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WEATHERFORD INTERNATIONAL, INC.

Weatherford International, Inc. is one of the world’s largest providers of equipment and services used for the
exploration and production of oil and natural gas. Our operations are conducted in over 50 countries and we have
more than 300 service locations, which are located in substantially all of the oil and natural gas producing regions in
the world. We are among the leaders in each of our primary markets and our distribution and service network is

one of the most extensive in the industry.

Our products and services are divided into four principal operating business divisions:

= Completion and Oilfield Services
= Artificial Lift Systems
= Compression Services

= Drilling Products

A discussion follows of our products and services offered, our strategy for growth and the markets in which we
compete. There is also included a discussion of our recent financial results, the trends affecting our results and our
financial condition. We believe you will find these discussions informative and helpful to a better understanding

of the new Weatherford.

Strategy (Page 18)
This Section describes our strategy for long-term growth

Segment and Geographic Data (Page 19)
This Section contains a graphic presentation of our finan-
cial results by business segment and geographic region

Completion and Oilfield Services (Page 21)
This Section describes the business and outlook of our
Completion and Oilfield Services Division

Avrtificial Lift Systems (Page 24)
This Section describes the business and outlook of our
Avrtificial Lift Systems Division

Compression Services (Page 27)
This Section describes the business and outlook of our
Compression Services Division

Drilling Products (Page 28)
This Section describes the business and outlook of our
Drilling Products Division

Properties (Page 30)
This Section lists our major manufacturing and
operating properties

Other Business Data (Page 32)
This Section contains data on our patents, backlog,
litigation, employees and other general business data

Selected Financial Data (Page 34)
This Section provides certain five year financial data

Management’s Discussion and

Analysis of Financial Condition

and Results of Operations (Page 34)
This Section provides a discussion of our results over
the last three years, the trends affecting our businesses
and our current financial condition

Forward-Looking Statements (Page 53)
This Section provides the assumptions used by us in
making our forward-looking statements in this report
and describes the factors that could make actual results
vary from those expected by us

Common Stock Prices and

Dividend History (Page 55)
This Section provides historical price data for our
Common Stock

Risk Factors (Page 55)
This Section describes certain specific risks relating to an
investment in our company

Financial Statements
This Section contains our financial statements.

(Page 58)
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This report also is part of the Annual Report on Form 10-K that we have filed with the Securities and Exchange
Commission. For ease of reading, we have omitted certain parts of that filing in this report, such as the cover page,
signature page and exhibit index. A complete copy of our Annual Report on Form 10-K is available on the SEC’s
website at www.sec.gov. We will also provide to any shareholder a copy of that report without charge upon written
request. Please mail your requests to Donald R. Galletly, Vice President - Communications and Investor Relations,
at 515 Post Oak Boulevard, Suite 600, Houston, Texas 77027. Copies of exhibits will also be provided upon written
request subject to reasonable charges for copying and mailing.

If, after reviewing this report, you have any questions regarding our businesses or would like additional informa-
tion on us or the products and services offered by us, please contact our Investor Relations Department at the address
and telephone number below or visit our website at www.weatherford.com. Our executive offices are located 515 Post
Oak Boulevard, Suite 600, Houston, Texas 77027. Our telephone number is (713) 693-4000.

STRATEGY

In May 1998, EVI, Inc. and Weatherford Enterra, Inc. merged to form the new Weatherford. A principal objective
of the merger was to create a larger integrated oilfield service company that could take advantage of Weatherford’s
historical worldwide service infrastructure by adding new products, services and technology to compete in changing
markets. Since the merger, we have combined various components of the operations of the two companies, added new
technologies to the products and services offered by our Completion and Oilfield Services Division and Artificial Lift
Systems Division and have substantially expanded our Compression Services Division through a strategic joint venture
with GE Capital Corporation.

Although current market conditions in our industry are depressed and will likely continue to be depressed through
1999, we see many opportunities for positioning our company for growth as the industry recovers. In looking to the
future, our strategic focus for growth is as follows:

= Invest in technology to provide customers value-added products and services that can reduce the cost of
exploration and production of oil and gas

Pursue strategic acquisitions and combinations for long-term growth

Continually review our asset holdings for ways to maximize value

Provide integrated product and services offerings

Take advantage of secular growth trends, such as natural gas compression, thru-tubing re-entry drilling and
underbalanced drilling

= Leverage our worldwide infrastructure to introduce new products and services
= Continue our expansion internationally

Our long-term objective is to create stockholder value in the form of asset and income growth through the imple-
mentation of this strategy. Positioning our company for growth in these times is a difficult task, especially when there
is uncertainty as to when the bottom of the cycle will be reached and a recovery will begin.

Nevertheless, we believe that to achieve stockholder value, we cannot remain static and we must pursue new
opportunities to enhance Weatherford’s position in our industry.



Financial Segment Data

SEGMENT AND GEOGRAPHIC DATA

When we review the operations of our business divisions we look at their revenues, operating income, EBITDA
(operating income adding back depreciation and amortization), total assets and capital expenditures. We gauge how
these divisions are performing by comparing their year on year results, their average gross margins and their returns

on total assets.

The following charts set forth those items for each of our operating business segments for 1998, 1997 and 1996:

Completion
and Oilfield Avrtificial Compression Drilling

(in thousands) Services Lift Systems Services Products
1998

Revenues $ 848219 $ 329196 $ 177481 $ 655,758

Operating Income (Loss) ® 135,521 (19,223) 17,092 115,433

EBITDA® 230,239 (40) 40,171 147,384

Total Assets 1,007,399 592,370 388,220 764,807

Capital Expenditures 107,661 20,946 32,465 42,052
1997

Revenues $ 929,001 $ 249476 $ 178897 $ 611,715

Operating Income 215,412 22,792 14,774 120,830

EBITDA 301,550 31,736 36,440 144,440

Total Assets 919,198 622,853 441,759 674,388

Capital Expenditures 121,422 20,213 35,705 32,682
1996

Revenues $ 824639 $ 150,816 $ 154503 $ 337,312

Operating Income 146,332 11,667 7,833 42,573

EBITDA 226,914 17,532 31,387 53,619

Total Assets 952,445 199,615 414,969 386,245

Capital Expenditures 119,201 8,732 30,392 14,332

@ In 1998 we incurred $195.0 million in merger and other charges relating to the merger of EVI and Weatherford
Enterra on May 27, 1998 and a reorganization and rationalization of our business to match industry conditions.
Of this charge, $44.9 million, $40.8 million, $1.5 million, $35.0 million, and $72.8 million relate to Completion and
Oilfield Services, Artificial Lift Systems, Compression Services, Drilling Products and Corporate.
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Geographic Data

At the time of the combination of EVI and Weatherford Enterra, a large portion of our business was concentrated
in the United States and Canada. We also had a strong international presence in all of the oil producing regions of the
world through our Completion and QOilfield Services Division. As the world’s oil reserves have matured and prices
declined, international exploration, development and production has become more dominant.

Following our merger last year, we began a concentrated program to expand our operations and shift our product
sales to the international side by utilizing the strength of our international service infrastructure to introduce new and
existing products and services in these markets. Among the activities being pursued by us are:

= The offering of our completion, artificial lift systems and compression services through our international
service locations. Sales of these products and services had historically been concentrated in North America.

= The introduction of new technologies and products in the multi-lateral, thru-tubing, re-entry and
underbalanced markets.

We are also reorganizing our operations by reducing our staff and locations primarily in North America and
focusing on growth in those areas which serve the international markets. We expect that our international revenue
and income will increase over time and our dependence on North American activity will decline as this strategy is
implemented.

The following charts set forth for 1998, 1997 and 1996:

= Our revenues from third party customers in the United States, Canada, Europe, the Middle East and Africa
and all other foreign locations. Sales in the United States include export sales. Sales are based on the location
of our entity that is selling or providing the products or services.

= Our long-lived assets located in the United States, Canada, Europe, the Middle East and Africa and all other
foreign locations.
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Long-Lived Assets by Country
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Looking forward, we expect that Asia, Middle East, North Africa and Eastern Europe will be the growth markets for
our products and services, with North America and Western Europe declining as a percentage of our total sales as the oil
and gas reserves in those regions mature.

COMPLETION AND OILFIELD SERVICES

Our Completion and Qilfield Services Division provides a wide range of products and services for the exploration
and production of oil and natural gas. The principal products and services provided by this segment are:

= Fishing and Downhole Services
= Well Installation Services
= Well Completion Systems

= Equipment Rental

Market Trends and Outlook

Our Completion and Qilfield Services Division provides products and services used by oil and gas companies,
drilling contractors and other service companies to explore for and produce oil and natural gas. We estimate that around
50% of the products and services offered by this division are used in the initial drilling and completion of oil and gas
wells. The remainder of the products and services are used in connection with the production phases of wells, primarily
maintenance and recompletion.

Historically, our Completion and Oilfield Services Division has generated much of its revenues from activity in North
America, in particular the United States. With the recent declines in oil prices, activity in North America has fallen sub-
stantially to nearly a 50-year low. As a result of the decline in this revenue base, we are focusing our future growth in the
international markets using our broad international infrastructure. We are also pursuing selective consolidation opportu-
nities in the United States as a means to reduce costs and offer a broader range of services to our customers and to assist
our customers in reducing the costs of exploration and production.

Technology is becoming a more important aspect of our products and services so that we may provide our customers
with more efficient and cost-effective tools to find and produce oil and gas. During 1998 and 1999 to-date, we invested a
substantial amount of our time and resources in building our technology offerings. We believe that many of the new
technological products and services being offered by us are among the best in the industry and provide our customers
with a means to reduce their costs of exploration and production through more efficient and accurate tools.
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Integrated product offerings are also becoming more important in the market as customers seek to reduce the number
of vendors to perform a single task on a well. We continue to expand the scope and breadth of our extensive products
and services offerings through selective acquisitions and alliances.

Growth Strategy

The growth strategy for our Completion and Qilfield Services Division is to:

< Improve the technology of our products and services to allow our customers to reduce the costs of exploration
and production

Leverage our worldwide sales and service infrastructure to push through new products and services

Focus on secular growth trends such as thru-tubing re-entry drilling, underbalanced drilling and intelligent
completions and monitoring systems

Take advantage of selective consolidation and acquisition opportunities to reduce costs and increase
market share

Provide our customers with integrated products and services

Reduce costs and increase profit margins through the addition of manufacturing capabilities for our higher
margin products

Products and Services Offered by our Completion and Qilfield Services Division

Fishing and Downhole Services

Our Fishing and Downhole Services group provides a wide variety of downhole services used during the drilling,
completion, workover and plugging of oil and gas wells. These include:

= Fishing Services
= Re-Entry and Thru-Tubing Services
< Downhole Remediation and Other Services

Our downhole services are provided worldwide at more than 300 locations in 50 countries. We believe that our
downhole services group is the largest provider of these services in the world.

Fishing Services. Our “fishing” services consist of cleaning and removing obstructions (such as a piece of equipment,
a tool, a part of a drill string or other debris) in a well bore that may become caught during the drilling, completion and
workover of a well or during the well’s production phase. The process of “fishing” requires the use of a wide variety of
specialty and proprietary tools, including fishing jars, milling tools, casing cutters, overshots, spears and other tools used
for retrieving or eliminating the items within the well. These operations also utilize our proprietary “whipstocks”, which
are downhole tools that act as vertical ramps to “sidetrack™ an existing wellbore. We believe we have one of the most
comprehensive lines of proprietary fishing tools in the industry and one of the largest and most experienced teams of
fishing services employees in the industry.

Our fishing services are provided at our various service and distribution locations throughout the world.

We believe we are one of the largest providers of fishing services in the United States and the second largest provider
in the world. Our principal competitors are Baker Hughes Incorporated and Smith International, Inc. There are also a
large number of smaller regional competitors.

Re-Entry and Thru-Tubing Services. Our re-entry and thru-tubing group provides specialized products and services that
allow the operator to perform drilling, completion and remediation functions from existing wellbores. Re-entry drilling
may involve multilateral drilling of newly drilled open holes or the opening of new sections within an existing wellbore.
Re-entry wells are typically drilled from a directional or horizontal well. Thru-tubing services consist of the drilling,
completion and remediation of a well directly through an existing wellbore’s production tubing. Our re-entry and thru-
tubing operations also utilize our proprietary “whipstocks”. Our thru-tubing and re-entry group grew out of our fishing
and downhole services group, which was among the first to use thru-tubing technology for downhole fishing opera-
tions. This group has expanded on that expertise and technology to provide state-of-the-art technology for re-entry
drilling and multilateral completions.



The use of re-entry and thru-tubing technology substantially reduces the cost of drilling a well by eliminating the
need for the drilling and completion of a new well bore. Although the rig count declined substantially during 1998 and
is currently at historical lows, re-entry drilling rose by approximately 10% in 1998 from the previous year. We believe
that the thru-tubing re-entry and multi-lateral re-entry markets will continue to increase in the coming years as opera-
tors seek ways to contain costs by reducing risks and construction downhole.

Our thru-tubing operations require highly engineered and technically advanced products that can operate within the
confined space of an existing well bore. Our operations utilize proprietary whipstock mills, high performance drilling
motors and completion tools, including the high performance long running MacDrill™ metal motor, the Radius™ short
radius motor, the Radius downhole guidance instrumentation and the thru-tubing inflatable packer systems.

Our primary competition in the area of re-entry and thru-tubing is Baker Hughes Incorporated.

Downhole Remediation and Other Services. Our other downhole services operations include a variety of well main-
tenance and control services. Among the services and equipment provided by us are well control equipment used in
critical well situations such as a blow out or high pressure sour gas wells. We also provide internal casing patch installa-
tion, plugging and abandonment services, pipe recovery wireline services and foam services for underbalanced wells.

Our primary competitor in the area of downhole remediation is Baker Hughes Incorporated.
Equipment Rental

Our Equipment Rental Group provides specialized equipment and tools for the drilling, completion and workover of
oil and gas wells. Our rental equipment allows our customers (primarily operators and drilling contractors) the ability
to have access to inventories of tools and other equipment without the cost of maintaining that equipment in their own
inventory. The rental of this equipment permits the equipment to be more efficiently used and allows us to receive
value-added returns on the rental of the equipment.

Among the equipment and tools rented by us are:

= Pressure control equipment such as preventers, high pressure valves, accumulators, adapters and choke
and kill manifolds

Drill string equipment such as drill pipe, drill collars, tubing and drilling jars

Tubular handling equipment such as elevators, spiders, slits, tongs and kelly spinners

Fishing and downhole tools such as milling tools, casing cutters, fishing jars, spears and overshots, stabilizers,
power swivels and bottom hole assemblies

We manufacture many of our rental tools, such as drill pipe, pressure control equipment and fishing tools.

We conduct our rental operations worldwide. The breadth of our operations and locations allow us to manage and
redeploy our equipment throughout our worldwide system to locations where the equipment is most needed.

We believe we are the world’s largest provider of oilfield rental tool equipment. Our primary competitors are Baker
Hughes Incorporated, Superior Energy Services and Offshore Rentals. There are also a number of regional competitors.

Well Completion

Our Well Completion Group provides a variety of products and services used to construct and complete oil and gas
wells. The principal products and services provided by this group are:

= Packers - Packers are mechanical or hydraulically actuated devices that lock into the casing string and provide a
seal between the casing and tubing in the well through an expanding element system. Packers permit producing
formations to be isolated from other sections of the well bore as well as allow downhole operations, such as
cementing and acidizing, to take place without damaging the reservoir. We also offer an extensive line of inflat-
able casing packers that are used in openhole sections of a wellbore to isolate a zone with or without the use of
cement as well as in thru-tubing applications.

= Liner Hangers - Liner hangers allow strings of casing to be suspended within a wellbore without having to
extend the string to the surface. We offer both production and service liner hangers. Drilling liners are used to
isolate areas within the well during drilling operations. Production liners are used in the producing area of the
well to support the wellbore and to isolate various sections of the well. Most directional wells include one or
more liners because of the difficulty of designing casing programs compatible with high tensile tubulars.
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= Sand Screens - Sand screens are devices run in the producing section of a well to prevent sand from reaching
the surface or causing problems with production equipment and pumps.

= Intelligent Well Technology - Intelligent completion products allow operators to remotely monitor and control
various downhole components, such as chokes and pumps. These products, when combined with production
packers, permit various sections of a well to be optimized to improve production. These devices can also elimi-
nate the need for wireline and coiled tubing because they can be operated electrically from the surface.

= Cementing and Elastomer Products - Cementing operations are one of the most important and expensive
phases in the completion of a well. Our cementing products allow operators to centralize the casing in the well
and control the displacement of cement and other fluids. We also offer specialty elastomer products that are
designed to remove excess cement from the inside of the casing.

The market for our well completion products is dependent on the level of worldwide completion and workover
activity. Our completion products are currently sold primarily in North America and the North Sea. We are actively pur-
suing the distribution of our completion products in other regions of the world through our worldwide infrastructure.

Our competition in the completion market is generally based on price and product quality. Our principal competitors
in the well completion market are Baker Hughes Incorporated and Halliburton Company. We also compete with various
smaller providers of completion equipment. We believe that we are the number one provider of oilfield cementation
products in the world, the third largest provider of completion equipment in the United States and the leading provider
of liner hanger equipment in the North Sea market.

Well Installation Services

Our Well Installation Services Group provides a wide variety of tubular and completion equipment installation
services for the drilling, completion and workover of an oil and gas well. This group offers an integrated package of
installation services that allows our customers to receive all of their tubular handling, preparation, inspection, cleaning
and wellsite installation needs from a single source. This group is a leader in rig mechanization technology used for the
installation of tubing and casing and offers various products and services to improve rig floor operations by reducing
staffing requirements and increasing operational effectiveness and safety standards. They also specialize in high alloy
installation services where metallurgical characteristics call for specific handling technology. Finally, this group also
works with our well completion group to provide high grade completion equipment installation services as well as
cementation engineering services (consisting of computer-generated recommendations as to the number and placement
of centralizers during cementation).

We believe that we are one of the largest providers of installation services in the world. Competition in the market
for tubular and completion well installation services is based on price, experience and quality. We believe that our
ability to provide an integrated package of rig mechanization and high grade installation services, together with our
worldwide infrastructure, provides us with a competitive advantage. Our primary competitors are Franks International
and BJ Services, Inc. We also compete with a large number of smaller regional competitors.

The market for well installation services is dependent on the level of worldwide drilling and well completion activity.

Raw Materials

Our Completion and Oilfield Services Division purchases a wide variety of materials from a number of sources.
Many of the products sold by our Completion and Qilfield Services Division also are manufactured and provided by
other parties. We do not believe that the loss of any one supplier would have a material adverse effect on this division.

ARTIFICIAL LIFT SYSTEMS

Our Atrtificial Lift Systems Division is a leading provider of artificial lift systems worldwide. Artificial lift systems are
installed in oil wells that do not have sufficient reservoir pressure to raise the oil to the surface or that need to supple-
ment the natural reservoir drive in producing oil from the well. We estimate that 80% of all producing oil wells in the
world require some form of artificial lift. Regionally, we estimate that 90% of the producing wells in North America are
on some form of lift and approximately 70% of the rest of the world’s wells require artificial lift. In addition, as oil wells
mature, artificial lift is generally necessary to supplement or enhance the flowing pressure of oil from the well. The
worldwide market for artificial lift is estimated to be in excess of $1.2 billion per year, of which 50% has historically been
in North America due to the maturity of the North American oil fields.



