TREASURY
SHARES AMOUNT SHARES AMOUNT

INCOME
RETAINED FOR
USE IN

THE BUSINESS

TRANSLATION
ADJUSTMENT

SEE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
SCHLUMBERGER LIMITED (SCHLUMBERGER N.V,, INCORPORATED IN THE NETHERLANDS ANTILLES) AND SUBSIDIARY COMPANIES



NOTES TO CONSOLIDATED
FINANCIAL STATEMENTS

SUMMARY OF ACCOUNTING POLICIES The Consolidated
Financial Statements of Schlumberger Limited have been pre-
pared in accordance with accounting principles generally ac-
cepted in the United States.

* PRINCIPLES OF CONSOLIDATION The Consolidated
Financial Statements include the accounts of majority-owned
subsidiaries. Significant 20%—-50% owned companies are
carried in investments in affiliated companies on the equity
method. The pro rata share of revenue and expenses of 50%
owned companies is included in the individual captions in the
Consolidated Statement of Income. Schlumberger’s pro rata
share of after tax earnings of other equity companies is
included in interest and other income.

* TRANSLATION OF NON-U.S. CURRENCIES All assets and
liabilities recorded in functional currencies other than U.S.
dollars are translated at current exchange rates. The resulting
adjustments are charged or credited directly to the Stockhold-
ers’ Equity section of the balance sheet. Stockholders” Equity
was increased $76 million in 1985 following decreases of $70
million and $58 million in 1984 and 1983, respectively. Revenue
and expenses are translated at the weighted average exchange
rates for the period.

All transaction gains and losses are included in income in the
period in which they occur. Transaction losses included in 1985
net income amounted to $27 million compared to gains of $9
million in 1984 and $14 million in 1983.

¢ SHORTTERM INVESTMENTS Short-term investments are
stated at cost plus accrued interest, which approximates
market, and comprised mainly time deposits in U.S. dollars and
U.S. Government obligations.

* INVENTORIES Inventories are stated principally at average
or standard cost, which approximates average cost, or at mar-
ket, if lower.

» FIXED ASSETS AND DEPRECIATION Fixed assets are stated
at cost less accumulated depreciation, which is provided for by
charges to income over the estimated useful lives of the assets
by the straight-line method. Fixed assets include the cost of
Company manufactured oilfield technical equipment. Ex-
penditures for renewals, replacements and betterments are cap-
italized. Maintenance and repairs are charged to operating
expenses as incurred. Upon sale or other disposition, the ap-
plicable amounts of asset cost and accumulated depreciation
are removed from the accounts and the net amount, less pro-
ceeds from disposal, is charged or credited to income.

* EXCESS OF INVESTMENT OVER NET ASSETS OF COMPA-
NIES PURCHASED Costs in excess of net assets of purchased
companies having an indeterminate life are amortized on a
straight-line basis over 40 years. Accumulated amortization was
$45 million and $59 million at December 31, 1985 and 1984,
respectively

« DEFERRED BENEFIT PLANS The Company and its subsidi-
aries have several voluntary pension and other deferred benefit
plans covering substantially all officers and employees, includ-
ing those in countries other than the United States. These plans
are substantially fully funded with trustees in respect to past
and current services. Charges to expense are based upon costs
computed by independent actuaries.

In France, the principal pensions are provided for by union
agreements negotiated by all employers within an industry on a
nationwide basis. Benefits when paid are not identified with
particular employers, but are made from funds obtained
through concurrent compulsory contributions from all em-
ployers within each industry based on employee salaries. These
plans are accounted for on the defined contribution basis and
each year’s contributions are charged currently to expense.

» TAXES ON INCOME Schlumberger and its subsidiaries com-
pute taxes on income in accordance with the tax rules and
regulations of the many taxing authorities where the income is
earned. The income tax rates imposed by these taxing author-
ities vary substantially Taxable income may differ from pretax
income for financial accounting purposes. To the extent that
differences are due to revenue or expense items reported in
one period for tax purposes and in another period for financial
accounting purposes, an appropriate provision for deferred
income taxes is made. The provisions were not significant in
1985, 1984 or 1983.

Approximately $6.5 billion of consolidated income retained
for use in the business at December 31, 1985 represented
undistributed earnings of consolidated subsidiaries and
Schlumberger’s pro rata share of 20%-50% owned compa-
nies. It is the policy of the Company to reinvest substantially all
such undistributed earnings and, accordingly, no provision is
made for deferred income taxes on those earnings considered
to be indefinitely reinvested.

Investment credits and other allowances provided by income
tax laws of the United States and other countries are credited
to current income tax expense on the flow-through method of
accounting.

* NET INCOME PER SHARE Net income per share is computed
by dividing net income by the average number of common
shares outstanding during the year.

¢ RESEARCH & ENGINEERING All research & engineering
expenditures are expensed as incurred, including costs relating
to patents or rights which may result from such expenditures.

N ONRECURRING CHARGES In the second quarter of
1985, the Company recorded a charge against earnings of $42
million for the closing of two semiconductor plants and one
electronics plant.

Fourth quarter results included a charge against earnings of
$486 million of which $51 million ($0.17 per share) is included
in cost of goods sold and services. This charge concerned the
Fairchild Semiconductor division of the Company and in-
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cluded the write-off of the balance of goodwill of $250 mil-
lion, a provision of $106 million for disposal of certain assets
and $81 million for the consolidation of certain production
facilities.

The net after tax effect of the above charges was $511
million, or $1.71 per share.

A.CQUISITIONS In April 1984, a subsidiary of the Com-
pany acquired 50% of the Dowell business and assets in the
United States from The Dow Chemical Company and in July
1984, a subsidiary of the Company acquired 50% of the Cana-
dian operation of Dowell at a combined cost of $439 million.
Dowell Schlumberger provides cementing, stimulation and
other oilfield services. The acquisitions have been accounted
for as purchases and are carried in investments in affiliated
companies, including cost in excess of the fair values of the net
assets acquired amounting to $196 million which is being
amortized on a straight-line basis over 40 years. The pro rata
share of revenue and expenses, from the dates of acquisition, is
included in the individual captions in the Consolidated State-
ment of Income.

On December 24, 1984, a subsidiary of the Company ac-
quired SEDCO, Inc., an offshore drilling contractor operating
mainly outside the United States, at a total cost of $968 million
($482 million in cash and approximately 13 million shares of
Schlumberger Common Stock valued at $486 million). The
acquisition has been accounted for as a purchase and the
accounts of SEDCO have been consolidated with those of
Schlumberger effective December 31, 1984 after assigning esti-
mated fair values to the individual assets acquired and liabil-
ities assumed. Cost in excess of net assets acquired was $393
million which is being amortized on a straight-line basis over
40 years.

If these acquisitions had taken place on January 1, 1983, the
consolidated pro forma results of Schlumberger would have
been:

in affiliated companies at December 31, 1985 comprised
mainly the Company’s 50% investment in the worldwide
Dowell Schlumberger business which aggregated $556 million
and investments in 50% owned companies acquired through
the acquisition of SEDCO. The excess of the Company’s invest-
ment in all 50% owned affiliated companies over its underlying
equity is $264 million, representing primarily the goodwill
arising from the acquisition of 50% of the Dowell business and
assets in North America.

Combined financial data for all 50% owned affiliated com-
panies are as follows:

DECEMBER 31, 1985 1984
(Stated in millions)
Current assets $ 687 $ 683
Fixed assets 921 1,039
Other assets 17 29
$1,625 $1,751
Liabilities $ 752 $ 857
Equity 873 894
$1,625 $1,751

Equity in undistributed earnings of all 50% owned com-
panies at December 31, 1985 and 1984, amounted to $156
million and $172 million, respectively.

LONG-TERM DEBT Long-term debt consisted of the
following:

DECEMBER 31, 1985 1984

(Stated in millions)
Bank loan due 1990, interest at money

market based rates $ 800 $800
Other bank loans 214 166
$1,014 $966

YEAR ENDED DECEMBER 31, 1984 1983
(Unaudited) (Stated in millions)
Revenue $7,035 $6,727
Net income $1,236 $1,117
Net income per share (dollars) $ 4.10 $ 3.68
Average shares outstanding

(thousands) 301,577 303,930

FIXED ASSETS A summary of fixed assets follows:

DECEMBER 31, 1985 1984

(Stated in millions)

Land $ 78 $ 81
Buildings & improvements 870 722
Machinery and equipment 5,436 4,990
Total cost 6,384 5,793
Less accumulated depreciation 3,259 2,648

$3,125 $3,145

Estimated useful lives of buildings & improvements range
from 8 to 50 years and of machinery and equipment from 2 to
15 years.