There are five principal types of artificial lift technologies used in the industry. These forms of lift are:

= Progressing Cavity Pumps

Electrical Submersible Pumps

Reciprocating Rod Lift

Hydraulic Lift
= Gas Lift

We are the only company in the industry that has the ability to offer all forms of artificial lift as well as the ability to
design optimization solutions.

Market Trends and Outlook

Our Avrtificial Lift Systems Division was severely affected by the recent declines in oil prices. These declines were
particularly felt in our North American operations where historically our businesses were located. Since the merger
of EVI and Weatherford Enterra, we have undertaken an aggressive worldwide marketing program of our artificial lift
systems. This program involves the provision of artificial lift products and services worldwide utilizing the assistance
of the Weatherford international distribution and service locations. We have recently been awarded a number of interna-
tional contracts to manage fields using our artificial lift systems and expect to continue to pursue additional contracts in
the future.

Although we expect that oil production and demand for our products in North America will not likely return to
prior levels as a result of the recent declines in oil prices and associated reduction in drilling for and production of oil
in North America, we do expect that international demand for our artificial lift products will continue to increase as the
rest of the world’s oil fields mature. As the only fully integrated provider of these systems, we expect to greatly benefit
from the breadth of our product line and expertise.

We also are extending our product offerings in the growing areas of wellsite optimization. This product offering
is driven by our clients’ needs for greater planning of their production. We are currently implementing a package for
production in Venezuela that will transmit real time data from the well to the operator’s office for continuous monitor-
ing. This division is working with our well completion division on the use of its intelligent completion and monitoring
technology to optimize the production process and reduce the cost of production.

Growth Strategy
The growth strategy for our Artificial Lift Systems Division is as follows:

< Invest in and provide technological solutions for artificial lift needs

= Provide our customers with the right technologies that increase run times, decrease costs and effectively
deliver oil production at a given depth, temperature and level of corrosion

Provide integrated solution packages to our customers to address all of their artificial lift needs

Expand internationally by leveraging our international infrastructure

Expand our electrical submersible pump business with Electrical Submersible Pumps, Inc.

Reposition and consolidate our manufacturing and distribution organization to address the changing
marketplace, in particular, in North America

Position our business for the return cycle in oil production and take advantage of the continued maturation
of the world’s oilfields
Products Offered by our Artificial Lift Systems Division

The following is a brief description of each of the forms of artificial lift offered by us:

Progressing Cavity Pumps

A progressing cavity pump is a downhole pump that is controlled by an above-ground electric system connected to
a sucker rod that operates the downhole pump for the production of oil. These pumps are among the most efficient to
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operate and are designed to work in wells of depths up to 6,000 feet and production between 10 to 4,500 barrels of oil
per day. We believe that we are the world’s largest provider of progressing cavity pumps and the only fully integrated
provider of these systems. Our principal competitors for progressing cavity pumps are Robbins & Myers and KUDU.

Reciprocating Rod Lift Systems

A reciprocating rod lift system is an artificial lift pumping system that uses an above-ground pumping unit that is
connected to a sucker rod and a downhole pump and uses an up and down suction process to lift the oil from the
reservoir. Reciprocating lift is used primarily for the production of oil from wells of depths up to 14,000 feet and pro-
duction rates from 20 to 8,000 barrels per day. Reciprocating lift systems are generally more expensive to install than
other systems but less costly to operate. We offer a complete package of products for rod lift applications ranging from
traditional pump jacks to the state-of-the-art RotaFlex® long stroke pumping unit, as well as all downhole components,
including the Corod® continuous sucker rod, traditional sucker rods and tubing anchors. We believe we are the world’s
largest provider of reciprocating rod lift pump systems and the only fully integrated provider of these systems. Our
principal competitors for rod lift systems are Lufkin Industries, Dover Industries and Harbinson Fischer.

Gas Lift Systems

Gas lift is a form of artificial lift that uses natural gas to lift oil in a producing reservoir to the surface. The process
of gas lift involves the injection of natural gas into the well through an above-ground injection system and a series of
downhole mandrels and gas lift valves. The gas that is injected into the system is either produced from and reinjected
into the well, or is injected from gas produced from nearby wells. The injected gas acts as the lifting agent for the
heavier oil. Gas lift systems are used primarily for offshore wells and those wells that have a high component of gas in
the well or have a gas supply near the well. Gas lift systems are designed to operate at a depth of up to 15,000 feet with
volume up to 20,000 barrels of oil per day. We believe that we are one of the two largest providers of gas lift systems
in the world, with our principal competitor being Schlumberger Limited.

Electrical Submersible Pumps

An electrical submersible pump is an electric pump and motor that is placed downhole near the producing reser-
voir and is driven by an electric motor controller and supply system above ground. Electrical submersible pumps are
designed to operate at depths of 9,000 to 12,000 feet with volumes from 800 to 20,000 barrels per day. We have histori-
cally not been a provider of electrical submersible pumps to the industry. We recently entered into a long-term alliance
with Electrical Submersible Pumps, Inc., the world’s third largest supplier of electrical submersible pumps, to supply
us with our own line of electrical submersible pumps and to take over distribution of electrical submersible pumps
from Electrical Submersible Pumps, Inc. in selected markets. We believe that this alliance will be highly beneficial to
both our customers and the customers of Electrical Submersible Pumps, Inc. This alliance also provides our customers
with a complete suite of artificial lift systems. Our principal competitors for electrical submersible pumps are Baker
Hughes Incorporated and Schlumberger Limited.

Hydraulic Lift Systems

Hydraulic lift is a form of oil pumping system that uses an above-ground surface power unit to operate a downhole
hydraulic pump (jet or piston) to lift oil from the reservoir. These systems are designed for wells at depths up to 20,000
feet with volumes of up to 15,000 barrels per day. Hydraulic pumps are well-suited for wells with high volumes and
low solids. We believe that we are the world’s largest provider of hydraulic lift systems. Our principal competitor for
hydraulic lift systems is Baker Hughes Incorporated.

Raw Materials

Our Avrtificial Lift Systems Division purchases a variety of raw materials for its manufacturing operations. A number
of its products are manufactured utilizing parts and components made by other manufacturers and suppliers. This
division is not dependent upon any single source of supply for its raw materials and components. The loss of one or
more of our suppliers could, however, disrupt production for some time.



COMPRESSION SERVICES

Our Compression Services Division is one of the world’s largest providers of natural gas compression products and
services. The products and services offered by this division include:

= Sales and rental of natural gas compressors

= Custom-designed compression systems

= Full service turnkey compression management

= Maintenance and reconditioning services and select services such as repair services
= Offshore platform installation and management of compression equipment

As of February 1999, our compression business is operated through a joint venture with GE Capital’s Global
Compression Services. We own 64% of this venture and GE Capital owns 36%. We have the right to acquire GE
Capital’s interest at any time at a price equal to the greater of a market determined third party valuation or book
value. GE Capital also has the right to require us to purchase its interest at any time after February 2001 at a market
determined third party valuation and to request a public offering of its interest after that date, if we have not
purchased its interest by that time.

Market Trends and Outlook

We believe our compression services operate in a growth market with significant opportunities. We estimate that
over 75% of the operating natural gas compressors are owned by the exploration and production companies and more
than 75% of the world’s natural gas compression services are sold in North America. We expect international demand
to grow significantly in the coming years as producers of natural gas worldwide continue to grow. We also believe that
demand in North America should increase as natural gas production continues to grow and our customers seek ways
to reduce costs by out-sourcing their compression needs.

Our compression services are provided primarily to producers of natural gas and pipeline companies. These
services are used by the customer to compensate for diminished wellhead pressure. Our compressors are either sold
or rented to the client on a term basis ranging from a number of months to years. Once a compressor has been placed
in service, that compressor will generally remain in place for the life of the reservoir. We also offer field management
services. Our compression services are charged on both a fixed and turnkey basis.

The compressors marketed by us are generally manufactured by us at our manufacturing facility located in Corpus
Christi, Texas or purchased from third parties.
Growth Strategy
The growth strategy for our compression business is as follows:
= Expand our operations internationally using our worldwide infrastructure
= Leverage our businesses in locations where we are currently located to obtain economies of scale
= Pursue higher horsepower projects that provide for longer term contracts and higher margins

= Place into service the newly manufactured inventory of high power compressors previously owned by
Global Compression

= Increase our revenues, income and market share by offering to our customers the ability to out-source all of
their compression needs
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Compressor Fleet

Our Compression Services Division currently has a fleet of over 4,100 compression units with horsepowers ranging
from 26 to 3,335 horsepower. The average horsepower of our compression fleet is approximately 220 horsepower.

The following table sets forth a summary of our compression fleet.

Horsepower Size Number of Units Total Horsepower
0 - 100 2,117 127,592
101 - 200 894 139,362
201 - 500 633 191,409
501 - 800 211 139,198
801 - 1,100 157 157,395
1,101 and over 130 182,429
Totals 4,142 937,385

In addition, we manage over 530 compression units owned by our clients having an aggregate horsepower of
approximately 122,000.

Capital Expenditures

Our compression services operations are by their nature capital intensive as they require substantial investments in
additional compressor units as our business grows. These capital investments have historically been financed through
existing cash and internally generated cash flow. We expect that future capital investments by our Compression
Services Division will be financed by the joint venture through debt, sale-leaseback arrangements and other similar
financing structures that are repaid from the cash flows generated from the compressor units over the projected term of
rental of the equipment. We recently entered into a lease arrangement under which a number of our compressors were
sold to a third party and were then rented back to us over a five year period. Structures such as this lease should allow
us to expand our compressor fleet and maximize the return on the equity invested in this joint venture. Compression
services does not require a high level of maintenance capital expenditures.

Because of the high leverage aspect of our compression business, we gauge the performance of this division
primarily by the cash flow it generates and its operating income and EBITDA. We do this because in the initial years
of financing the acquisition of compressors, there will be high levels of interest expense or lease expense. Although the
net income return on capital from this business is generally less than other less capital intensive businesses, we believe
the benefits of the steady cash flow from the operations and the less cyclical nature of the business make this business an
important component in our growth. Where possible, we will attempt to secure our financing on a non-recourse basis.

Competition

Our principal competitors in the compression service business are Hanover Compression Company and Production
Operators Corp., a subsidiary of Schlumberger Limited. We believe that we are the second largest provider of natural
gas compression services in the world.

DRILLING PRODUCTS

Our Drilling Products Division is the world’s leading provider of drill stem products, including drill pipe, drill
collars and heavyweight tubular products used for the drilling of oil and gas wells. This division is also a leading
provider in North America for engineered connections used for casing, production tubing and marine conductors
and subsea structures. Our drilling products are designed and engineered for high performance and include all
components of a drill stem from the rig to the drill bit.

The principal products offered by our Drilling Products Division are as follows:
= Drill pipe
= Drill collars

= Heavyweight drill pipe



= Connections for Marine Conductors and Subsea Structures
= Engineered connections
= High Grade Premium Tubing and Casing

« Accessories

Market Trends and Outlook

The market conditions for our Drilling Products Division have been depressed since mid-1998 due to low oil
prices and reduced drilling activity. This decline has affected our Drilling Product Division’s operations in two
significant ways:

= The lower rig count has reduced demand for drill stem products. The reduction in demand is attributable to
both the lower number of drilling rigs requiring drill stem products and an increased level of stock on hand
with our customers as drill stem products from idle rigs are made available to other rigs.

= The decline in drilling activity has reduced the number of wells being completed offshore. This reduction in
the number of completed offshore wells also reduces the demand for our premium casing, liner and produc-
tion tubing and connections for these products. The reduced demand for premium tubular products also
affects our accessory products.

We currently expect that the demand for our drill stem products for 1999 could be down as much as 60% from 1998.
The utilization of the excess drill stem products provided by idle rigs may also suppress levels of demand substantially
below requirements for current drilling activity. We expect, however, that excess stock should, absent any further
changes in the drilling markets, be substantially diminished by the middle of the year 2000. Because the market condi-
tion for our drilling products is heavily dependent on drilling activity, which in turn is dependent on the price of oil
and gas, the effect of the current market conditions on our business is extremely difficult to project and is subject to
much uncertainty.

Growth Strategy
The growth strategy for our Drilling Products Division is as follows:

= Lower drill stem cost structure

= Maintain capacity capabilities for recovery

Add complementary products to existing lines

Introduce new technologies, such as vacuum insulated tubing and short radius drill pipe

Expand product line and marketing of subsea conductors and risers

Continue improvements in connector technology

Products Offered by our Drilling Products Division

A description of the principal products offered by our Drilling Products Division is as follows:

Drill Pipe

Drill pipe is the principal mechanical tool used to drill for oil and gas. Our drill pipe is sold primarily to rig
contractors and rental companies. Unlike a drilling rig, drill pipe is a consumable product with a limited lifespan
based on usage. Our drill pipe is designed and manufactured for extreme environments and incorporates a number
of proprietary designs. Our principal competitors in drill pipe are Omsco, IDPA and various local manufacturers in
foreign countries.

Drill Collars

Drill collars are used to provide weight on a drill bit to assist in the drilling process. A drill collar is generally locat-
ed directly above the drill bit and is machined from a solid steel bar to provide the necessary weight for a vertical well.
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Heavyweight Drill Pipe and Other Drill Stem Products

Our heavyweight drill pipe is a seamless tubular product that is less rigid than a drill collar. Heavyweight drill
collars provide the transition zone between a drill collar and the drill pipe. Heavyweight drill pipe also serves to
apply weight to a drill bit in a directional well. We also provide kellys, subs and pupjoints. The principal competitors
for heavyweight drill pipe and other drill stem products are Smith International, Inc., SMFI and Omsco.

Engineered Connections and Premium Tubulars

Our premium tubular products consist of premium production tubing, liners and casing. The term “premium”
refers to seamless tubulars with high alloy chemistry, specific molecular structure and highly engineered connections.
Our premium tubulars are sold both with and without our proprietary Atlas Bradford® connections. Our premium
tubulars are used in particularly harsh environments, such as offshore and deep natural gas wells where pressure,
temperature and corrosive elements are extreme. The principal competitors for our premium engineered connections
are Hydril, Hunting Interlock and VAM. During 1999, we licensed TAMSA the international rights to our Atlas
Bradford connections.

Connectors for Conductors and Subsea Structures

Our connections for marine conductors and subsea structures consist of our XL System proprietary line of connec-
tion technology for conductors and subsea structures. Conductors are the initial support for new wells from which
both downhole and wellhead sections attach. Conductors are typically hammered in place at the beginning of the
drilling process. We use a proprietary wedge thread technology to connect the conductors. Our primary competition
for conductors and subsea structures are ABB, DrillQuip and various smaller companies.

Raw Materials

The following list sets forth the principal raw materials used by our Drilling Products Division.

Product Raw Material

Drill pipe Steel billets and seamless green tubing
Drill collars Solid steel bars

Heavyweight drill pipe Heavy walled tubes

Premium tubing and casing Seamless green tubing

Our suppliers for the above raw materials are the major domestic and international steel mills. We have established
relationships with several domestic and foreign mill sources to provide us with these products. Currently raw materi-
als for our Mexican and Indian operations are provided by TAMSA in Mexico. We have a 30 year supply contract with
TAMSA in which we have given it the right to supply these operations as long as the prices are on a competitive basis
and we are not providing those supplies internally. We are also reviewing other cost-effective long-term supply
arrangements for this division.

PROPERTIES

Our operations are conducted in over 50 countries. We currently have more than 60 manufacturing and over 300
sales, service and distribution locations throughout the world. We are in the process of consolidating many of these
operations in light of current market conditions.

The following table describes the material manufacturing and other facilities and principal offices currently owned
or leased by us.



Facility Property
Size Size

Location (Sq. Ft.) (Acres) Tenure Utilization

Completion and

Oilfield Services:

Houston, Texas 117,500 16.36 Owned Manufacture of power tongs, power
units and accessories

Pearland, Texas 127,500 57.45 Owned Manufacture of fishing tools, milling tools,
cutters, overshots and whipstocks

Houma, Louisiana 109,800 12.908 Owned Manufacture of mechanical cementing
products, float equipment, stage tools,
rubber products and industrial valves

Hannover, Germany 65,950 341 Leased Manufacture of mechanical cementing
products, power tongs, power units
and accessories, and specialized bucking
machines

Bryne, Norway 60,000 13.59 Leased Manufacture of liner hanger equipment

Huntsville, Texas 81,700 20.00 Owned Manufacture of downhole packers and
completion systems

Liberal, Kansas 40,000 9.93 Owned Provider of fishing and rental, coiled tubing
and foam

Casper, Wyoming 41,553 9.50 Owned Provider of rental and fishing tools and
services

Compression Services:

Cochrane, Alberta, Canada 41,200 1.90 Owned Package of natural gas compression
systems

Corpus Christi, Texas 90,000 61.5 Owned Manufacture and package of natural gas
compression systems

Yukon, Oklahoma 77,500 15.00 Owned Repair of natural gas compressors

Avrtificial Lift Systems:

Woodward, Oklahoma 138,800 53.00 Leased Manufacture of sucker rod pumps

Greenville, Texas 100,000 26.00 Owned Manufacture of sucker rods, couplings,
stabilizer bars and pump parts

Odessa, Texas 99,200 7.20 Owned Manufacture of RotaFlex® pumping units

Sao Leopoldo, Brazil 86,100 17.00 Owned Manufacture of progressing cavity pumps

Houston, Texas 81,000 6.50 Owned Manufacture of steel filter screens

Nisku, Alberta, Canada 74,000 8.00 Leased Manufacture of pumpjacks

Caxias do Sul, Brazil 62,400 6.00 Leased Manufacture of downhole packers
and completion systems

Longview, Texas 47,000 22.10 Owned Manufacture of pump barrels and plungers

Lloydminster, Alberta, Canada 47,000 2.70 Owned Manufacture of progressing cavity pumps

Edmonton, Alberta, Canada 42,000 11.00 Owned Manufacture of progressing cavity pumps
and continuous sucker rods

Drilling Products:

Navasota, Texas 347,000 83.00 Owned Manufacture of drill pipe, premium threaded
casing, liners and tubing

\Veracruz, Mexico 303,400 42.00 Owned Manufacture of tool joints

Muskogee, Oklahoma 195,900 108.40 Owned Manufacture of TCA premium casing
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Facility Property
Size Size
Location (Sq. Ft.) (Acres) Tenure Utilization
Houston, Texas 148,500 20.00 Leased Manufacture of AB connectors
114,200 21.90 Owned Manufacture of API and premium
threaded couplings
82,750 13.50 Owned Manufacture of drill pipe, drill collars,
heavyweights and kellys
54,500 7.00 Owned Premium threading services and manufacture
tubular accessories
Bryan, Texas 160,000 55.30 Owned Manufacture of premium tubing
Edmonton, Alberta, Canada 109,600 10.20 Owned Manufacture of drill pipe, premium threaded
casing, liners and tubing
Houma, Louisiana 85,000 9.40 Owned Manufacture of downhole accessories
Jurong, Singapore 64,000 1.48 Leased Manufacture of drill collars and accessories
Corporate:
Houston, Texas 82,000 - Leased Company’s principal offices

In addition to the above facilities, our Drilling Products Division has an agreement with Oil Country Tubular
Limited pursuant to which OCTL’s manufacturing facility in Narketpally, India is dedicated by OCTL to the produc-
tion of drill pipe and other tubular products exclusively for us. This facility is owned by OCTL and consists of 262,000
square feet located on 60 acres.

The facilities owned by our Compression Services Division are held in a joint venture that is 64% owned by us.

OTHER BUSINESS DATA

Patents

Many areas of our business rely on patents and proprietary technology. We currently have more than 500 patents.
Many of our patents provide us with competitive advantages in our markets. Although we consider our patents and
our patent protection to be an important part of our business, we do not believe that the loss of one or more of our
patents would have a material adverse effect on our business.

Backlog

With the exception of drill pipe for our Drilling Products Division, backlog is not material. Our Drilling Products
Division had a backlog of drill pipe as of December 31, 1998, 1997 and 1996, of $89.9 million, $360.0 million and $170.0
million, respectively. This backlog represented approximately 4.5%, 18.3% and 11.6% of our total company sales for
those years. The total backlog for drill pipe and other drilling products at December 31, 1998, was down to approxi-
mately $89.9 million, most of which is expected to be shipped by the second quarter of 1999. The decline in drill pipe
backlog is reflective of current market conditions. We do not expect that there will be a substantial backlog for this
division during 1999. We also believe that sales for this division will be materially dependent upon timing and recov-
ery of drilling activity.

Insurance

We currently carry a variety of insurance for our operations. We are partially self-insured for certain claims in
amounts that we believe to be customary and reasonable. We also maintain political risk insurance to insure against
certain risks while doing business with foreign countries.



Although we believe that we currently maintain insurance coverage that is adequate for the risks involved, there
is always a risk that our insurance may not be sufficient to cover any particular loss or that our insurance may not
cover all losses. For example, while we maintain product liability insurance, this type of insurance is limited in cov-
erage and it is possible that an adverse claim could arise that is in excess of our coverage. Finally, insurance rates
have in the past been subject to wide fluctuation and changes in coverage could result in increases in our cost or
higher deductibles and retentions.

Litigation

In the ordinary course of business, we become the subject of various claims and litigation. We maintain insur-
ance to cover many of our potential losses and we are subject to various self-retentions and deductibles with respect
to our insurance.

Although we are subject to various ongoing items of litigation, we do not believe that any of the items of litiga-
tion that we are currently subject to will result in any material uninsured losses to us. It is, however, possible that
an unexpected judgment could be rendered against us in the cases in which we are involved that could be unin-
sured and beyond the amounts that we currently have reserved or anticipate incurring for that matter.

Federal Regulation and Environmental Matters

Our operations are subject to federal, state and local laws and regulations relating to the energy industry in gen-
eral and the environment in particular. Environmental laws have in recent years become more stringent and have
generally sought to impose greater liability on a larger number of potentially responsible parties. While we are not
currently aware of any situation involving an environmental claim that would likely have a material adverse effect
on our business, it is always possible that an environmental claim with respect to one or more of our current busi-
nesses or a business or property that one of our predecessors owned or used could arise that could have a material
adverse effect.

We have been recently named by the Environmental Protection Agency (“EPA”) as a party to the Casmalia,
California landfill Superfund site. We legally transported certain waste materials to this site between 1980 and 1985.
In 1985, after we had ended transporting materials to the landfill, the EPA declared the landfill as a Superfund site.
We have been requested to participate in a settlement for the matter by paying approximately $440,000. However,
we dispute the findings of EPA regarding our level of involvement in this matter and are currently reviewing the
proposed settlement and other options we may have.

Our expenditures during 1998 to comply with environmental laws and regulations were not material and we
currently expect that the cost of compliance with environmental laws and regulations for 1999 also will not be mate-
rial. We also believe that our costs for compliance with environmental laws and regulations are generally within the
same range with those of our competitors.

Employees

As of December 31, 1998, we employed approximately 11,400 employees. This number of employees was down
from approximately 13,800 at the beginning of 1998. The reduction in the number of employees was attributable to
the downturn in the industry and our attempts to control costs. In the first quarter of 1999, we further reduced
headcount an additional 10% from December 31, 1998 levels.

Certain of our operations are subject to union contracts. These contracts, however, cover only a small number of
our employees. We believe that our relationship with our employees is generally satisfactory.
Corporate History

We are a Delaware corporation that was organized in 1972. Many of our businesses, including those of
Weatherford Enterra, Inc., have been conducted for more than 50 years.
Principal Executive Offices

Our principal executive offices are located at 515 Post Oak Blvd., Suite 600, Houston, Texas 77027. Our telephone
number is (713) 693-4000.
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SELECTED FINANCIAL DATA

The following table sets forth certain restated selected historical consolidated financial data and should be read in
conjunction with Management’s Discussion and Analysis of Financial Condition and Results of Operations and the
Consolidated Financial Statements and Notes thereto included elsewhere herein. The following information may not
be deemed indicative of our future operating results.

Year Ended December 31,

(in thousands, except per share amounts) 1998 1997 1996 1995 1994
Revenues $ 2,010,654 $ 1,969,089 $ 1,467,270 $ 1,125803 $ 858,993
Operating Income 149,048@ 335,992 169,101 12,120 70,952
Income (Loss) From Continuing

Operations 64,837@ 196,773 92,161 (8,268) 36,046
Basic Earnings (Loss) Per Share

From Continuing Operations 0.67 2.04 1.03 (0.10) 0.53
Diluted Earnings (Loss) Per Share

From Continuing Operations 0.66 2.01 1.01 (0.10) 0.53
Total Assets 2,831,715 2,737,910 2,243,633 1,710,568 1,464,804
Long-Term Debt 229,663 252,322 417,976 416,473 303,854
5% Convertible Subordinated

Preferred Equivalent Debentures 402,500 402,500 — — —
Stockholders’ Equity 1,493,880 1,458,549 1,292,704 958,337 845,287

Cash Dividends Per Share = — — — _

@ Includes $195.0 million, $126.8 million net of tax, of merger and other charges relating to the merger between EVI
and Weatherford Enterra and a reorganization and rationalization of our business in light of industry conditions.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

General

In May 1998, the new Weatherford was created through the merger of EVI, Inc. and Weatherford Enterra, Inc. This
merger was accounted for as a pooling of interests and our financial statements have been restated to reflect our busi-
nesses on a combined basis. We have also redefined our business segments into four separate divisions: Completion and
Qilfield Services, Artificial Lift Systems, Compression Services and Drilling Products. Our segment data has been restat-
ed to reflect these four divisions.

The following is a discussion of our results of operations for the last three years and our current financial position.
This discussion should be read in conjunction with our financial statements that are included with this report.

Our discussion of our results and financial condition includes various forward-looking statements about our markets,
the demand for our products and services and our future results. These statements are based on certain assumptions
that we consider to be reasonable. For information about these assumptions, you should refer to our Section entitled
“Forward-Looking Statements.”

Market Trends and Outlook

Our businesses serve the oil and gas industry. Certain of our products and services, such as our drill pipe, tubular
installation services and well completion services, are dependent on the North American and worldwide level of explo-
ration and development activity. Other products and services, such as our artificial lift systems and compression servic-
es, are dependent on oil and gas production activity. We currently estimate that between 50% and 60% of our business is
reliant on drilling activity, with the remainder related to production activity.

The oil and gas industry has been subject to extreme volatility in recent years due to significant changes in the
demand, supply and pricing of oil and natural gas. In 1997 through early 1998, we experienced a strong increase in the
demand for our products and services due to a worldwide increase in the demand for oil and shortages of equipment
and people to service this demand. During this period, we and our industry operated at levels that had not been experi-
enced since the early 1980’s and many of our businesses operated at full capacity.



Beginning in late 1997, the price of oil began to fall. The reasons for the decline included the spreading impact of
the financial crisis in Asia on the worldwide demand for oil and an increase in the supply of oil worldwide as new
projects and production came online. Initially, the effects of these changes were felt only in isolated markets, such as
the Canadian and California heavy oil markets, where drilling and production activity is more sensitive to the price
of oil. Drilling and completion activity in North America then began to decline due to the greater sensitivity of North
American production to prices. By late 1998, demand throughout the industry had fallen substantially as our customers’
exploration, development and production activities worldwide dropped in reaction to sharply lower oil prices.

Low oil prices have also affected the economies of various developing countries, in particular those in Latin
America and the former Soviet Union, that are heavily dependent on oil exports for growth. Many of these countries
are now experiencing declines in their own economies, which in turn has further affected the worldwide demand and
price for oil.

The following charts set forth certain historical statistics that are reflective of the current market conditions in which
we operate:

North American International
WTI Qil® Henry Hub Gas® Rig Count® Rig Count ®

$25.39 $2.757 1,499 810 819
$2.264 1,195 671

$18.32 $1.945
895
$11.28

9% 97 98 9% 97 98 9% 97 98 96 97 98

@ Price per Barrel as of December 31 - Source: Applied Reasoning, Inc.
@ Price per MBTU as of December 31 - Source: Oil World
@ Average rig count for December - Source: Baker Hughes Rig Count
The reduction in drilling and production activity impacted our businesses through lower revenues, pricing pressure
and reduced margins. Contributing to these conditions are the following trends:

= Low oil prices have reduced the funds available to our clients to explore for and produce oil and gas and have
made the exploration and production of oil reserves in various locations uneconomical.

= Reduced exploration activity has reduced the demand for the products and services provided by us serving
the drilling markets. Our Drilling Products Division has been the most significantly affected.

= North American activity has declined more than the decline in international activity due to the maturity of the
reserves in North America and the higher per barrel cost of exploration and production in North America.

= The capital budgets of our customers have been reduced and delayed because of industry consolidations and
market uncertainties as to future oil prices.

= Reduced demand for our products and services has resulted in pricing pressures and reduced margins in most
of our markets.
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As we enter 1999, there is substantial uncertainty as to when demand will stop declining and when a recovery
will start. Our view is that we are nearing the bottom of the cycle and that improvements will slowly begin to be felt
near the end of the year. We believe the principal factor behind a recovery will be a reduction in the supply of oil as pro-
duction rates decline due to the current reduction in drilling activity. Recent proposed production cuts by the oil produc-
ing countries may also result in improved market conditions to the extent those cuts are actually implemented. Increases
in worldwide demand could also speed up the recovery. We do not expect any material improvements in industry con-
ditions until sometime in 2000.

We expect that in light of current market conditions our revenues, operating income before special charges and net
income from continuing operations before special charges for 1999 will all be substantially down on a year to year basis
absent a significant turn-around by the third quarter of 1999. The extent of the decline will be a function of when the
market stabilizes and begins to recover. The extreme volatility of our markets, however, makes predictions regarding
results for 1999 difficult to make.

Results of Operations

The business environment in which we have operated over the last three years has experienced extreme changes.
Starting in 1996, we began to experience the first significant improvements in our markets in a number of years. That
improvement continued through 1997 into the first part of 1998, with a material slow down beginning near the middle
of 1998. By the end of 1998, our industry was in the midst of one of the worse downturns in its history.

Year Ended December 31, 1998 Compared to Year Ended December 31, 1997

The following charts contain selected financial data comparing our results for 1998 and 1997:

Comparative Financial Data

Year Ended

(in thousands, except percentages) 1998 1997
Revenues $ 2,010,654 $ 1,969,089
Gross Profit 583,869@ 580,702
Gross Profit % 29.0% 29.5%
Selling, General and Administrative

Attributable to Segments $ 266,423 $ 209,476
Corporate General and Administrative 26,980 37,816
Operating Income 149,048@® 335,992
Interest Income 2,969 8,329
Interest Expense 54,497 43,273
Net Income from Continuing Operations 64,837@ 196,773
EBITDA ®) 319,780® 478,923

@ Includes $195.0 million, $126.8 million net of tax, of merger and other charges relating to the merger between EVI
and Weatherford Enterra and a reorganization and rationalization of our business in light of industry conditions. Of
these charges $50.9 million related to the write-off of inventory and have been classified as cost of products.

®)EBITDA is calculated by taking operating income and adding back depreciation and amortization. We have includ-
ed an EBITDA calculation here because when we look at the performance of our businesses, we give consideration
to their EBITDA. Calculations of EBITDA should not be viewed as a substitute to calculations under GAAP, in par-
ticular cash flows from operations, operating income and net income. In addition, EBITDA calculations by one com-
pany may not be comparable to another company.



Sales by Geographic Region

Year Ended
1998 1997

Region: @
u.s. 59% 61%
Canada 13% 13%
Europe 8% 8%
Latin America 7% 6%
Africa and Middle East 7% 5%
Other 6% 7%

Total 100% 100%

(@ Sales are based on the region of origination and do not reflect sales by ultimate destination.

Our results for 1998 reflected the volatile industry in which we competed; trends and factors affecting our business-
es varied depending on the quarter. Our results for 1998 and 1997 were also affected by the following specific items:

Results for 1998 include $195.0 million in pre-tax charges for the merger between EVI and Weatherford
Enterra, Inc. and charges associated with the downturn in our industry.

Revenues for the second six months of 1998 declined 14.3% compared to the same period in 1997 and 17.4%
compared to the first half of 1998.

The increase in the 1998 operating income of $344.0 million, before charges of $195.0 million, as compared to
1997 operating income of $336.0 million, reflected the strong demand for our products in the first half of 1998.

Businesses acquired in 1997 and 1998 contributed $403.5 million in revenues and $25.9 million in operating
income in 1998. Revenues and operating income in 1997 from the businesses acquired in 1997 were $166.5 mil-
lion and $23.3 million.

Businesses sold in 1997 contributed $76.9 million in revenues in 1997. Net income for the disposed businesses
was $8.3 million in 1997.

In 1997 we recorded an extraordinary charge of $9.0 million, net of taxes, related to our acquisition of approxi-
mately $120.0 million principal amount of our 10 ¥4% Senior Notes due 2004 and 10 ¥4% Senior Notes due
2004, Series B.

Our interest charges for 1998 reflected higher levels of debt following our issuance in November 1997 of $402.5
million principal amount of 5% Convertible Subordinated Preferred Equivalent Debentures due 2027 and bor-
rowings used to fund acquisitions.

Our corporate expenses as a percentage of revenues for 1998 were 1.3% as compared to 1.9% for 1997. The per-
centage decrease from 1997 was primarily attributable to the consolidation savings due to our merger.

Our effective tax rate on income from continuing operations for 1998 was 34.8% as compared to 35.5% for 1997.

1998 Special Charges

In 1998, we incurred $195.0 million in merger and other charges relating to the merger between EVI and
Weatherford Enterra and a reorganization and rationalization of our businesses in light of industry conditions. Of these
charges, $120.0 million was incurred in the second quarter at the time of our merger and with the initial downturn in
the industry. A $75.0 million charge was incurred in the fourth quarter in response to the previously unanticipated
extent of the decline in our industry which resulted in a need for us to make additional reductions in our operations
and align the cost structure of our business with current demand. The net after-tax effect of these charges was $126.8
million (or $1.30 per diluted share). Over $171.4 million of these charges had been realized as of December 31, 1998,
with the remainder of the charges expected to be fully expended by the second quarter of 1999 in connection with
planned activities. During 1999, we will assess whether any adjustments or reversals to the remaining accrued special
charges are necessary.
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The following chart summarizes the special charges made by us in 1998:

Completion Balance as of
and Oilfield  Artificial Compression Drilling December 31,

(in thousands) Services  Lift Systems  Services  Products  Corporate Total Utilized 1998
Merger Transaction Costs @ $ — $ — $ — 3 — $ 62,462 $ 62,462 $ 62,462 $ —
Severance and Related Costs @ 1,961 5,050 — — 600 7,611 — 7,611
Facility Closures © 8,969 13,817 — 5,300 — 28,086 15,257 12,829
Corporate Related Expenses @ — — — — 8,297 8,297 5177 3,120
Inventory Write-Off ® 4,830 17,573 — 28,500 — 50,903 50,903 —
Write-Down of Assets © 29,195 4,360 1,500 1,150 1,436 37,641 37,641 —
Total $ 44955 $ 40,800 $ 1,500 $ 34,950 $ 72,795 $ 195,000 $171,440 $ 23,560

(@ The merger related costs were incurred in the second quarter and included $32.6 million in severance and termination
costs related to approximately 300 employees and former officers and directors, and other employee benefits related to
stock grants, in accordance with Weatherford Enterra’s employment agreements and option plans, and $29.9 million in
professional and financial advisory fees, filing and registration fees, and printing and mailing costs.

@ The severance and related costs included in the fourth quarter charges were $7.6 million for approximately 1,000
employees specifically identified, with terminations to be completed in the first half of 1999, in accordance with our
announced plan to terminate employees.

® The facility and plant closures costs were $15.3 million in the second quarter, all of which have been incurred by year
end. These costs related primarily to the elimination of duplicated manufacturing, distribution and service locations
following the merger in May. The facility and plant closures of $12.8 million were accrued in the fourth quarter for the
consolidation and closure of approximately 100 service, manufacturing and administrative facilities in response to
declining market conditions in the fourth quarter.

@) The corporate related expenses of $5.2 million recorded in the second quarter and $3.1 million recorded in the fourth
quarter were primarily for the relocation of corporate offices, related lease obligations and the consolidation of technol-
ogy centers due to the merger and to align our corporate cost structure in light of current conditions.

®) The write-off of inventory was $12.4 million in the second quarter and $38.5 million in the fourth quarter, which were
reported as cost of products. These charges relate to the write-off of inventory as a result of the combination of EVI’s
and Weatherford Enterra’s operations, the rationalization of their product lines, the elimination of certain products,
services and locations due to the merger and as a result of the decline in market conditions.

® The write-down of assets was $24.6 million in the second quarter and $13.0 million in the fourth quarter. These charges
primarily relate to the write-down of equipment and other assets as a result of the combination of EVI’s and
Weatherford Enterra’s operations, the rationalization of their product lines, the elimination of certain products, services
and locations due to the merger, the industry downturn, and the specific identification of assets which are held for sale
as a result of the decline in market conditions.

Segment Results

Completion and Oilfield Services

Our Completion and Qilfield Services Division began the first half of 1998 with strong revenue and income growth.
By the second half of the year, this division began to experience reductions in revenue, operating income and margins as
the rig count declined and demand for its products and services dropped. This division’s North American operations
have been the most adversely affected by the downturn. Revenue declines have continued into the first quarter of 1999.
Although we are continuing to reduce our costs in this division through reductions in personnel, the declines in rev-
enues have occurred faster than cost reductions. The revenue reduction has also resulted in manufacturing and opera-
tional inefficiencies in this division due to lower operating levels. While we believe this division is well positioned for
growth as the industry recovers, results for this division for 1999 will be highly dependent on timing of improvements in
the market.