INVESTMENTS IN AFFILIATED COMPANIES Investments
48

Long-term debt at December 31, 1985 is payable principally
in U.S. dollars and is due $11 million in 1987, $65 million in
1988, $29 million in 1989, $893 million in 1990 and $16 million
thereafter.

LINES OF CREDIT The Company’s principal U.S. subsidi
ary has a Revolving Credit Agreement with a group of banks
The agreement provides that the subsidiary may borrow up t
$1.2 billion until December 31, 1989 at money market base
rates, of which $800 million was outstanding as of Decemb
31, 1985. In addition, at December 31, 1985, the Company he
available unused short-term lines of credit of $246 million.

CAPITAL STOCK The Company is authorized to iss
500,000,000 shares of Common Stock, par value $.01 per sha:
of which 295,974,132 and 300,701,765 shares were outstandii
on December 31, 1985 and 1984, respectively The Company 1.
also authorized to issue 200,000,000 shares of cumulative Pre-
ferred Stock, par value $.01 per share, which may be issued in
series with terms and conditions determined by the Board of
Directors. No shares of Preferred Stock have been issued.
Holders of Common Stock and Preferred Stock are entitled to
one vote for each share of stock held.

In December, 1985, the Board of Directors authorized a



stock repurchase program which allows the Company to pur-
chase up to 25 million shares of Common Stock, depending on
market conditions. The purchases may be made from time to
time, within a two year period. As of December 31, 1985
1,098,300 shares had been purchased under this program.

Options to officers and key employees to purchase shares of
the Company’s Common Stock were granted at prices equal to
100% of fair market value at date of grant.

Transactions under stock option plans were as follows:

NUMBER OPTION PRICE

OF SHARES PER SHARE
Qutstanding Jan. 1, 1984 3,227,103 $ 1.57-74.82
Granted 1,744,800  $37.38-51.38
Exercised (555,005) $ 1.57-43.75
Lapsed or terminated (400,304) $ 2.09-74.82
Outstanding Dec. 31, 1984 4,016,594 $ 2.09-74.72
Granted 556,600 $33.56-42.75
Exercised (19,341) $ 2.09-35.06
Lapsed or terminated (488,945) $19.08-74.72
Outstanding Dec. 31, 1985 4,064,908 $ 4.76-69.42
Exercisable at Dec. 31, 1985 1,534,133  $ 4.76-69.42
Available for grant
Dec. 31, 1984 9,509,329
Dec. 31, 1985 9,438,867

INCOME TAX EXPENSE The Company is incorporated in
the Netherlands Antilles where it is subject to an income tax
rate of 3%. The Company and its subsidiaries operate in over
100 taxing jurisdictions with statutory rates ranging up to
about 50%. Consolidated operating revenue of $6.1 billion in
1985 shown elsewhere in this report includes $2.4 billion de-
rived from operations within the United States. On a world-
wide basis, the Company’s effective income tax rate was 43%
in 1985, 25% in 1984 and 22% in 1983.

At December 31, 1985, the Company had unused U.S. oper-
ating loss carryforwards for financial reporting purposes of
$235 million which expire in the year 2000. The tax benefit of
the operating loss carryforward ($109 million) has not been
recorded for financial statement purposes. In addition to the
loss carryforward, the Company had investment tax credit
carryforwards of $20 million (expiring in the year 2000). These
carryforwards are available to reduce future U.S. federal in-
come tax expense.

LEASES AND LEASE COMMITMENTS Total rental
expense was $168 million in 1985, $159 million in 1984 and
$144 million in 1983. Future minimum rental commitments
under noncancelable leases for years ending December 31 are:
1986 — $74 million; 1987 — $64 million; 1988 — $51 million;
1989 — $34 million; and 1990 — $24 million. For the ensuing
three five-year periods, these commitments decrease from $56
million to $9 million. The minimum rentals over the remaining
terms of the leases aggregate $16 million.

TAX ASSESSMENTS The U.S. Internal Revenue Service has
completed its examinations for the years 1970 through 1980
and, as previously reported, has proposed assessments based
upon income from continuing Wireline operations on the outer
continental shelf. Similar assessments are expected for years
subsequent to 1980. The Company is contesting these assess-

ments. This issue for years 1970 through 1975 is pending before
the U.S. District Court in Houston.