The following chart sets forth additional data regarding the results of our Completion and Oilfield Services Division
for 1998 and 1997:

Year Ended

(in thousands, except percentages) 1998 1997
Revenues $ 848,219 $ 929,001
Gross Profit 272,390@ 314,870
Gross Profit % 32.1% 33.9%
Selling, General and Administrative $ 99,423 $ 102,040
Operating Income 135,521@ 215,412
EBITDA 230,239@ 301,550

@ Includes merger and other charges of $45.0 million, which consists of $9.0 million for facility closures, $29.2
million for the write-down of equipment, $2.0 million for severance and $4.8 million for the write-off of inventory.
The write-off of inventory has been classified as cost of products.

Material items affecting the results of our Completion and Oilfield Services Division for 1998 compared to
1997 were:

North American revenues for 1998 declined by 22.4% as compared to 1997 due to an average rig count
reduction of 17.4%.

International revenues increased by 10.0% in 1998 to $432.8 million. The most significant revenue increases
occurred in the African and Middle Eastern markets.

Businesses sold by us in 1997 contributed $76.9 million in revenues in 1997.

Gross profit, before charges of $4.8 million, declined in 1998 by 12.0% as revenue in the second half of 1998
dropped by 10.8% as compared to the first half of 1998.

Selling, general and administrative expenses increased as a percentage of revenues from 11.0% in 1997 to 11.7%
in 1998. The increase primarily reflects a reduced revenue base.

Operating income, before charges of $45.0 million, declined in 1998 to $180.5 million from $215.4 million in 1997
primarily due to increased costs and reduced revenues associated with industry conditions.

Avrtificial Lift Systems

Our Artificial Lift Systems Division was the first segment of our business to be affected by the market downturn.
Beginning in late 1997 as oil prices began to fall, demand for this division’s products fell as its customers reduced and
deferred purchases of products used to produce oil, in particular heavy oil. The decline was most pronounced in
Canada, where we had just purchased various companies that served this market. We believe this division’s business
has generally bottomed out and we expect that this division will realize slight sales and income increases during 1999.

However, as long as the price of oil remains depressed, we do not expect demand for this division’s products to increase

significantly. As a result, we do not expect this division to be a significant contributor to income for 1999. Looking
beyond 1999, we expect that as the world’s oilfields mature, demand for this division’s products should increase and it
should return to greater profitability. International activity should begin to increase in 1999 as we

leverage our worldwide distribution network to market the products and services offered.
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The following chart sets forth additional data regarding the results of our Artificial Lift Systems Division for 1998
and 1997:

Year Ended

(in thousands, except percentages) 1998 1997
Revenues $ 329,196 $ 249,476
Gross Profit 101,972@ 69,806
Gross Profit % 31.0% 28.0%
Selling, General and Administrative $ 97,968 $ 47,014
Operating Income (19,223)@ 22,792
EBITDA (40)@ 31,736

@ Includes merger and other charges of $40.8 million, primarily including $13.8 million for facility closures, $17.6
million for the write-off of inventory, $5.0 million for severance and $4.4 million related to the write-down of
equipment. The write-off of inventory has been classified as costs of products.

Material items affecting the results of our Artificial Lift Systems Division for 1998 compared to 1997 were:
= The second half of 1998 experienced a decline in revenues of 33.4% compared to the first half of 1998.
= Revenues in 1998 related to 1997 acquisitions were $189.1 million.

= Gross profit, before charges of $17.6 million, increased to $119.5 million in 1998 from $69.8 million in 1997 due to
improved margins from products sold in the first half of 1998.

- Selling, general and administrative expenses as a percentage of revenues increased significantly from 18.8% in
1997 to 29.8% in 1998 due to higher amortization of goodwill and other intangibles relating to the 1997 and 1998
acquisitions for this segment, higher selling costs associated with the December 1997 acquisitions of distribution
entities and system costs primarily related to Year 2000 compliance costs.

= Operating income, before charges of $40.8 million, was down from $22.8 million in 1997 to $21.6 million in 1998
due to increased selling, general and administrative expenses and reduced revenues associated with industry
conditions.

Compression Services

Our Compression Services Division was the least affected by the recent declines in market conditions due to the fact
that its business is based on levels of natural gas development and production, which has been more stable than oil pro-
duction. Revenues for 1998 were essentially flat compared to 1997 as we spent a large portion of the year working to
position this division for growth. Gross margins and operating income for this division increased in 1998 as we focused
on improving manufacturing and operational efficiencies of this division’s operations.

Looking forward into 1999, we believe that this division is the best positioned of our operating divisions for growth
in 1999 as we expect increased demand for gas compression services as our customers seek ways to reduce costs.
International demand is also expected to increase as we seek opportunities with foreign producers through our world-
wide infrastructure. We expect this division’s revenues and operating income will also be significantly up for 1999 due
to our joint venture with GE Capital described below under the heading “Acquisitions and Dispositions.”



The following chart sets forth additional data regarding the results of our Compression Services Division for 1998
and 1997:

Year Ended

(in thousands, except percentages) 1998 1997
Revenues $ 177,481 $ 178,897
Gross Profit 39,656 35,105
Gross Profit % 22.3% 19.6%
Selling, General and Administrative $ 21,064 $ 20,331
Operating Income 17,092@ 14,774
EBITDA 40,171@ 36,440

@ Includes merger and other charges of $1.5 million which relates primarily to specific identification of excess equip-
ment that is held for sale due to the weakening market conditions.

Material items affecting the results of our Compression Services Division for 1998 compared to 1997 were:

= Revenues in 1998 were down slightly from 1997. In the second half of 1998 revenues were down approximately
3.2% from the first half of 1998.

= Gross profit as a percentage of revenues increased from 19.6% in 1997 to 22.3% in 1998. This increase reflected
an improvement in the design of the compressor packages sold and operational efficiencies.

= The increase in selling, general and administrative expenses for 1998 compared to 1997 primarily reflects costs
associated with the expansion into international markets.

= Operating income before charges was $18.6 million in 1998 which benefited from improved margins.

Drilling Products

Our Drilling Products Division has been the most affected by the recent decline in drilling activity. Although rev-
enues for 1998 were up compared to 1997, the increase was attributable to sales from our backlog and prior price
increases. This division also is expected to continue to have declining revenues throughout the year as its backlog of
drill pipe is reduced substantially by the end of the second quarter of 1999. We currently expect that sales of premium
connections and tubulars will increase slightly as the year progresses due to inventory reductions at the distributor level.
We do not, however, anticipate any increase in sales volumes of drill pipe during 1999 unless the rig count increases sub-
stantially and do not expect the increased premium sales to offset the revenue and income losses from the drop in drill
pipe sales. In addition, because of the high fixed costs associated with the manufacturing operations of this division, we
expect this division to operate at a loss for the first half of 1999. The second half results will be dependent on the timing
of improvements in demand, which we do not expect to see until later in 1999 or some time in 2000.

The following chart sets forth additional data regarding the results of our Drilling Products Division for 1998
and 1997:

Year Ended

(in thousands, except percentages) 1998 1997
Revenues $ 655758 $ 611,715
Gross Profit 169,851@ 160,921
Gross Profit % 25.9% 26.3%
Selling, General and Administrative $ 47968 $ 40,091
Operating Income 115,433@ 120,830
EBITDA 147,384@ 144,440

@ Includes merger and other charges of $35.0 million, including $5.3 million for facility closures, $28.5 million for the
write-off of inventory and $1.2 million for the write-down of equipment. The write-off of inventory is classified as
cost of products.
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Material items affecting the results of our Drilling Products Division for 1998 compared to 1997 were:
= The increase in revenues for 1998 reflects the benefit of sales from backlog from 1997 and the first half of 1998.
- Sales in the second half of 1998 decreased by 20.5% as compared to the first half of 1998.

= Premium tubular revenues declined in the second half of 1998 due to a decrease in demand as distributors’
inventories fell in light of prevailing market conditions.

= In December 1998, we acquired the company that owned our facility in Veracruz, Mexico, and canceled the lease
associated with that facility. We also licensed internationally certain of our rights to some of our Atlas Bradford
thread line and recorded $9.0 million in revenues from that arrangement.

- Improved gross profit, before charges of $28.5 million, significantly benefited from lower average costs associat-
ed with higher production volumes during the first half of 1998. The second half of 1998 reflected a shift in the
sales mix from higher margin product sales to lower margin product sales.

= Selling, general and administrative expenses increased as a percentage of revenues from 6.6% in 1997 to 7.3% in
1998. The increase reflects system costs primarily associated with Year 2000 compliance costs, as well as the
amortization of goodwill associated with the 1997 acquisitions in this division.

= Operating income, before charges of $35.0 million, improved from $120.8 million in 1997 to $150.4 million in
1998 due to favorable operating results in the first half of 1998.

Year Ended December 31, 1997 Compared to Year Ended December 31, 1996

The following charts contain selected financial data comparing our results for 1997 and 1996:

Comparative Financial Data

Year Ended

(in thousands, except percentages) 1997 1996
Revenues $ 1,969,089 $ 1,467,270
Gross Profit 580,702 368,345
Gross Profit % 29.5% 25.1%
Selling, General and Administrative

Attributable to Segments $ 209476 $ 162,018
Corporate General and Administrative 37,816 39,304
Operating Income 335,992 169,101
Interest Income 8,329 4,168
Interest Expense 43,273 39,368
Net Income from Continuing Operations 196,773 92,161
EBITDA ® 478,923 290,931

@ EBITDA is calculated by taking operating income and adding back depreciation and amortization. We have
included an EBITDA calculation here because when we look at the performance of our businesses, we give
consideration to their EBITDA. Calculations of EBITDA should not be viewed as a substitute to calculations
under GAAP, in particular cash flow from operations, operating income and net income. In addition, EBITDA
calculations by one company may not be comparable to another company.



Sales by Geographic Region

Year Ended
1997 1996

Region: @
u.s. 61% 63%
Canada 13% 10%
Europe 8% 10%
Latin America 6% 5%
Africa and Middle East 5% 7%
Other 7% 5%

Total 100% 100%

@ Sales are based on the region of origination and do not reflect sales by ultimate destination.

Our results for 1997 reflected a major improvement over 1996 as we saw improvements in both the domestic and
international rig counts and drilling activity. These improvements resulted in most of our businesses operating at near full
capacity and increased prices as demand for products and services exceeded supply. The improvements were generally
seen in all of our geographic markets, with North America realizing the greatest increases. Our businesses also benefited
from prior consolidation efforts and market expansions.

In addition to the general effect of substantially better market conditions in 1997 compared to 1996, our results for
1997 and 1996 were affected by the specific following items:

= Revenue increases in 1997 reflected the impact of the various acquisitions made during 1997, the impact of
consolidation, restructuring and higher average sales prices which reflect the strength in our markets for 1997.

= Acquisitions in 1997 benefited 1997 revenues by $166.5 million and income from continuing operations by $12.3
million. Acquisitions in 1996 benefited 1997 revenues by $269.2 million and income from continuing operations
by $24.5 million.

= Businesses sold by us in 1997 contributed $76.9 million in revenues in 1997 and $134.3 million in 1996.

= Gross profit as a percentage of revenues increased from 25.1% in 1996 to 29.5% in 1997 due to stronger prices
and sales of higher margin products and services.

= Selling, general and administrative costs attributable to segments as a percentage of total revenues were flat
between 1997 and 1996, despite increased amortization of intangibles and costs associated with the assimilation
of acquired businesses.

= Our corporate expenses as a percentage of revenues for 1997 were 1.9% as compared to 2.7% for 1996. The
percentage decrease from 1996 was primarily attributable to the growth in 1997 revenues.

= Our interest charges in 1997 reflected increased indebtedness during 1997 and our $402.5 million principal
amount of the Debentures issued in November 1997.

= Net income for the disposed businesses was $8.3 million in 1997 and $9.6 million in 1996.

= We recorded in 1997 an extraordinary charge of $9.0 million, net of taxes, related to our acquisition of approxi-
mately $120.0 million principal amount of our 10 ¥4% Senior Notes due 2004 and 10 ¥4% Senior Notes due 2004,
Series B. We also recorded an extraordinary charge of $0.7 million, net of taxes, for the early extinguishment of
debt in 1996.

= In 1996, we reported income of $7.5 million, net of taxes, from discontinued operations related to our Mallard
Division and a gain of $66.9 million, net of taxes of $44.6 million, related to the disposition. In 1997, we benefited
from a one-time pre-tax gain of $3.4 million relating to the sale of Parker Drilling Company common stock
received in connection with the disposition of the Mallard Division.
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= Our effective tax rate on income from continuing operations for 1997 was 35.5% as compared to 30.5% for 1996.
The 1996 effective rate was favorably impacted by a $4.0 million tax benefit resulting from a $6.4 million settle-
ment in October 1996 with the United States Internal Revenue Service in connection with the dissolution in
October 1990 of an oil and gas joint venture.

1996 Special Charges

In the fourth quarter of 1996, we adopted a plan to close our Bastrop, Texas, tool joint manufacturing facility and to
combine our two packer facilities through the closure of one facility in Arlington, Texas. In connection with these deci-
sions, we incurred a charge of $5.8 million associated with these closures. Of this charge, $4.3 million related to the tool
joint facility closure and relocation of equipment from this facility and $1.5 million related to the consolidation of our
packer facilities and the closure of one of the plants. We incurred $3.8 million in 1996 for costs associated with these
actions during 1996, including costs relating to the relocation of equipment at our Bastrop facility to other facilities. We
also accrued $2.0 million as part of the $5.8 million charge for estimated exit costs that were incurred in 1997 relating to
the closure of our Bastrop and Arlington facilities. These costs included $0.8 million for severance and termination costs,
$0.9 million for the reduction in the carrying value of our Bastrop facility in light of the intended disposition of the facili-
ty and $0.3 million for the termination of the Arlington lease. Approximately 400 of our employees were affected by
these closures. We had substantially completed the closure of both the Bastrop and Arlington facilities and incurred
substantially all charges related to the closing of these facilities by the end of the second quarter of 1997.

Segment Results

Completion and Oilfield Services

The following chart sets forth certain data regarding the results of our Completion and Oilfield Services Division
for 1997 and 1996:

Year Ended

(in thousands, except percentages) 1997 1996
Revenues $ 929,001 $ 824,639
Gross Profit 314,870 233,507
Gross Profit % 33.9% 28.3%
Selling, General and Administrative $ 102,040 $ 89,253
Operating Income 215,412 146,332
EBITDA 301,550 226,914

Material items affecting the results of our Completion and Oilfield Services Division for 1997 compared to 1996 were:

= The increase in revenues primarily reflects increased volume of activity and improved pricing resulting from a
15% increase in worldwide drilling activity.

= The increased use of certain drilling techniques, such as re-entry, multi-lateral, horizontal and directional
drilling, were also important contributors to revenue growth in 1997, particularly in North America.

= U.S. oilfield services revenues increased 33% to $317.7 million, while the U.S. average rig count increased 21%.
Qilfield services revenues in Canada increased 31% while average Canadian rig count increased 39%.

= International oilfield services revenues (excluding Canada) increased 18% compared to an average rig count
increase of 2%. International revenue increases were primarily attributable to increased volume of rental and
service activity, some pricing improvement and the introduction of downhole services into new markets.

= Businesses sold by us in 1997 contributed $76.9 million in revenues in 1997 and $134.3 million in 1996.
= Cementation product sales increased 32% over 1996.

= Liner hanger sales and service revenues, which included the results of Nodeco AS and Aarbakke AS from the
date they were acquired in May 1996, increased 66% in 1997 over 1996.

= Gross profit margin, as a percentage of revenues, increased in 1997 to 33.9% from 28.3% as a result of improved
pricing in certain areas and increased volume.



= Selling, general and administrative expenses for 1997 as a percentage of revenues were 11.0% compared to 10.8%
for 1996.

= Completion products operating income increased $15.7 million, or 67%, from 1996 to 1997, primarily as a result
of the increased volume of cementation product sales, operating efficiencies and the inclusion of the Nodeco
operations for the full year of 1997.

Artificial Lift Systems

The following chart sets forth certain data regarding the results of our Artificial Lift Systems Division for 1997
and 1996:

Year Ended

(in thousands, except percentages) 1997 1996
Revenues $ 249,476  $ 150,816
Gross Profit 69,806 42,028
Gross Profit % 28.0% 27.9%
Selling, General and Administrative $ 47,014  $ 30,361
Operating Income 22,792 11,667
EBITDA 31,736 17,532

Material items affecting the results of our Artificial Lift Systems Division for 1997 compared to 1996 were:

= Revenue growth in our Artificial Lift Systems Division was primarily due to increased sales of artificial lift
equipment in the Canadian and South American markets, and the effects of acquisitions. During 1997, we
acquired Trico Industries, BMW Monarch, BMW Pump and various small artificial lift companies. These
acquisitions benefited 1997 revenues by $64.9 million and operating income by $6.8 million.

= Sales of our progressing cavity pump product lines were particularly strong in Canada and South America
where the heavy oil markets improved.

= Gross profit, as a percentage of revenues, increased from 27.9% in 1996 to 28.0% in 1997 as a result of an
improvement in this division’s domestic cost structure and the December 1997 acquisitions of Trico Industries,
BMW Pump and BMW Monarch.

= Selling, general and administrative expenses for 1997 as a percentage of revenues was 18.8% compared to
20.1% for 1996 in spite of higher amortization and combination expenses related to 1997 acquisitions.
Compression Services

The following chart sets forth certain data regarding the results of our Compression Services Division for 1997
and 1996:

Year Ended

(in thousands, except percentages) 1997 1996
Revenues $ 178,897 $ 154,503
Gross Profit 35,105 29,771
Gross Profit % 19.6% 19.3%
Selling, General and Administrative $ 20,331 % 21,938
Operating Income 14,774 7,833
EBITDA 36,440 31,387

Material items affecting the results of our Compression Services Division for 1997 compared to 1996 were:

= Revenue increases were primarily due to an increase in manufacturing and packaging revenues of 21% to
$78.2 million and an improvement of 12% to $100.7 million for compressor rental and service revenues.

= Gross profit increased from 19.3% in 1996 to 19.6% in 1997 due to improvements in manufacturing and
packaging operations.
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= Selling, general and administrative expenses for 1997, compared to 1996, declined due to cost reductions.
= Operating income increased due to improved sales, slightly better margins and lower selling, general and
administrative expenses.
Drilling Products

The following chart sets forth certain data regarding the results of our Drilling Products Division for 1997 and 1996:

Year Ended

(in thousands, except percentages) 1997 1996
Revenues $ 611,715 $ 337,312
Gross Profit 160,921 63,039
Gross Profit % 26.3% 18.7%
Selling, General and Administrative $ 40,091 $ 20,466
Operating Income 120,830 42,573
EBITDA 144,440 53,619

Material items affecting the results of our Drilling Products Division for 1997 compared to 1996 were:

= Improved results were primarily due to increased demand for drill pipe and other drilling tools, strength in
premium tubular activity and our acquisition of TA Industries, Inc., a premium tubular couplings and acces-
sories manufacturer, in April 1997, and the third quarter 1997 acquisition of XL Systems, Inc., a manufacturer
of marine connectors.

= Drill pipe and other drill stem products sales increased to approximately $283.4 million for 1997 from $181.3
million for 1996. The increase in demand for drill pipe reflected higher domestic and international drilling
activity, in particular offshore drilling. Revenues from drill pipe sales also reflected higher pricing of products.