Management is of the opinion that the reserve for estimated
liability for taxes on income is adequate and that any adjust-
ments which may ultimately be determined will not materially
affect the Company’s financial position.

CONTINGENCIES During 1980, a floating hotel, the Alex-
ander Kielland, functioning as a dormitory for offshore work
crews in the North Sea, capsized in a storm. The substructure
of the floating hotel had been originally built as a drilling rig by
an independent shipyard from a design licensed by a subsidiary
of the Company. The Company’s subsidiary was not involved in
the ownership or operation of the drilling rig or in its con-
version or use as a floating hotel. The accident has been
investigated by a Commission appointed by the Norwegian
Government, which has published its report. In October of
1981 and in February of 1982, the Company’s subsidiary, the
independent shipyard and one of its subcontractors were sued
in France by Phillips Petroleum Company Norway and eight
others operating as a group in the Ekofisk Field in the North
Sea and by the Norwegian insurers of the Alexander Kielland
seeking recovery for losses resulting from the accident of
approximately $91 million (at December 31, 1985 currency
exchange rates).

While the Company does not believe it has liability in this
matter, the litigation will involve complex international issues
which could take several years to resolve and involve substan-
tial legal and other costs. In the opinion of the Company, any
liability that might ensue would not be material in relation to
its financial position or results of operations.

In 1981, a solvent tank failure was discovered at a Fairchild
Semiconductor manufacturing plant in South San Jose, Califor-
nia. The failure allegedly contaminated soil and ground water.
Legal actions claiming actual and punitive damages in an
unspecified amount resulting from the failure are pending. The
Company does not believe it has any material liability in this
matter.

The Company is party to various other legal proceedings,
including other environmental matters. Although the ultimate
disposition of these proceedings is not presently determinable,
any liability that might ensue would not be material in relation
to the financial position or results of operations of the
Company.

P ENSION AND DEFERRED BENEFIT PLANS Expense for
pension and deferred benefit plans was $110 million, $104
million and $90 million, and for compulsory contributions for
French retirement benefits was $16 million, $17 million and
$20 million in 1985, 1984 and 1983, respectively.

Actuarial present value of accumulated benefits at January 1,
1985 and 1984 for U.S. and Canadian defined benefit plans was
$275 million and $235 million, respectively, substantially all of
which were vested. Net assets available for benefits at January
1, 1985 and 1984 for such plans were $334 million and $326
million, respectively The assumed rate of return used in deter-
mining the actuarial present value of accumulated plan benefits
for 1985 and 1984 was 7%.
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o
OEGMENT INFORMATION  The Company’s business
comprises two segments: (1) Oilfield Services and (2) Measure-
ment, Control & Components. The Oilfield Services segment
offers wellsite and contract drilling services to the petroleum
industry throughout the world. The Measurement, Control &
Components segment provides computer-aided design, manu-
facturing and testing products, and manufactures measure-

ment and control products and electronic components, which
are sold to public utilities, governments, laboratories and
industrial plants primarily in the U.S. and Europe. Services and
products are described in more detail earlier in this report.

Financial information for the years ended December 31,
1985, 1984 and 1983 by industry segment and by geographic
area is as follows:

MEASUREMENT, ADJUST.
OILFIELD CONTROL & AND
INDUSTRY SEGMENT 1985 SERVICES COMPONENTS ELIM. CONSOLIDATED
Operating revenue (Stated in millions)
Customers $3,966 $2,153 $— $ 6,119
Intersegment transfers — 43 (43) —
$3,966 $2,196 $(43) $ 6,119
Operating income $1,039 $ (70) $ (3) $ 966
Nonrecurring charges (528)
Interest expense (219)
Interest and other income less other charges — $40 398
Income before taxes $ 617
Depreciation expense $ 627 $ 173 $ 3 $ 803
Fixed asset additions $ 548 $ 236 $ 3 $ 787
At December 31
Identifiable assets $4,371 $2,184 $(50) $ 6,505
Corporate assets 4,777
Total assets $11,282
INDUSTRY SEGMENT 1984
Operating revenue
Customers $3,617 $2,362 $— $ 5,979
Intersegment transfers — 30 (30) —
$3,617 $2,392 $(30) $ 5,979
Operating income $1,170 $ 161 $ 10 $ 1,341
Interest expense (153)
Interest and other income less other charges — $7 384
Income before taxes $ 1,572
Depreciation expense $ 554 $ 155 $ 3 S T712
Fixed asset additions $ 441 $ 274 $ 12 2T
At December 31
Identifiable assets $4,473 $2,338 $(91) $ 6,720
Corporate assets 4,193
Total assets $10,913
INDUSTRY SEGMENT 1983
Operating revenue
Customers $3,414 $2,099 s— $ 5513
Intersegment transfers - 55 (55) —
$3,414 $2,154 $(55) $ 5513
Operating income $1,187 $ o6l $(23) $ 1,225
Interest expense (116)
Interest and other income less other charges — $4 280
Income before taxes $ 1,389
Depreciation expense $ 540 $ 136 $ 2 $ 678
Fixed asset additions $ 287 $ 224 $ 6 $ 517
At December 31
Identifiable assets $2,900 $2,239 $(95) $ 5,044
Corporate assets 3,309
Total assets $ 8,353
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’j[:ansfers between segments and geographic areas are for the Corporate assets largely comprise short-term investments.
most part made at regular prices available to unaffiliated cus- During the years ended December 31, 1985, 1984 and 1983
tomers. Certain Oilfield Services segment fixed assets are neither sales to any government nor sales to any single cus-
manufactured within that segment and some are supplied by  tomer exceeded 10% of consolidated operating revenue.
Measurement, Control & Components.

WESTERN HEMISPHERE EASTERN HEMISPHERE
ADJUST.
_ OTHER AND
GEOGRAPHIC AREA 1985 U.S. OTHER FRANCE EUROPEAN OTHER ELIM. CONSOLIDATED
Operating revenue (Stated in millions)
Customers $1,983 $825 $606 $1,067 $1,638 § — $ 6,119
Interarea transfers 432 7 180 40 283 (942) =
$2,415 $832 $786 $1,107 $1,921 $ (942) $ 6,119
Operating income $ (99) $238 $ 69 $ 270 $ 523 §$ (42 $ 966
Nonrecurring charges (528)
Interest expense (219)
Interest and other income less
other charges — $40 398
Income before taxes $ 617
At December 31
Identifiable assets $2,664 $594 $879 $1,063 $1,557 § (252) $ 6,505
Corporate assets 4,777
Total assets $11,282
GEOGRAPHIC AREA 1984
Operating revenue
Customers $2,113 $750 $573 $ 981 $1,562 § — $ 5,979
Interarea transfers 361 7 161 61 471 (1,061) —_
$2,474 $757 $734 $1,042 $2,033 $(1,061) $ 5,979
Operating income $ 210 $231 $ 45 $ 296 $ 581 §$ (22) $ 1,341
Interest expense (153)
Interest and other income less
other charges — $7 384
Income before taxes $ 1572
At December 31
Identifiable assets $2,979 $843 $625 $ 985 $1527 $ (239) $ 6,720
Corporate assets 4,193
Total assets $10,913
GEOGRAPHIC AREA 1983
Operating revenue
Customers $1,652 $712 $619 $ 867 $1663 $ — $ 5513
Interarea transfers 300 9 147 22 389 (867) —
$1,952 $721 $766 $ 889 $2,052 $ (867) $ 5513
Operating income $ 81 $191 $ 35 $ 255 $ 681 % (18) & 1225
Interest expense (116)
Interest and other income less
other charges — $4 280
Income before taxes $ 1,389
At December 31
Identifiable assets $1,957 $585 $650 $ 677 $1,354 $ (179) $ 5,044
Corporate assets 3 3,309
Total assets $ 8,353

5



S UPPLEMENTARY INFORMATION Operating revenue and
related cost of goods sold and services comprised the following:

YEAR ENDED DECEMBER 31, 1985 1984 1983
(Stated in millions)

Operating revenue
Sales $2,317 $2499 $2,140
Services 3,802 3480 3,373
$6,119 $5979 $5,513
Direct operating costs
Goods sold $1,648 $1,571 $1,454
Services 2,521 2,088 1,932

$4,169  $3,659 $3,386

The caption “Interest and other income” includes interest
income, principally from short-term investments, of $444 mil-
lion, $390 million and $298 million for 1985, 1984 and 1983,
respectively

Accounts payable and accrued liabilities are summarized as
follows:

DECEMBER 31, 1985 1984

(Stated in millions)
Payroll, vacation and employee benefits $ 293 $268
Trade 344 320
Other 551 354

$1,188  $942

QUARTERLY RESULTS (UNAUDITED) The following table summarizes results for each of the four quarters for the years
endéd December 31, 1985 and 1984. Gross profit equals operating revenue less cost of goods sold and services.