= Premium tubular revenues increased to approximately $307.9 million during 1997 up from approximately $157.8
million for 1996. The increase in premium tubular revenues reflected strong demand in the Gulf of Mexico and
the acquisition of TA Industries.

= During 1997, our acquisitions of TA Industries, XL Systems and various small acquisitions benefited 1997 rev-
enues in this division by $96.8 million and benefited its operating income by $16.1 million.

= Gross profit for this division increased as a percentage of revenues from 18.7% in 1996 to 26.3% in 1997 due to
increased pricing on our products and reduced costs resulting from the expansion of our Mexico tool joint facili-
ty. In the third quarter of 1997, the Mexico facility became fully operational, which benefited operations in the
second half of 1997 by over $3.0 million.

= Selling, general and administrative expenses for 1997, as a percentage of revenues, was 6.6% compared to 6.1%
for 1996 and reflected higher selling, general and administrative expenses associated with the operations of TA
Industries as well as the increase in the amortization of goodwill and other intangibles.

Liquidity and Capital Resources

Our current sources of capital are current cash, cash generated from operations and borrowings under bank lines
of credit. We believe that the current reserves of cash and short-term investments, access to our existing credit line and
internally generated cash from operations are sufficient to finance the projected cash requirements of our current and
future operations. We are continually reviewing acquisitions in our markets. Depending upon the size, nature and
timing of an acquisition, we may need additional capital in the form of either debt, equity or a combination of both.



The following chart contains information regarding our capital resources and borrowings and exposures as of and for
the years ended 1998 and 1997:

(in thousands) 1998 1997

Cash and Cash Equivalents $ 40,201 $ 74,211
Borrowings from Revolving Credit Facilities 117,279 24,243
Letters of Credit Outstanding 29,937 27,900
Cumulative Foreign Currency Translation Adjustment (76,389) (38,494)
International Assets Hedged (U.S. Dollar Equivalent) 33,365 36,802
Net Cash Inflows on Forward Exchange Contracts 423 5,200

The reduction in our cash and cash equivalents since December 31, 1997, was primarily attributable to the acquisition
of new businesses for approximately $138.8 million in cash and capital expenditures for property, plant and equipment
of $205.9 million, offset by net borrowings under revolving credit facilities of $93.0 million, cash of $100.0 million from a
sale and leaseback that was consummated in the fourth quarter of 1998, and cash flow from operations of $127.9 million.

Banking Facilities

In May 1998, we put in place a five-year unsecured revolving credit facility that allows us to borrow up to $250.0 mil-
lion at any time. The facility consists of a $200.0 million U.S. credit facility and a $50.0 million Canadian credit facility.
Borrowings under this facility bear interest at a variable rate based on the U.S. prime rate or LIBOR. Our credit facility
contains customary affirmative and negative covenants, including a maximum debt to capitalization ratio, a minimum
interest coverage ratio, a limitation on liens and a limitation on asset dispositions.

Convertible Subordinated Debentures

In November 1997, we completed a private placement of $402.5 million principal amount of our 5% Convertible
Subordinated Preferred Equivalent Debentures due 2027. The net proceeds from the Debentures were $390.9 million.
The Debentures bear interest at an annual rate of 5% and are convertible into Common Stock at a price of $80 per share.
We have the right to redeem the Debentures at any time on or after November 4, 2000, at redemption prices provided
for in the indenture agreement, and are subordinated in right of payment of principal and interest to the prior payment
in full of certain existing and future senior indebtedness. We also have the right to defer payments of interest on the
Debentures by extending the quarterly interest payment period on the Debentures for up to 20 consecutive quarters at
any time when we are not in default in the payment of interest.

7 Y4% Senior Notes due 2006

We have outstanding $200.0 million of publicly traded 7 ¥2% Senior Notes due May 15, 2006. Interest on the 7 ¥2%
Senior Notes is payable semi-annually on May 15 and November 15 of each year.

Compression Financing

Our Compression Services Division entered into a sale and leaseback arrangement in December 1998 where it was
provided with the right to sell up to $200.0 million of compression units through December 1999 and lease them back
over a five year period under an operating lease. Payments under the lease are calculated based on rate of return on the
purchase price and an agreed valuation of the leased compressors. Under the terms of the lease, our Compression
Services Division may repurchase the equipment at any time. Weatherford International has provided for a residual
value guarantee at the end of the term of the lease equal to approximately 85.5% of the appraised value of the compres-
sion units under lease.
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As of December 31, 1998, our Compression Services Division had sold compressors under this arrangement having an
appraised value of $119.6 million and received cash of $100.0 million and a receivable of $19.6 million. The receivable is
classified in other current assets on the accompanying Consolidated Balance Sheets as the balance is due on demand. The
net book value of the equipment sold was approximately $77.4 million, resulting in a pre-tax gain of $42.2 million, which
may be deferred until the end of the lease.

Capital Expenditures

Our capital expenditures for property, plant and equipment during 1998 were $205.9 million and primarily related
to drill pipe and tubing, fishing tools, tubular service equipment, compression rental equipment and the completion of
plant expansions in Canada. Much of the 1998 capital expenditures related to projects initiated at the end of 1997 and
early 1998. Capital expenditures for 1999 are expected to be approximately $105.0 million.

Our compression operations are, by their nature, capital intensive and in the event of growth require substantial
investments in compressor units. These capital investments have historically been financed through existing cash
and internally generated cash flow. We expect that future capital investments by our compression division will be
financed by our compression joint venture through debt, sale and leaseback arrangements and other similar financing
structures that are repaid from the cash flows generated from the compressor units over the projected term of rental
of the equipment.

Acquisitions and Dispositions

Our company has grown substantially over the years through selective acquisitions and combinations. The following
table summarizes our 1998 and 1997 acquisitions by operating segment:

Segment 1998 1997
Cash/Assumed  Total Cash/Assumed Total

(in thousands) Stock ($) Liabilities Consideration  Stock (3$) Liabilities Consideration
Completion and Oilfield Services $ - $ 83706 $ 83,706 $ - $ 44505 $ 44,505
Atrtificial Lift Systems 30,753 72,234 102,987 - 250,128 250,128
Compression Services - - - - - -
Drilling Products — 73,923 73,923 47,425 70,696 118,121

Total $ 30,753 $229,863 $260,616 $ 47,425 $ 365329 $ 412,754

Subsequent to year end, we completed a joint venture with GE Capital Corporation in which we combined our com-
pression services operations with GE Capital’s Global Compression’s services operations. The joint venture, which is
known as Weatherford Global Compression, is the world’s second largest provider of natural gas contract compression
services and owns or manages over 4,000 compression units worldwide having more than one million horsepower. The
pro forma combined 1998 revenues, operating income and EBITDA for the joint venture were $256.9 million, $7.3 million
and $52.1 million, respectively. We own 64% of the joint venture and GE Capital owns 36%. We have the right to acquire
GE Capital’s interest at anytime at a price equal to a third party market determined value that is not less than book value.
GE Capital also has the right to require us to purchase its interest at any time after February 2001 at a third party market
determined value as well as request a public offering of its interest after that date, if we have not purchased its interest by
that time.

We also recently completed our acquisition of Christiana Companies, Inc. for approximately 4.0 million shares of
Common Stock and $20.0 million cash. In the acquisition we acquired through Christiana (1) 4.0 million shares of our
Common Stock, (2) cash, after distribution to the Christiana shareholders, equal to the amount of Christiana’s outstanding
tax and other liabilities and (3) a one-third interest in Total Logistic Control, a refrigerated warehouse, trucking and logis-
tics company. TLC has a net book value of approximately $8.2 million and had 1998 revenues of $90.8 million, operating
income of $5.8 million and EBITDA of $12.6 million. We acquired Christiana because it gave us a unique opportunity to
own an interest in TLC for essentially no consideration. We intend to hold our investment in Christiana as a passive
investment.



Our 1998 and 1997 acquisitions, with the exception of our acquisition XL Systems, Inc. in 1997, which was accounted
for as an immaterial pooling of interests, were accounted for using the purchase method of accounting. The results of
operations of all such acquisitions are included in the Consolidated Statements of Income from their dates of acquisition.
The 1998 and 1997 acquisitions were not material individually nor in the aggregate for each applicable year.

Some of our acquisitions have resulted in substantial goodwill associated with their operations, including goodwill of
approximately $485.3 million relating to our acquisitions in 1997 and 1998. The amortization expense for goodwill and
other intangibles during 1998 was $23.4 million.

During 1997, we sold certain non-core businesses. Cash proceeds from these transactions totaled $68.8 million
in 1997.

Exposures

Industry Exposure

Substantially all of our customers are engaged in the energy industry. This concentration of customers may impact
our overall exposure to credit risk, either positively or negatively, in that customers may be similarly affected by changes
in economic and industry conditions. Many of our customers have slowed the payment of their accounts in light of cur-
rent industry conditions and others have experienced greater financial difficulties in meeting their payment terms. We
perform ongoing credit evaluations of our customers and do not generally require collateral in support of our trade
receivables. We maintain reserves for potential credit losses, and actual losses have historically been within our expecta-
tions.

Litigation and Environmental Exposure

In the ordinary course of business, we become the subject of various claims and litigation. We maintain insurance
to cover many of our potential losses and we are subject to various self-retentions and deductibles with respect to our
insurance. Although we are subject to various ongoing items of litigation, we do not believe that any of the items of liti-
gation that we are currently subject to will result in any material uninsured losses to us. It is, however, possible that an
unexpected judgment could be rendered against us in cases in which we could be uninsured and beyond the amounts
that we currently have reserved or anticipate incurring for that matter.

We are also subject to various federal, state and local laws and regulations relating to the energy industry in general
and the environment in particular. Environmental laws have in recent years become more stringent and have generally
sought to impose greater liability on a larger number of potentially responsible parties. While we are not currently
aware of any situation involving an environmental claim that would likely have a material adverse effect on our busi-
ness, it is always possible that an environmental claim with respect to one or more of our current businesses or a busi-
ness or property that one of our predecessors owned or used could arise that could involve the expenditure of a material
amount of funds.

International Exposure

Like most multinational oilfield service companies, we have operations in certain international areas, including parts
of the Middle East, North and West Africa, Latin America, the Asia-Pacific region and the Commonwealth of
Independent States, that are inherently subject to risks of war, political disruption, civil disturbance and policies
that may:

- disrupt oil and gas exploration and production activities;
« restrict the movement of funds;

- lead to U.S. government or international sanctions; and
= limit access to markets for periods of time.

Historically, the economic impact of such disruptions has been temporary, and oil and gas exploration and produc-
tion activities have resumed eventually in relation to market forces. Certain areas, including the CIS, Algeria, Nigeria,
parts of the Middle East, the Asia-Pacific region and Latin America, have been subjected to political disruption which
has negatively impacted results of operations following such events.
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Currency Exposure

A single European currency (the “Euro”) was introduced on January 1, 1999, at which time the conversion rates
between legacy currencies and the Euro were set for 11 participating member countries. However, the legacy currencies
in those countries will continue to be used as legal tender through January 1, 2002. Thereafter, the legacy currencies
will be canceled, and the Euro bills and coins will be used in the 11 participating countries. We are currently evaluating
the effect of the Euro on our consolidated financial statements and our business operations; however, we do not foresee
that the transition to the Euro will have a significant impact.

Approximately 51% of our net assets are located outside the United States and are carried on our books in local cur-
rencies. Changes in those currencies in relation to the U.S. dollar result in translation adjustments which are reflected
as accumulated other comprehensive loss in the stockholders’ equity on our balance sheet. In 1998, we recorded a $37.9
million adjustment to our equity account to reflect the net impact of the decline in various foreign currencies against
the U.S. dollar.

A discussion of our market risk exposures in financial instruments and additional currency exposures appears
below under the heading “Quantitative and Qualitative Market Risk Disclosure.”

New Accounting Pronouncements

In June 1997, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting
Standards (“SFAS”) No. 130, Reporting Comprehensive Income. SFAS No. 130 establishes standards for the reporting
of comprehensive income and its components in a full set of general-purpose financial statements and is effective for
years beginning after December 15, 1997. We adopted SFAS No. 130 in the first quarter of 1998.

In June 1997, the FASB issued SFAS No. 131, Disclosures About Segments of an Enterprise and Related Information.
SFAS No. 131, effective for years beginning after December 15, 1997, requires segment information to be reported on a
basis consistent with that used internally for evaluating segment performance and deciding how to allocate resources
to segments. We have adopted SFAS No. 131 and restated our segment information and related disclosures in accor-
dance with its requirements.

In February 1998, the FASB issued SFAS No. 132, Employers’ Disclosures About Pensions and Other Postretirement
Benefits. SFAS No. 132 standardizes disclosure requirements for pensions and other postretirement benefits. SFAS No.
132 is effective for years beginning after December 15, 1997. We have adopted SFAS No. 132 in 1998.

In March 1998, the AICPA issued Statement of Position (SOP) 98-1, Accounting for the Costs of Computer Software
Developed or Obtained for Internal Use. The SOP provides guidance with respect to accounting for the various types
of costs incurred for computer software developed or obtained for our use. We adopted SOP 98-1 in 1998. It did not
have a significant effect on our consolidated results of operations or financial position.

In April 1998, the AICPA issued SOP 98-5, Reporting on the Costs of Start-Up Activities. We do not capitalize start-
up cost; thus, the adoption will not have a significant effect on our consolidated results of operations or financial posi-
tion.

In June 1998, the FASB issued SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities. SFAS
No. 133 provides a comprehensive and consistent standard for the recognition and measurement of derivatives and
hedging activities. SFAS No. 133 is effective for years beginning after June 15, 1999. We are currently evaluating the
impact of SFAS No. 133 on our consolidated financial statements.

In October 1998, the FASB issued SFAS No. 134, Accounting for Mortgage-Backed Securities Retained After the
Securitization of Mortgage Loans Held for Sale by a Mortgage Banking Enterprise. SFAS No. 134 is not applicable to
us and has no impact on our financial statements.



Year 2000 Matters

The Year 2000 issue is the risk that information systems, computers, equipment and products using date-sensitive
software or containing computer chips with two-digit date fields will be unable to correctly process the Year 2000
date change. If not identified and corrected prior to the Year 2000, failures could occur in our software, hardware,
equipment and products and those of our suppliers, vendors and customers that could result in interruptions in our
business. Any failure could have a material impact on us.

In response to the Year 2000 issue, we have prepared and implemented a plan (“Year 2000 Plan”) to assess and
remediate significant Year 2000 issues in our:

= information technology systems (“IT”), including computer software and hardware

= non-information technology systems utilizing date-sensitive software or computer chips (“Non-I1T”), including
products, facilities, equipment and other infrastructures.

Our management information systems department (“MIS Department”), together with our technical and engineer-
ing employees and outside consultants, are responsible for the implementation and execution of the Year 2000 Plan.
Our Year 2000 Plan is a comprehensive, multi-step process covering our IT and Non-IT systems. The primary phases
of the Year 2000 Plan are:

(1) assessing and analyzing our systems to identify those that are not Year 2000 ready
(2) preparing cost and resource estimates to repair, remediate or replace all systems that are not Year 2000 ready

(3) developing a Company-wide, detailed strategy to coordinate the repair or replacement of all systems that
are not Year 2000 ready

(4) implementing the strategy to make all systems Year 2000 ready
(5) verifying, testing and auditing the Year 2000 readiness of all systems.

As of the end of 1998, the first phase of the Year 2000 Plan was completed with respect to the assessment of our IT
and Non-IT systems. The second phase was also completed by the end of 1998. Work is currently underway in the
third phase of the Year 2000 Plan. The third phase will be completed by the end of the first quarter of 1999, the fourth
phase and the fifth and final phase will be completed by the end of the third quarter of 1999. Any unexpected delays
or problems that prevent us from completing all phases of the Year 2000 Plan in a timely manner could have a material
adverse impact on us.

As part of the Year 2000 Plan, we are currently installing Year 2000 ready business application systems and expect
that these installations will be complete by the end of the third quarter of 1999. We have retained outside consultants to
assist us with the installation of the new software and with the assessment of the Year 2000 readiness of our IT systems.
We expect to retain additional consultants to assist us in the remediation and testing phases of the Year 2000 Plan.

In addition to our assessment and review of our own systems, we have begun communications with our third-party
contractors, such as vendors, service providers and customers, for the purpose of evaluating their readiness for the
Year 2000 and determining the extent to which we may be affected by the remediation of their systems, software, appli-
cations and products. We expect to further review and evaluate the Year 2000 programs of our significant third-party
contractors. However, there can be no guarantee that our IT and Non-IT systems of third-party contractors will be Year
2000 ready or that the failure of any such party to have Year 2000 ready systems would not result in interruptions in
our business which could have a material adverse impact on us.

In connection with the implementation and completion of the Year 2000 Plan, we currently expect to incur pretax
expenditures of approximately $10.0 million. We have incurred $6.3 million of such expenditures through December
31, 1998, of which, approximately $5.7 million has been incurred in connection with the replacement of our business
application software and approximately $0.6 million has been incurred in connection with the replacement of certain IT
hardware systems. We intend to continue to fund the Year 2000 Plan expenditures with working capital and third-party
lease financing. Based upon information currently available, we believe that expenditures associated with achieving
Year 2000 compliance will not have a material impact on operating results. However, any unanticipated problems relat-
ing to the Year 2000 issue that result in materially increased expenditures could have a material adverse impact on us.
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The expenditures associated with the Year 2000 Plan represent approximately 12% of our MIS Department’s budget
for 1999. Various other IT projects that are not related to the Year 2000 issue have been deferred due to the Year 2000
efforts. The effects of these delays are not expected to have a material impact on the Company.

We have not completed the evaluation of the most likely worst case Year 2000 scenario. We are preparing a
contingency plan in response to Year 2000 worst case scenario and we estimate no lost revenues due to Year 2000
issues. However, there can be no assurance that any contingency plan developed by us will be sufficient to alleviate
or remediate any significant Year 2000 problems that we may experience.

The above discussion of our efforts and expectations relating to the risks and uncertainties associated with the Year
2000 issues and our Year 2000 Plan contain forward-looking statements as defined in the Private Securities Litigation
Reform Act of 1995. These statements involve predictions and expectations concerning our ability to achieve Year 2000
compliance, the amount of costs and expenses related to the Year 2000 issue and the effect the Year 2000 issue may
have on business and results of operations. Certain risks and uncertainties may cause actual results to be materially
different from the projected or expected results, the overall effect of which may have a materially adverse impact on us.
These risks and uncertainties include, but are not limited to, unanticipated problems and costs identified in all phases
of the Year 2000 Plan, our ability to successfully implement the Year 2000 Plan in a timely manner and the ability of our
suppliers, vendors and customers to make their systems and products Year 2000 compliant.

QUANTITATIVE AND QUALITATIVE MARKET RISK DISCLOSURES

We are currently exposed to market risk from changes in foreign currency and changes in interest rates. A discus-
sion of our market risk exposure in financial instruments follows.

Foreign Currency Exchange Rates

Because we operate in virtually every oil and gas exploration and production region in the world we conduct a
portion of our business in currencies other than the U.S. dollar. Although most of our international revenues are
denominated in the local currency, the effects of foreign currency fluctuations are largely mitigated because local
expenses of such foreign operations also generally are denominated in the same currency. The impact of exchange
rate fluctuations during the years ended 1998, 1997 and 1996 did not have a material effect on reported amounts of
revenues or net income.

We enter into forward exchange contracts only as a hedge against certain existing economic exposures, and
not for speculative or trading purposes. These contracts reduce exposure to currency movements affecting existing
assets and liabilities denominated in foreign currencies, such exposure resulting primarily from trade receivables
and payables and intercompany loans. The future value of these contracts and the related currency positions are
subject to offsetting market risk resulting from foreign currency exchange rate volatility. The counterparties to these
foreign exchange contracts are creditworthy multinational commercial banks. We believe that the risk of counterparty
nonperformance is immaterial.

At December 31, 1998 and 1997, we had contracts maturing within the next 60 days to sell $33.4 million and $36.8
million, respectively, in Norwegian kroner, U.K. pounds sterling, Canadian dollars and Dutch guilders. Our largest
contracts are in Norwegian kroner, $28.8 million and $25.4 million as of December 31, 1998 and 1997, respectively. Had
such respective contracts matured on December 31, 1998 and 1997, our required cash outlay would have been minimal.

Settlement of forward exchange contracts resulted in net cash inflows totaling $0.4 million, $5.2 million and $1.1
million during the years ended December 31, 1998, 1997, and 1996, respectively. The net cash inflows vary from year
to year due to differences in the forward rate and the spot rate on the date of settlement. This difference may result in
material net inflows and outflows if the currency is volatile. For instance, we experienced a $5.2 million net cash inflow
in 1997, $4.2 million of which related to the Norwegian kroner, when the difference between the spot rate at the settle-
ment date and the forward rate related to the kroner was as much as 8%. Although currencies could fluctuate in the
future and result in either a net inflow or outflow, we believe that this risk is mitigated because we enter into contracts
with terms of 30 to 60 days. However, there can be no assurance that volatility similar to or greater than that experi-
enced in 1997 could not occur in the future.



Interest Rates

We are subject to interest rate risk on our long-term fixed interest rate debt and, to a lesser extent, variable interest
rate borrowings. Our long-term borrowings primarily consist of the $200.0 million principal of the 7 ¥2% Senior Notes
due 2006 and the $402.5 million principal of the 5% Convertible Subordinated Preferred Equivalent Debentures due
2027. Changes in interest rates would, assuming all other things being equal, cause the fair market value of debt with a
fixed interest rate to increase or decrease, and thus increase or decrease the amount required to refinance the debt. As
of December 31, 1998 and 1997, the fair value of the Senior Notes approximated the carrying value and the fair market
value of the Debentures was $249.6 million and $368.8 million, respectively. The fair value of the Senior Notes is solely
dependent on changes in prevailing interest rates, whereas the fair value of the Debentures is dependent on prevailing
interest rates and our current stock price as it relates to the conversion price of $80 per share of our Common Stock.

We have various other debt instruments but believe that the impact of changes in interest rates in the near term will
not be material to these instruments.

FORWARD-LOOKING STATEMENTS

This report and our other filings with the Securities and Exchange Commission and public releases contain state-
ments relating to our future results, including certain projections and business trends. We believe these statements
constitute “forward-looking statements” as defined in the Private Securities Litigation Reform Act of 1995.

Certain risks and uncertainties may cause actual results to be materially different from projected results contained
in forward-looking statements in this report and in our other disclosures. These risks and uncertainties include, but
are not limited to, the following:

A Further Downturn in Market Conditions Could Affect Projected Results. Any unexpected material changes in

oil and gas prices or other market trends would likely affect the forward-looking information contained in this report.
Our estimates as to future results and industry trends make assumptions regarding the future prices of oil and gas
and their effect on the demand and pricing of our products and services. In analyzing the market and its impact on
us for 1999, we have made the following assumptions:

= Average prices for oil for most of 1999 will not increase significantly and will be within the same range of
prices as they were in the fourth quarter of 1998 and the first quarter of 1999.

= Average natural gas prices for 1999 will remain at or near their current levels.
= World demand for oil will be up only marginally or flat.
= North American and international rig counts will remain at their current low levels.

= Future growth in the industry will be dependent on technological advances that can reduce the costs of
exploration and production, and technological improvements in tools used for re-entry, thru-tubing and
extended reach drilling as well as artificial lift technologies will be important to our future.

These assumptions are based on various macro economic factors, and actual market conditions could vary
materially from those assumed.

A Continuation of the Low Rig Count Could Adversely Affect the Demand for Our Products and Services. Our
operations were materially affected by the decline in the rig count during 1998 and 1999 to date. Although the North
American and international rig counts are at historical or near historical lows, a continuation of the rig count at its
current level for a prolonged period of time would adversely affect our results as demand for oil related products and
services would continue to fall because of the uncertainty relating to the future prices. In addition, any further material
declines in the current worldwide rig count or drilling activity would likely further reduce the demand for our drilling
products and services. Our forward-looking statements regarding our drilling products assume there will not be any
further material declines in the worldwide rig count, in particular the foreign rig count.
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Projected Cost Savings Could Be Insufficient. During 1998 and 1999 to date, we implemented a number of
programs intended to reduce costs and align our cost structure with the current market environment. Our forward-
looking statements regarding cost savings and their impact on our business assume these measures will generate the
savings expected. However, if the markets continue to decline, additional actions may be necessary to achieve the
desired savings.

Weatherford’s Success is Dependent upon Technological Advances. Our ability to succeed with our long-term growth
strategy is dependent on the technological competitiveness of our product and service offerings. A central aspect of

our growth strategy is to enhance the technology of our products and services, to expand the markets for many of

our products through the leverage of our worldwide infrastructure and to enter new markets and expand in existing
markets with technologically advanced value-added products. Our forward-looking statements have assumed only

a small amount of near-term growth from these new products and services.

Unexpected Year 2000 Problems Could Have an Adverse Financial Impact. We have not fully determined the impact
of Year 2000 on our systems and products. It is possible that unexpected problems associated with the Year 2000 could
arise during the implementation of our Year 2000 program that could have a material adverse effect on our business,
financial condition and results of operations. We are currently in the assessment and initial implementation phases of
our Year 2000 program and expect it to be completed by the fourth quarter of 1999.

Economic Downturn in Asia and South America Could Adversely Affect Demand for Products and Services. The
economic downturn in Asia has begun to affect the economies in other regions of the world, including South America
and the Former Soviet Union. To date, the economies in the United States and Europe have not been materially affected.
If the United States or European economies were to begin to decline or if the economies of South America or Asia were
to experience further material problems, the demand and price for oil and gas and our products and services could fall
further and adversely affect our revenues and income. We have assumed that a worldwide recession will not occur as a
result of the economic downturn in Asia and South America. A material decline in the Chinese economy or devaluation
of its currency could cause further deterioration to the Asian and world economies.

Currency Fluctuations Could Have a Material Adverse Financial Impact. A material decline in currency rates in our
markets could affect our future results as well as affect the carrying values of our assets. World currencies have been
subject to much volatility. Our forward-looking statements assume no material impact from changes in currencies
because our financial position is generally dollar based or hedged. For those revenues denominated in local currency the
effect of foreign currency fluctuations is largely mitigated because local expenses are denominated in the same currency.

Changes in Global Trade Policies Could Adversely Impact Operations. Changes in global trade policies in our
markets could impact our operations in these markets. We have assumed that there will be no material changes in
global trading policies.

Unexpected Litigation and Legal Disputes Could Have a Material Adverse Financial Impact. If we experience
unexpected litigation or unexpected results in our existing litigation having a material effect on results, the accuracy
of the forward-looking statements would be affected. Our forward-looking statements assume that there will be no
such unexpected litigation or results.

Finally, our future results will depend upon various other risks and uncertainties, including, but not limited to, those
detailed in our other filings with the Securities and Exchange Commission. For additional information regarding risks
and uncertainties, see our other current year filings with the Commission under the Securities Exchange Act of 1934,
as amended, and the Securities Act of 1933, as amended. We will generally update our assumptions in our filings as
circumstances require.



COMMON STOCK PRICES AND DIVIDEND HISTORY

Our Common Stock is traded on the New York Stock Exchange under the symbol “WFT”. As of March 24, 1999,
there were 3,209 stockholders of record. The following table sets forth, for the periods indicated, the range of high and
low sale prices per share for the Common Stock as reported on the New York Stock Exchange. These prices have been
adjusted for a two-for-one stock split that occurred in May 1997.

Price
High Low

Year ending December 31, 1998

First Quarter $ 5378 $ 372

Second Quarter 58 716 34 94

Third Quarter 39 15/16 15

Fourth Quarter 28 34 16
Year ending December 31, 1997

First Quarter $ 317 $ 237

Second Quarter 45 Y 28

Third Quarter 64 42 Y6

Fourth Quarter 73 40 ¥4

On March 24, 1999, the closing sales price of our Common Stock as reported by the New York Stock Exchange was
$26 ¥4 per share. We have not declared or paid dividends on our Common Stock since 1984 and we do not anticipate
paying dividends on our Common Stock at any time in the foreseeable future.

In addition to our Common Stock, we currently have outstanding $402.5 million principal amount in 5%
Convertible Subordinated Preferred Equivalent Debentures due 2027. These debentures have the following
material terms:

= Mature on November 1, 2027

Interest rate of 5% per annum, payable February 1, May 1, August 1 and November 1 of each year

Are convertible in Common Stock at a conversion price of $80 per share

May be redeemed at any time on or after November 4, 2000 at redemption prices set forth in an indenture
relating to the debentures

Are subordinated in right of payment of principal and interest on certain existing and future senior
indebtedness

RISK FACTORS

An investment in our stock and securities involves various risks. When considering your investment in our
company you should carefully consider the following factors, together with the information described elsewhere
in this report.

Continued Low Prices for Oil Will Adversely Affect the Demand for Our Products and Services. Low oil prices
adversely affect demand throughout the oil and natural gas industry, including the demand for our products and
services. As prices decline, we are affected in two significant ways. First, the funds available to our customers for the
purchase of goods and services declines. Second, exploration and drilling activity declines as marginally profitable
projects become uneconomic and either are delayed or eliminated. Accordingly, as long as oil prices remain low, our
revenues and income will be adversely affected.

The current market conditions have affected our business in various ways. Our artificial lift business which is
heavily dependent on North American production experienced continuous declines in revenue throughout 1998.
Our Drilling Products Division has experienced a significant decline in new orders of drill pipe and other drill stem
products and tubular sales have fallen as completion activity slowed and tubular distributors reduced inventories.
Sales in 1999 for our drill stem products could be down by more than 50% from 1998. The level of decline will be
dependent on the timing of any increase of drilling activity and the amount of time it takes for our customers’ drill
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pipe and other tubular inventories to be reduced. Our completion and oilfield services business has experienced
declines in line with the general reduction in industry activity, with the greatest declines occurring in the United
States markets. Our compression business has only been marginally affected by the recent declines in market condi-
tions due to the fact that its business is based on levels of natural gas development and production, which has been
more stable than oil production.

Our businesses will continue to be affected by industry conditions, including those conditions and factors described
under “Forward-Looking Statements”.

Disruptions in Foreign Operations Could Adversely Affect Our Income. Our operations in certain locations in
Latin America, Africa and Far East are subject to various political and economic conditions existing in such countries
that could disrupt operations. Disruptions may occur in our foreign operations and losses may occur that will not be
covered by insurance.

Drill pipe and other products are manufactured for us by Oil Country Tubular Limited in India under a long-term
exclusive manufacturing arrangement. Although we have sought to minimize the risks of this operation through a
manufacturing versus ownership arrangement, we are providing OCTL with a substantial amount of raw materials,
inventory and working capital for the products it manufactures for us. Our Indian operations have been adversely
affected by the downturn of the economies in the eastern hemisphere. Operations in India are subject to various politi-
cal and economic risks as well as financial risks with respect to OCTL. We have recently substantially curtailed our
operations in India and they are expected to continue to be curtailed through the end of 1999. A termination or com-
plete shutdown of this operation in light of current market conditions or political factors could have an adverse effect
on our income and results.

Our Products and Services are Subject to Operational Hazards. Our products are used for the exploration and
production of oil and natural gas. These operations are subject to hazards inherent in the oil and gas industry that can
cause personal injury or loss of life, damage to or destruction of property, equipment, the environment and marine life,
and suspension of operations. These hazards include fires, explosions, craterings, blowouts and oil spills. Litigation
arising from an accident at a location where our products or services are used or provided may result in our being
named as a defendant in lawsuits asserting potentially large claims.

Our Common Stock has Fluctuated Historically. Historically, and in recent months in particular, the market price of
common stock of companies engaged in the oil and gas industry has been highly volatile. Likewise, the market price of
our common stock has varied significantly in the past. News announcements and changes in oil and natural gas prices,
changes in the demand for oil and natural gas exploration and changes in the supply and demand for oil and natural
gas have all been factors that have affected the price of our common stock.

CHANGES IN AND DISAGREEMENT WITH ACCOUNTANTS ON
ACCOUNTING AND FINANCIAL DISCLOSURE

None.



REFERENCES TO WEATHERFORD

When we refer to Weatherford and make use of phrases such as “we” and “us”, we are generally referring to
Weatherford International, Inc. and its subsidiaries as a whole or on a division basis depending on the context in which
the statements are made.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
To Weatherford International, Inc.:

We have audited the accompanying consolidated balance sheets of Weatherford International, Inc. (a Delaware
corporation) and subsidiaries as of December 31, 1998 and 1997, and the related consolidated statements of income,
stockholders’ equity and cash flows for each of the three years in the period ended December 31, 1998. These consoli-
dated financial statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the consolidated financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall consolidated financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Weatherford International, Inc. and subsidiaries as of December 31, 1998 and 1997
and the results of their operations and their cash flows for each of the three years in the period ended December 31,
1998 in conformity with generally accepted accounting principles.

%Wﬁé?

ARTHUR ANDERSEN LLP
Houston, Texas
February 17, 1999
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WEATHERFORD INTERNATIONAL, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

December 31,

(in thousands) 1998 1997
ASSETS
CURRENT ASSETS:
Cash and Cash Equivalents $ 40,201 $ 74,211
Accounts Receivable, Net of Allowance for Uncollectible Accounts
of $19,764 in 1998 and $23,473 in 1997 400,886 524,929
Inventories 484,822 455,811
Deferred Tax Asset 55,003 44,904
Other Current Assets 101,480 34,221
1,082,392 1,134,076
PROPERTY, PLANT AND EQUIPMENT, AT COST:
Land, Buildings and Other Property 237,305 228,178
Rental and Service Equipment 902,939 1,010,065
Machinery and Equipment 521,674 393,317
1,661,918 1,631,560
Less: Accumulated Depreciation 823,648 764,747
838,270 866,813
GOODWILL, NET 811,034 668,475
OTHER ASSETS 100,019 68,546

$ 2,831,715 $ 2,737,910

LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES:

Short-Term Borrowings $ 185729 $ 24,243
Current Portion of Long-Term Debt 19,346 13,178
Accounts Payable 135,728 218,810
Accrued Salaries and Benefits 44,558 63,656
Current Tax Liability 25,312 44,317
Other Accrued Liabilities 146,168 138,965
556,841 503,169
LONG-TERM DEBT 229,663 252,322
DEFERRED INCOME TAXES AND OTHER 148,831 121,370
5% CONVERTIBLE SUBORDINATED PREFERRED EQUIVALENT
DEBENTURES 402,500 402,500

COMMITMENTS AND CONTINGENCIES

STOCKHOLDERS’ EQUITY:
Common Stock, $1 Par Value, Authorized 250,000 Shares, Issued

103,513 Shares in 1998 and 101,958 Shares in 1997 103,513 101,958
Capital in Excess of Par Value 1,052,899 1,018,024
Treasury Stock, at Cost (193,328) (165,287)
Retained Earnings 607,185 542,348
Accumulated Other Comprehensive Loss (76,389) (38,494)

1,493,880 1,458,549

$ 2,831,715 $ 2,737,910

The accompanying notes are an integral part of these consolidated financial statements.



WEATHERFORD INTERNATIONAL, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

Year Ended December 31,

(in thousands, except per share amounts) 1998 1997 1996
REVENUES:
Products 1,250,570 $ 1,097,823 $ 704,350
Services and Rentals 760,084 871,266 762,920
2,010,654 1,969,089 1,467,270
COSTS AND EXPENSES:

Cost of Products 924,133 807,575 550,292

Cost of Services and Rentals 502,652 580,812 548,633

Selling, General and Administrative Attributable to Segments 266,423 209,476 162,018

Corporate General and Administrative 26,980 37,816 39,304

Equity in Earnings of Unconsolidated Affiliates (2,679) (2,582) (2,078)

Merger Costs and Other Charges 144,097 — —

1,861,606 1,633,097 1,298,169
OPERATING INCOME 149,048 335,992 169,101
OTHER INCOME (EXPENSE):

Interest Income 2,969 8,329 4,168

Interest Expense (54,497) (43,273) (39,368)

Gain on Sale of Marketable Securities — 3,352 —

Other, Net 1,868 561 (1,227)
INCOME BEFORE INCOME TAXES 99,388 304,961 132,674
PROVISION FOR INCOME TAXES 34,551 108,188 40,513
INCOME FROM CONTINUING OPERATIONS 64,837 196,773 92,161
INCOME FROM DISCONTINUED OPERATIONS,

NET OF TAXES = — 7,468
GAIN ON DISPOSAL OF DISCONTINUED OPERATIONS,

NET OF TAXES — — 66,924
EXTRAORDINARY CHARGE, NET OF TAXES — (9,010) (731)
NET INCOME 64837 $ 187,763 $ 165,822
BASIC EARNINGS (LOSS) PER SHARE:

Income From Continuing Operations 067 $ 204 % 1.03

Income From Discontinued Operations — — 0.08

Gain on Disposal of Discontinued Operations — — 0.75

Extraordinary Charge — (0.09) (0.01)

Net Income Per Share 067 $ 195 § 1.85

Basic Weighted Average Shares Outstanding 97,065 96,052 89,842
DILUTED EARNINGS (LOSS) PER SHARE:

Income From Continuing Operations 066 $ 201 % 1.01

Income From Discontinued Operations — — 0.08

Gain on Disposal of Discontinued Operations — — 0.74

Extraordinary Charge — (0.09) (0.01)

Net Income Per Share 066 $ 192 $ 1.82

Diluted Weighted Average Shares Outstanding 97,757 97,562 90,981

The accompanying notes are an integral part of these consolidated financial statements.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

(in thousands)

Accumulated Other

Comprehensive Income (Loss)

Cumulative
Foreign  Unrealized
Capital in Currency  Gain on
Common Stock Excess of Retained Translation Marketable

Shares $1 Par Par Value Earnings Adjustment Securities

Total
Treasury Stock Stockholders’
Shares Amount Equity

Balance at December 31, 1995
Total Comprehensive Income
Shares Issued in Acquisitions
Shares Issued Under Employee
Benefit Plans
Stock Grants and Options Exercised __
Issuance of Common Stock
Purchase of Treasury Stock for Executive
Deferred Compensation Plan
Balance at December 31, 1996
Total Comprehensive Income (Loss)
Effect of Immaterial Pooling
Replacement Shares (Shares Acquired)
from GulfMark Merger
Shares Issued Under Employee
Benefit Plans
Stock Grants and Options Exercised __
Tax Benefit of Options Exercised
Purchase of Treasury Stock Under
Stock Repurchase Plan
Purchase of Treasury Stock for Executive
Deferred Compensation Plan
Balance at December 31, 1997
Total Comprehensive Income (Loss)
Shares Issued in an Acquisition
Shares Issued Under Employee
Benefit Plans
Stock Grants and Options Exercised
Tax Benefit of Options Exercised
Purchase of Treasury Stock Under
Stock Repurchase Plan
Purchase of Treasury Stock for Executive
Deferred Compensation Plan
Retirement of Treasury Stock
Recognition of Deferred Compensation
Due to Merger
Balance at December 31, 1998

85,485 $ 85,485 $ 698,320 $ 189,838 $ (12,784) $ —

(265) $ (2,522) $ 958,337

— — — 165822 1,304 2,381 — — 169,507
2,339 2339 48395 — — — — — 50,734
29 29 1,342 — — — 20 419 1,790
740 740 12,038 — — — ®) (394) 12,384
6,900 6,900 93,960 — — — — — 100,860
— — — — — — (44) (908) (908)
95493 95493 854055 355660  (11,480) 2,381 (297)  (3405) 1,292,704
— — — 187,763  (27,014)  (2,381) — — 158,368
946 946 (717)  (L,075) — — — — (846)
4471 4471 142,788 — — —  (4471) (147,259) —
1 1 464 — — — — — 475
1,037 1,037 12635 — — — (5) (247) 13425
— — 8,799 — — — — — 8,799
_ — — — — — (275)  (11,860)  (11,860)
— — — — — — (48)  (2516)  (2,516)
101,958 101,958 1,018,024 542,348  (38,494) —  (5,096) (165287) 1,458,549
— — — 64,837 (37,895) — — — 26,942
727 727 30,026 — — — — — 30,753
12 12 312 — — — — — 324
2,115 2115 40,627 — — —  (1,240) (38,215) 4,527
— — 7,760 — — — — — 7,760
— — — — — — (993) (37,585) (37,585)
_ _ _ — — — (79) (2769)  (2,769)
(1,299)  (1,299) (49,229) — — — 1,299 50,528 —
— — 5379 — — — — — 5379

103513 $103513 $1,052,899 $607,185 $ (76,389) $ —

(6,109) $(193,328) $1,493,880

The accompanying notes are an integral part of these consolidated financial statements.