OPERATING NET INCOME (LOSS)
REVENUE GROSS PROFIT AMOUNT PER SHARE
(Stated in millions) (Dollars)
Quarters — 1985
First $1,587 $ 601 $ 304 $1.01
Second 1,521 518 212% 0.71%
Third 1,448 464 208 0.70
Fourth 1,563 367 (373)** (L:25)%*
$6,119 $1,950 $ 351 $1.17
Quarters — 1984
First $1,404 $ 560 $ 274 $0.95
Second . 1,466 566 292 1.01
Third 1,516 588 305 1.06
Fourth 1,593 605 311 1.08
$5,979 $2,319 $1,182 $4.10

*Includes nonrecurring charges with an after tax effect of $24 million, or $0.08 per share, for the closing of two semiconductor and one electronics plant.
**Includes nonrecurring charges with an after tax effect of $486 million, or $1.63 per share, relating to the Fairchild Semiconductor division; they include the
write-off of goodwill and provisions for disposal of certain assets and the consolidation of certain production facilities.
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FIVE YEAR SUMMARY

YEAR ENDED DECEMBER 31, 1985 1984 1983 1982 1981

*The December 31, 1984 balance sheet includes SEDCO whu:h was al:qmrcd in December 1984,
#*Net income for 1985 includes nonrecurring charges with an after tax effect of $511 million ($1.71 per share). Excluding these charges, net income is $862
million ($2.88 per share).
“**Includes 8,900 employees of SEDCO, Inc. and Dowell in North America. acquired in 1984,




MANAGEMENT

Michel Vaillaud

D .fI ichel Vaillaud was born in Paris in 1931. He is a
graduate of Ecole Polytechnique and has advanced
degrees in mining and petroleum engineering.

Vaillaud joined Schlumberger in 1973 at the invitation
of Jean Riboud. For the previous 18 years, he held vari-
ous positions with the French government dealing with
the oil and gas industry, foreign relations and research. In
1969, he was appointed head of the Oil & Gas Agency at
the Ministry of Industry.

Vaillaud’s previous knowledge and extensive experi-
ence in the oil industry seemed a good introduction for a
position in Schlumberger’s Oilfield Services. However,
after nearly two decades with the oil industry, he wanted
a new challenge. Riboud accepted this and asked him to
take on the management of Schlumberger’s electronic
companies in the United States and in 1975, in Europe.
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In 1981, he became responsible for Schlumberger’s Oil-
field Services and, in December 1982, was appointed
President and Chief Operating Officer.

In September 1985, on Jean Riboud’s recommenda-
tion, the Board of Directors unanimously elected Michel
Vaillaud Chairman, President & Chief Executive Officer.

In 1985, the following officers also were elected:

D. Euan Baird, Executive Vice President, responsible
for Wireline, Seismic & Testing Services.

Ian Strecker, Executive Vice President, responsible for
Drilling & Pumping Services.

Jean-Dominique Percevault, Vice President-Personnel.

At its February 13, 1986 meeting, the Board of Directors
nominated D. Euan Baird for election as a Director at the
shareholders’ meeting to be held May 6, 1986.

Euan Baird, Executive Vice President responsible for
the Wireline, Seismic & Testing oilfield services group,
has been with Schlumberger for 26 years. He has held
various engineering and management positions with the
Wireline group in Africa, the Middle East, Far East,
Europe and the United States.

At the same meeting, Jerome B. Wiesner announced
his retirement from the Schlumberger Board after 17
years of service. Dr. Wiesner, President Emeritus of the
Massachusetts Institute of Technology, throughout his
association with Schlumberger has been a forceful ad-
vocate for a commitment to technological excellence
through research. His contribution and advice will be
missed.

PIERRE SCHLUMBERGER

Pierre Schlumberger, Chief Executive Officer and a
Director of Schlumberger from 1957 until 1965, died in
Paris on February 18, 1986. Active with the Company for
25 years, Pierre Schlumberger played a major role in the
establishment of Schlumberger Limited as a public com-
pany. He was the son of Marcel Schlumberger, one of the
two brothers who founded the Company 60 years ago.
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