WEATHERFORD INTERNATIONAL, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,
(in thousands) 1998 1997 1996

CASH FLOWS FROM OPERATING ACTIVITIES:
Net Income $ 64,837 $ 187,763 $ 165,822
Adjustments to Reconcile Net Income to Net Cash Provided
by Operating Activities:

Non-Cash Portion of Merger Costs and Other Charges 124,595 — —
Depreciation and Amortization 170,732 142,931 121,830
Net Income from Discontinued Operations — — (7,468)
Gain on Disposal of Discontinued Operations, Net — — (66,924)
Gain on Sale of Assets, Net (29,292) (20,056) (14,058)
Extraordinary Charge on Prepayment of Debt, Net — 9,010 731
Deferred Income Tax Provision (Benefit) from
Continuing Operations (20,503) 35,459 4,138
Provision for Uncollectible Accounts Receivable 2,397 13,248 4,608
Change in Assets and Liabilities, Net of Effects of Businesses
Acquired:
Accounts Receivable 114,138 (113,009) (63,562)
Inventories (73,607) (108,837) (24,680)
Other Current Assets (39,837) (2,742) 1,547
Accounts Payable (88,210) 19,216 28,540
Accrued Current Liabilities (88,143) 7,209 (5,599)
Other Assets (1,290) (5,031) (2,697)
Other, Net (7,882) (13,019) (22,257)
Net Cash Provided by Continuing Operations 127,935 152,142 119,971
Net Cash Provided by Discontinued Operations — — 8,294
Net Cash Provided by Operating Activities 127,935 152,142 128,265
CASH FLOWS FROM INVESTING ACTIVITIES:
Acquisition of Businesses, Net of Cash Acquired (138,840) (321,477) (80,077)
Capital Expenditures for Property, Plant and Equipment (205,879) (212,992) (172,725)
Proceeds from Sales of Businesses — 68,798 326,016
Proceeds from Sales of Property, Plant and Equipment 46,727 30,431 20,215
Purchase of Short-Term Investment (20,742) — —
Proceeds from Sale and Leaseback of Equipment 100,000 — —
Acquisitions and Capital Expenditures of Discontinued Operations___ — — (63,136)
Income Taxes Paid on Disposal of Discontinued Operations — (62,808) —
Proceeds From Sale of Marketable Securities — 23,352 —
Other, Net 589 (6,384) (15,388)
Net Cash Provided (Used) by Investing Activities (218,145) (481,080) 14,905
CASH FLOWS FROM FINANCING ACTIVITIES:
Issuance of Long-Term Debt, Net — 390,911 197,824
Issuance of Common Stock, Net — — 100,860
Purchases of Treasury Stock (40,356) (14,376) (908)
Tender of Senior Notes — (119,980) —
Proceeds from Stock Option Exercises 3,932 16,352 14,148
Termination Costs on Retirement of Debt — (10,752) (1,125)
Borrowings (Repayments) Under Short-Term Borrowings, Net 113,036 21,319 (121,656)
Borrowings (Repayments) on Long-Term Debt, Net (19,561) (126,425) (115,761)
Other Financing Activities, Net 324 (10,111) 4,978
Net Cash Provided by Financing Activities 57,375 146,938 78,360
Effect of Exchange Rate on Cash (1,175) (784) (220)
NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS (34,010) (182,784) 221,310
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 74,211 256,995 35,685
CASH AND CASH EQUIVALENTS AT END OF YEAR $ 40,201  $ 74,211 $ 256,995

The accompanying notes are an integral part of these consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

On May 27, 1998, EVI, Inc. (“EVI”) completed a merger with Weatherford Enterra, Inc. (“WII”’) and changed its
name to EVI Weatherford, Inc. (together with its subsidiaries, the “Company”) (See Note 2). The merger was accounted
for as a pooling of interests; accordingly, the accompanying financial statements have been restated to include the
results of WII for all periods presented. Certain reclassifications of prior year balances have been made to conform
such amounts to corresponding 1998 classifications.

Name Change

At the Company’s annual stockholders meeting on September 21, 1998, the stockholders of the Company approved
a name change from EVI Weatherford, Inc. to Weatherford International, Inc. The Company’s common stock, $1.00 par
value (“Common Stock”), is listed on the New York Stock Exchange with a new stock symbol of “WFT”.

Nature of Operations
The Company is one of the world’s largest providers of oilfield services and equipment for the oil and gas industry.
Principles of Consolidation

The consolidated financial statements include the accounts of Weatherford International, Inc. and all majority-
owned subsidiaries. All material intercompany accounts and transactions have been eliminated in consolidation.
The Company accounts for its 50% or less-owned affiliates using the equity method.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities at the date
of the financial statements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

Inventories
Inventories are valued using the first-in, first-out (“FIFO”) method and are stated at the lower of cost or market.
Other Current Assets

Other current assets are comprised of non-trade receivables, prepaid expenses, and short-term investments. The
net increase from December 31, 1997 to December 31, 1998 primarily reflects the receivable of $19.6 million related to
the December 1998 sale and leaseback of compression equipment (See Note 14) and the fourth quarter purchase of
short-term investments in debt securities for $20.7 million.

Debt and Equity Securities

Investments in debt and equity securities are accounted for in accordance with Statement of Financial Accounting
Standards No. 115 (“SFAS No. 115”), Accounting for Debt and Equity Securities, and accordingly, these investments are
recorded at their fair market value with unrealized gains or losses recorded as a separate component of stockholders’
equity. The Company has classified these investments in other current assets as available for sale, with any other than
temporary decline in fair value of securities charged to earnings. In April 1997, the Company sold equity securities,
comprised of approximately 3.1 million shares of Parker Drilling Company (“Parker”) common stock, pursuant to a
public offering effected by Parker. As a result, the Company received net proceeds of approximately $23.4 million and
recognized a pre-tax gain of approximately $3.4 million. (See Note 15).



Property, Plant and Equipment

Property, plant and equipment is carried at cost. Maintenance and repairs are expensed as incurred. The costs of
renewals, replacements and betterments are capitalized. Depreciation on fixed assets is computed using the straight-
line method over the estimated useful lives for the respective categories. The Company evaluates potential impairment
of property, plant and equipment and other long-lived assets on an ongoing basis whenever events or circumstances
indicate that carrying amounts may not be recoverable. The useful lives of the major classes of property, plant and
equipment are as follows:

Life
Buildings and other property 5 - 45 years
Rental and service equipment 3-15years
Machinery and equipment 3-20 years

Intangible Assets and Amortization

The Company’s intangible assets are comprised primarily of goodwill and identifiable intangible assets, principally
patents and technology licenses. The Company periodically evaluates goodwill and other intangible assets, net of accu-
mulated amortization, for impairment based on the undiscounted cash flows associated with the asset compared to the
carrying amount of that asset. Management believes that there have been no events or circumstances which warrant
revision to the remaining useful life or which affect the recoverability of any intangible assets. Goodwill is being amor-
tized on a straight-line basis over the lesser of the estimated useful life or 40 years. Other identifiable intangible assets,
included as a component of other assets, are amortized on a straight-line basis over the years expected to be benefited,
ranging from 5 to 15 years.

Amortization expense for goodwill and other intangible assets was approximately $23.4 million, $15.0 million and
$10.8 million for 1998, 1997 and 1996, respectively. Accumulated amortization for goodwill at December 31, 1998 and
1997 was $48.5 million and $30.1 million, respectively.

Environmental Expenditures

Environmental expenditures that relate to the remediation of an existing condition caused by past operations, and
which do not contribute to current or future revenues, are expensed. Liabilities for these expenditures are recorded
when it is probable that obligations have been incurred and the costs can be reasonably estimated. Estimates are based
on currently available facts and technology, presently enacted laws and regulations and the Company’s prior experi-
ence in remediation of contaminated sites. Liabilities included $7.3 million and $12.7 million of accrued environmental
expenditures at December 31, 1998 and 1997, respectively.

Stock-Based Compensation

In 1995, the Financial Accounting Standards Board (the “FASB”) issued Statement of Financial Accounting
Standards No. 123, (“SFAS No. 123”), Accounting for Stock Based Compensation. The Company has elected not to
adopt the accounting recognition provisions of SFAS No. 123 and, as permitted, has continued to use the intrinsic value
method of accounting established by Accounting Principles Board Opinion No. 25 (“APB No. 25”) to account for its
stock-based compensation programs. Under APB No. 25 no compensation expense is recognized when the exercise
price of an employee stock option is equal to the market price of Common Stock on the grant date. The Company has
adopted SFAS No. 123 by making the required pro forma disclosures of net earnings and earnings per share as if the
fair value method of accounting under SFAS No. 123 had been applied (See Note 10).

Foreign Currency Translation

The functional currency for most of the Company’s international operations is the applicable local currency. Results
of operations for foreign subsidiaries with functional currencies other than the U.S. dollar are translated using average
exchange rates during the period. Assets and liabilities of these foreign subsidiaries are translated using the exchange
rates in effect at the balance sheet date, and the resulting translation adjustments are included as accumulated other
comprehensive loss, a component of stockholders’ equity. Currency transaction gains and losses are reflected in income
for the period.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The net decline in the cumulative foreign currency translation adjustment, as reported in the Consolidated Statements
of Stockholders’ Equity, from December 31, 1997 to December 31, 1998 was $37.9 million which primarily reflects the
financial impact of the devaluation of the Canadian and Latin American currencies as compared to the U.S. dollar.

Foreign Exchange Contracts

The Company enters into foreign exchange contracts only as a hedge against certain existing economic exposures,
and not for speculative or trading purposes. These contracts reduce exposure to currency movements affecting specific
existing assets and liabilities denominated in foreign currencies, such exposure resulting primarily from trade receiv-
ables and payables and intercompany loans. The future value of these contracts and the related currency positions are
subject to offsetting market risks resulting from foreign currency exchange rate volatility. The counterparties to the
Company’s foreign exchange contracts are creditworthy multinational commercial banks. Management believes that
the risk of counterparty nonperformance is immaterial. At December 31, 1998 and 1997, the Company had contracts
maturing within the next 60 days to sell $33.4 million and $36.8 million, respectively, in Norwegian kroner, U.K. pounds
sterling, Canadian dollars and Dutch guilders. Had such respective contracts matured on December 31, 1998 and 1997,
the Company’s required cash outlay would have been insignificant.

Accounting for Income Taxes

Under Statement of Financial Accounting Standards No. 109 (“SFAS No. 109”), Accounting for Income Taxes,
deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences between
the financial statement carrying amounts of existing assets and liabilities and their respective tax bases.

Revenue Recognition

The Company recognizes revenue as products are shipped or accepted by the customer and when service and rentals
are provided. Proceeds from customers for the cost of oilfield rental equipment that is involuntarily damaged or lost
downhole are reflected as revenues.

Earnings Per Share

Basic earnings per share is computed by dividing net income by the weighted average number of shares of Common
Stock outstanding during the year. Diluted earnings per common share is computed by dividing net income by the
weighted average number of shares of Common Stock outstanding during the year adjusted for the dilutive effect of the
incremental shares that would have been outstanding under the Company’s stock option and restricted stock plans (See
Note 10). The effect of the 5% Convertible Subordinated Preferred Equivalent Debentures due 2027 (the “Debentures™)
on diluted earnings per share is anti-dilutive and, thus, has no impact.

The following reconciles basic and diluted weighted average shares:

December 31,

(in thousands) 1998 1997 1996

Basic weighted average number of shares outstanding 97,065 96,052 89,842
Dilutive effect of stock option and restricted stock plans 692 1,510 1,139
Dilutive weighted average number of shares outstanding 97,757 97,562 90,981

New Reporting Requirements

In February 1998, the FASB issued Statement of Accounting Standards No. 132 (“SFAS No. 132”), Employers’
Disclosures About Pensions and Other Postretirement Benefits. SFAS No. 132 standardizes disclosure requirements for
pensions and other postretirement benefits. The Company adopted SFAS No. 132 in 1998 (See Note 11).



In March 1998, the AICPA issued Statement of Position (SOP) 98-1, Accounting for the Costs of Computer Software
Developed or Obtained for Internal Use. The SOP provides guidance with respect to accounting for the various types
of costs incurred for computer software developed or obtained for the Company’s use. The Company has adopted SOP
98-1. The adoption did not have a significant effect on the consolidated results of operations or financial position.

In April 1998, the AICPA issued SOP 98-5, Reporting on the Costs of Start-Up Activities. The Company does not
capitalize start-up cost; thus, the adoption will not have a significant effect on the consolidated results of operations
or financial position of the Company.

In June 1998, the FASB issued Statement of Financial Accounting Standards No. 130 (“SFAS No. 130”), Reporting
Comprehensive Income. SFAS No. 130 establishes standards for the reporting of comprehensive income and its compo-
nents in a full set of general-purpose financial statements. The Company adopted SFAS No. 130 in 1998 and presents
comprehensive income in the accompanying Consolidated Statements of Stockholders’ Equity. The primary adjust-
ments and reclassifications to reflect net income on a comprehensive income basis for the years presented were foreign
currency translation adjustments and the effect of unrealized and realized gains on marketable securities.

In June 1998, the FASB issued Statement of Accounting Standards No. 133 (“SFAS No. 133”), Accounting for
Derivative Instruments and Hedging Activities. SFAS No. 133 provides a comprehensive and consistent standard
for the recognition and measurement of derivatives and hedging activities. SFAS No. 133 is effective for fiscal years
beginning after June 15, 1999. The Company is currently evaluating the impact of SFAS No. 133 on its consolidated
financial statements.

In October 1998, the FASB issued Statement of Accounting Standards No. 134 (“SFAS No. 134”), Accounting for
Mortgage-Backed Securities Retained After the Securitization of Mortgage Loans Held for Sale by a Mortgage Banking
Enterprise. SFAS No. 134 is not applicable to the Company and has no impact on its consolidated financial statements.

2. MERGERS AND ACQUISITIONS

In December 1998, the Company acquired the company that owned the Veracruz, Mexico facility and cancelled the
lease associated with that facility. Total consideration for this transaction was cash of $1.5 million and a note payable of
$48.5 million due in March 1999. The Company also licensed internationally certain of its rights to some of the
Company'’s Atlas Bradford thread lines and recorded approximately $9.0 million in revenue from that arrangement.

On May 27, 1998, EVI completed a merger with WII, merging WII with and into EVI pursuant to a tax free merger
(the “Merger”) in which the stockholders of WII received 0.95 of a share of the Company’s Common Stock in exchange
for each outstanding share of WII common stock, approximately 48.9 million shares. In addition, approximately 1.4
million shares of Common Stock have been reserved for issuance by the Company for outstanding options under WIl’s
compensation and benefit plans. The Merger was accounted for as a pooling of interests.
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The separate results of EVI and WII and the combined company were as follows:

January 1 to

May 27, Year Ended December 31,

(in thousands) 1998 1997 1996
Revenues:

EVI $ 505549 $ 892,264 $ 478,020

WII 426,422 1,083,965 994,468

Merger adjustments (4,963) (7,140) (5,218)

Combined $ 927,008 $ 1,969,089 $ 1,467,270
Extraordinary Charge, Net of Taxes:

EVI $ —  $ (9,010) $ (731)

WII — — —

Combined $ —  $ (9,010) $ (731)
Net Income (Loss):

EVI $ 54,045 $ 74,685 $ 98,166

wil 48,481 112,900 70,073

Merger adjustments (1,033) 178 (2,417)

Combined $ 101,493 $ 187,763 $ 165,822

Merger adjustments include the elimination of intercompany revenues of $5.0 million, $7.1 million and $5.2 million
and cost of sales of $3.4 million, $5.7 million and $4.2 million for the five months ended May 27, 1998 and years ended
December 31, 1997 and 1996, respectively. Merger adjustments for the years ended December 31, 1997 and 1996 also
include the elimination of expenses of $1.7 million and a gain of $2.7 million, respectively, recorded by WII on the sale
of Arrow Completion Systems, Inc. to EVI in December 1996.

On February 19, 1998, the Company completed the acquisition of Ampscot Equipment Ltd. (“Ampscot”), an Alberta
corporation, for approximately $57.1 million in cash. Ampscot is a Canadian-based manufacturer of pumping units.

On January 15, 1998, the Company completed the acquisition of Taro Industries Limited (“Taro”), an Alberta corpora-
tion, in which approximately 0.8 million shares of Common Stock have been issued to the shareholders of Taro in
exchange for their shares of Taro stock. Taro is a Canadian provider of well automation, gas compression, and drilling
equipment distribution.

On January 12, 1998, the Company completed the acquisition of the Houston Well Screen group of companies
(“HWS”) from Van der Horst Limited, a Singapore company, for a net purchase price of approximately $27.6 million
in cash. The HWS acquisition includes the purchase of Van der Horst U.S.A., Inc., which is the holding company of
Houston Well Screen Company and of Houston Well Screen Asia Pte. Ltd., which has operations in Singapore and
Indonesia. HWS makes wedge-wire screen products for use in oil and gas production and other applications.

On December 3, 1997, the Company completed the acquisition of all of the outstanding shares of BMW Monarch
(Lloydminster) Ltd. (“BMW Monarch”) and BMW Pump Inc. (“BMW Pump”) for aggregate consideration of approxi-
mately $98.8 million in cash, including a final working capital adjustment, and $14.3 million in assumed debt. BMW
Pump is a Canadian-based manufacturer of progressing cavity pumps, and BMW Monarch is a Canadian supplier of
progressing cavity pumps, as well as, other production related oilfield products.

On December 2, 1997, the Company completed the acquisition of all of the capital stock of Trico Industries, Inc.
(“Trico™), in exchange for $105.0 million in cash and the assumption of $8.7 million of debt. Trico is a Texas-based
manufacturer and distributor of sub-surface reciprocating pumps, sucker rods, accessories and hydraulic lift systems.



On August 25, 1997, the Company completed the acquisition of XLS Holding, Inc. (“XL”) in a transaction accounted
for as a pooling of interests. XL designs, manufactures and markets high performance connectors for marine applica-
tions such as conductors, risers and offshore structural components. In connection with the acquisition, the Company
issued approximately 0.9 million shares of Common Stock in exchange for all of the equity interests of XL. As the effect
of this business combination is not significant, prior period financial statements were not restated.

On May 1, 1997, the Company acquired GulfMark International, Inc. (“GulfMark™) pursuant to a merger in which
approximately 4.4 million shares of Common Stock were issued to the stockholders of GulfMark. Prior to the merger,
GulfMark effected a spin-off to its stockholders of its marine transportation services business. The retained assets of
GulfMark that were acquired by the Company in this transaction consisted of approximately 4.4 million shares of
Common Stock, an erosion control company and certain other miscellaneous assets. The 4.4 million shares of Common
Stock acquired are classified as “Treasury Stock, at Cost” on the accompanying Consolidated Balance Sheets. Because
the number of shares of Common Stock issued in the GulfMark acquisition approximated the number of shares of
Common Stock held by GulfMark prior to the acquisition, the GulfMark acquisition had no material effect on the
outstanding number of shares of Common Stock or net equity of the Company.

On April 14, 1997, the Company acquired TA Industries, Inc. (“TA”), a manufacturer of premium couplings and
premium accessories, for approximately $44.1 million in cash and $19.7 million of assumed debt.

On May 23, 1996, the Company acquired the business and assets of Nodeco AS, a Norwegian company, and its
wholly-owned subsidiary, Aarbakke AS (collectively, “Nodeco™). Nodeco designs, manufactures, sells, and rents oil
and gas well completion products primarily consisting of liner hanger equipment and related services, as well as pump
packers. The Company paid cash of approximately $14.4 million and issued 0.7 million shares of its Common Stock.

The Company has also effected various other 1998, 1997, and 1996 acquisitions for a total consideration of approxi-
mately $75.1 million, $82.2 million and $61.6 million, respectively.

The acquisitions, with the exception of WIIl and XL, were accounted for using the purchase method of accounting.
The results of operations of all such acquisitions and XL are included in the Consolidated Statements of Income from
their respective dates of acquisition. The 1998 and 1997 acquisitions are not material individually or in the aggregate
for each applicable year.

3. MERGER AND OTHER CHARGES

In 1998, the Company incurred $195.0 million in merger and other charges relating to the merger between EVI and
WII and a reorganization and rationalization of its businesses in light of industry conditions. Of these charges, $120.0
million was incurred in the second quarter at the time of our merger and with the initial downturn in the industry.

A $75.0 million charge was incurred in the fourth quarter in response to the previously unanticipated extent of the
decline in the industry which resulted in a need to make additional reductions in operations and align the cost struc-
ture with current demand. The net after-tax effect of these charges was $126.8 million. Over $171.4 million of these
charges had been realized as of December 31, 1998, with the remainder of the charges expected to be fully expended by
the second quarter of 1999 in connection with planned activities. During 1999, we will assess whether any adjustments
or reversals to the remaining accrued special charges are necessary.
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The following chart summarizes the special charges made in 1998:

Completion Balance as of
and Oilfield  Artificial Compression Drilling December 31,

(in thousands) Services  Lift Systems  Services ~ Products  Corporate Total Utilized 1998
Merger Transaction Costs® $ — $ — 3 — $ — $ 62,462 $ 62,462 $ 62,462 $ —
Severance and Related Costs® 1,961 5,050 — — 600 7,611 — 7,611
Facility Closures® 8,969 13,817 — 5,300 — 28,086 15,257 12,829
Corporate Related Expenses®” — — — — 8,297 8,297 5,177 3,120
Inventory Write-Off® 4,830 17,573 — 28,500 — 50,903 50,903 —
Write-Down of Assets © 29,195 4,360 1,500 1,150 1,436 37,641 37,641 —
Total $ 44,955 $ 40,800 $ 1,500 $ 34,950 $ 72,795 $195,000 $171,440 $ 23,560

@ The merger related costs were incurred in the second quarter and included $32.6 million in severance and termination
costs related to approximately 300 employees and former officers and directors, and other employee benefits related to
stock grants, in accordance with WII’s employment agreements and option plans, and $29.9 million in professional and
financial advisory fees, filing and registration fees, and printing and mailing costs.

@ The severance and related costs included in the fourth quarter charges were $7.6 million for approximately 1,000
employees specifically identified, with terminations to be completed in the first half of 1999, in accordance with our
announced plan to terminate employees.

@ The facility and plant closures costs were $15.3 million in the second quarter, all of which have been incurred by year
end. These costs related primarily to the elimination of duplicated manufacturing, distribution and service locations
following the merger in May. The facility and plant closures of $12.8 million were accrued in the fourth quarter for the
consolidation and closure of approximately 100 service, manufacturing and administrative facilities in response to
declining market conditions in the fourth quarter.

@ The corporate related expenses of $5.2 million recorded in the second quarter and $3.1 million recorded in the fourth
quarter were primarily for the relocation of corporate offices, related lease obligations and the consolidation of tech-
nology centers due to the Merger and to align our corporate cost structure in light of current conditions.

®) The write-off of inventory was $12.4 million in the second quarter and $38.5 million in the fourth quarter, which were
reported as cost of products. These charges relate to the write-off of inventory as a result of the combination of EVI’s
and WII's operations, the rationalization of their product lines, the elimination of certain products, services and loca-
tions due to the merger and as a result of the decline in market conditions.

® The write-down of assets was $24.6 million in the second quarter and $13.0 million in the fourth quarter. These charges
primarily relate to the write-down of equipment and other assets as a result of the combination of EVI’s and WII’s
operations, the rationalization of their product lines, the elimination of certain products, services and locations due to
the merger, the industry downturn, and the specific identification of assets which are held for sale as a result of the
decline in market conditions.



The Company adopted a plan to close its Bastrop, Texas, tool joint manufacturing facility and to combine its two
packer facilities through the closure of one facility in Arlington, Texas, in the fourth quarter of 1996. In connection with
these decisions, the Company incurred a charge of $5.8 million associated with these closures. Of this charge, $4.3
million related to the tool joint facility closure and relocation of equipment from this facility and $1.5 million related to
the consolidation of its packer facilities and the closure of one of the plants. The Company incurred $3.8 million in 1996
for costs associated with these actions during 1996, including costs relating to the relocation of equipment at its Bastrop
facility to other facilities. The Company also accrued $2.0 million as part of the $5.8 million charge for exit costs that it
expected to be incurred in 1997 relating to the closure of its Bastrop and Arlington facilities. Such costs included $0.8
million for severance and termination costs, $0.9 million for the reduction in the carrying value of its Bastrop facility in
light of the intended plan of disposition of the facility and $0.3 million for the termination of the Arlington lease.
Approximately 400 employees were affected by these closures. The closure of both the Bastrop and Arlington facilities
had been substantially completed by June 1997.

4. CASH FLOW INFORMATION

The Company considers all highly liquid investments with original maturities of three months or less to be cash
equivalents. Other current assets at December 31, 1998 and 1997 included cash of approximately $3.2 million and $3.4
million, respectively, which was restricted as a result of exchange controls in certain foreign countries or cash collateral
requirements for performance bonds, letters of credit, and customs bonds.

Cash paid during the years ended December 31, 1998, 1997, and 1996 for interest and income taxes (net of refunds)
was as follows:

(in thousands) 1998 1997 1996
Interest paid $ 52,439 $ 43389 $ 28,068
Income taxes paid, net of refunds 74,359 121,302 21,367

During the years ended December 31, 1998, 1997, and 1996 there were noncash investing activities of $2.4 million,
$24.4 million, and $1.7 million, respectively, relating to capital leases.

The following summarizes investing activities relating to acquisitions:

Year Ended December 31,

(in thousands) 1998 1997 1996

Fair value of assets, net of cash acquired $ 96,984 $ 212,731 % 109,565
Goodwill 178,616 306,648 95,688
Total liabilities (106,007) (197,902) (74,442)
Common Stock issued (30,753) — (50,734)
Cash consideration, net of cash acquired $ 138,840 $ 321,477 % 80,077

During the years ended December 31, 1998 and 1997, there were noncash financing activities of $7.8 million and $8.8
million, respectively, relating to tax benefits received from the exercise of nonqualified stock options. These benefits were
recorded as a reduction of income taxes payable and an increase to capital in excess of par value.
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5. INVENTORIES
Inventories by category are as follows:

December 31,

(in thousands) 1998 1997

Raw materials, components and supplies $ 212863 $ 238,349
Work in process 42,650 66,402
Finished goods 229,309 151,060

$ 484822 $ 455,811

Work in process and finished goods inventories include the cost of materials, labor, and plant overhead.

6. SHORT-TERM BORROWINGS

December 31,

(in thousands) 1998 1997
Revolving credit facilities with an effective interest rate of 5.6%

at December 31, 1998 $ 117,279 $ 24,243
Short-term bank loans with effective interest rates

between 5.73% and 6.10% 20,000 —
Short-term payable due March 1999 with an effective

interest rate of 7.00% 48,450 —

$ 185729 $ 24,243

Weighted average interest rate on short-term borrowings
outstanding during the year 5.78% 6.57%

In June 1996, the Company entered into a new working capital facility and terminated the Company’s prior
U.S. working capital facility. This resulted in an extraordinary charge of approximately $0.7 million, net of taxes of
$0.4 million.

In May 1998, the Company entered into a new five year unsecured credit agreement which provides for borrowings
of up to an aggregate of $250.0 million, consisting of a $200.0 million U.S. credit facility and a $50.0 million Canadian
credit facility, and terminated its existing working capital facilities. Amounts outstanding under the facility accrue
interest at a variable rate based on either the U.S. prime rate or LIBOR. A commitment fee ranging from 0.09% to 0.20%
per annum, depending on the credit ratings assigned to the 7 ¥1% Senior Notes due May 15, 2006 (the “7 ¥2% Senior
Notes™), is payable quarterly on the unused portion of the facility. The facility contains customary affirmative and
negative covenants, including a maximum debt to capitalization ratio, a minimum interest coverage ratio, a limitation
on liens, and a limitation on asset dispositions. As of December 31, 1998, approximately $117.3 million was outstanding
and approximately $1.8 million had been used to support outstanding letters of credit.

The Company also has various credit facilities available only for stand-by letters of credit and bid and performance
bonds, pursuant to which funds are available to the Company to secure performance obligations and certain retrospec-
tive premium adjustments under insurance policies. The Company had a total of $16.8 million of such letters of credit
and bid and performance bonds outstanding at December 31, 1998.



7. LONG-TERM DEBT

December 31,

(in thousands) 1998 1997
Senior Notes with an effective interest rate of 7.25%, due 2006 $ 200,000 $ 200,000
Industrial Revenue Bonds with variable interest rates, between 3.7%
and 4.1% at December 31, 1998, due 2002 11,325 10,840
Foreign bank debt, denominated in foreign currencies 9,069 8,152
Capital lease obligations under various agreements 9,866 28,376
Other 18,749 18,132
249,009 265,500
Less: amounts due in one year 19,346 13,178
Long-term debt $ 229,663 $ 252,322

The following is a summary of scheduled long-term debt maturities by year (in thousands):

1999 $ 19,346
2000 7,426
2001 4,218
2002 11,492
2003 3,986
Thereafter 202,541

$ 249,009

The Company has outstanding $200.0 million of 7 ¥2% Senior Notes. The 7 ¥4% Senior Notes are unsecured
obligations of the Company. Interest on the 7 ¥4% Senior Notes is payable semi-annually on May 15 and November 15
of each year. Based on the borrowing rates available to the Company, the fair value of the 7 ¥2% Senior Notes approxi-
mates the carrying value at December 31, 1998 and 1997.

In December 1997, the Company completed a cash tender offer and consent solicitation (the “Tender Offer”) relating
to the Company’s outstanding $120.0 million 10 ¥2% Senior Notes due 2004 (the “Senior Notes™). An aggregate of
$119.98 million principal amount of the Senior Notes were validly tendered by the Company pursuant to the Tender
Offer. The prepayment of the Senior Notes resulted in an extraordinary charge of $9.0 million, net of taxes of $5.6 mil-
lion, or $0.09 per basic share, for the year ended December 31, 1997. The extraordinary charge consists of prepayment
fees, other professional fees and the write off of unamortized debt issuance costs.

The contract terms of the Industrial Revenue Bonds require principal and interest payments to maturity, occurring
in December 2002. In connection with the Industrial Revenue Bonds, the Company has letters of credit of $11.3 million.

In 1997, upon the completion of the expansion of the Veracruz, Mexico, tool joint manufacturing facility, the
Company recorded the obligation of $16.3 million under its lease to reflect the terms thereof. In December 1998, the
lease was terminated in connection with the acquisition of the company that owned the Veracruz, Mexico facility
(See Note 2).
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8. 5% CONVERTIBLE SUBORDINATED PREFERRED EQUIVALENT DEBENTURES

In November 1997, the Company completed a private placement of $402.5 million principal amount of 5%
Convertible Subordinated Preferred Equivalent Debentures due 2027. The net proceeds from the Debentures were
$390.9 million. The Debentures are convertible at a price of $80 per share of Common Stock. The Debentures are
redeemable by the Company at any time on or after November 4, 2000, at redemption prices described therein,
and are subordinated in right of payment of principal and interest to the prior payment in full of certain existing
and future senior indebtedness of the Company. The Company also has the right to defer payments of interest on
the Debentures by extending the quarterly interest payment period on the Debentures for up to 20 consecutive quarters
at anytime when the Company is not in default in the payment of interest. As evidenced by market transactions, the
estimated fair value of the Debentures was $249.6 million and $368.8 million as of December 31, 1998 and December 31,
1997, respectively.

9. STOCKHOLDERS’ EQUITY
Authorized Shares

In May 1998, the Company’s Restated Certificate of Incorporation was amended and restated to increase the author-
ized number of shares of Common Stock from 80.0 million to 250.0 million.

Preferred Stock

The Company is authorized to issue up to 3.0 million shares of $1.00 par value preferred stock. As of December 31,
1998, none had been issued.

Public Stock Offerings

On July 25, 1996, the Company completed a public offering of 6.9 million shares of Common Stock. The net
proceeds of this offering were approximately $100.9 million.

Stock Repurchase Plan

In December 1997, the WII Board of Directors instituted a stock repurchase program under which up to $100.0
million of WII common stock could be purchased in open market transactions or in privately negotiated transactions.
Pursuant to this program, WII purchased approximately 0.3 million shares of its common stock in December 1997.
During 1998, WII purchased approximately 1.0 million shares of its common stock. In connection with the Merger,
the stock repurchase program has been discontinued and the repurchased shares retired.

10. STOCK-BASED COMPENSATION
Stock Option Plans

The Company has a number of stock option plans pursuant to which directors, officers and other key employees
may be granted options to purchase shares of Common Stock at the fair market value on the date of grant.

The Company has in effect a 1991 Employee Stock Option Plan (“1991 ESO Plan”), 1992 Employee Stock Option
Plan (“1992 ESO Plan”) and a 1998 Employee Stock Option Plan (“1998 ESO Plan”). Under these plans, options to
purchase up to an aggregate of 8.2 million shares of Common Stock may be granted to officers and key employees of
the Company (including directors who are also key employees). At December 31, 1998, approximately 2.2 million
options were available for granting under such plans.

The Company maintained a Non-Employee Director Stock Option Plan (“Director Plan”), a non-qualified stock
option plan. In 1998, the Director Plan was terminated to the extent that no additional options will be granted.



Stock options vest after one to three years and expire after ten to thirteen years from the date of grant. Information
about the above stock option plans and predecessor plans, for the three years ended December 31, 1998, is set forth below:

Weighted

Average

Number Range of Exercise

of Exercise Price

Shares Prices Per Share
Options outstanding, December 31, 1995 2,739,170  $ 469 - $ 2470 $ 12.39
Granted 882,218 13.07 - 33.73 19.19
Exercised (597,121) 575 - 21.92 12.41
Terminated (358,128) 1758 - 29.98 20.83
Options outstanding, December 31, 1996 2,666,139 469 - 33.73 13.61
Granted 741,613 2781 - 32.19 29.05
Exercised (936,008) 469 - 33.73 11.36
Terminated (47,908) 11.49 - 29.98 24.72
Options outstanding, December 31, 1997 2,423,836 469 - 32.19 19.08
Granted 4,855,423 18.13 - 50.50 20.33
Exercised (1,195,584) 711 - 40.76 31.40
Terminated (24,971) 12.67 - 40.76 35.70
Options outstanding, December 31, 1998 6,058,704 469 - 50.50 18.96
Options exercisable as of December 31, 1998 1,327,446 469 - 44.01 16.02

The 6.1 million options outstanding at December 31, 1998, have a weighted average remaining contractual life of
10.5 years. The 1.3 million options exercisable at December 31, 1998, have a weighted average remaining contractual life
of 6.4 years.

Pro Forma Compensation Expense

Pro forma information regarding net income and earnings per share is required by SFAS No. 123 and has been deter-
mined as if the Company had accounted for its stock options under the fair value method as provided therein. The fair
value of each option grant is estimated on the date of grant using the Black-Scholes option pricing model with the fol-
lowing weighted-average assumptions: risk-free interest rates of 5.0% to 7.0%, expected lives of four to seven years,
expected volatility of 38% to 52% and no expected dividends. The weighted average fair value of the options granted
in 1998, 1997 and 1996 is $11.97, $14.42 and $10.61, respectively.

Set forth below is a summary of the Company’s net income and earnings per share as reported and pro forma as if
the fair value-based method of accounting defined in SFAS No. 123 had been applied. For purposes of pro forma disclo-
sures, the estimated fair value of the options is amortized to expense over the options’ vesting period. The pro forma
information for the year ended December 31, 1998, reflects the pro forma expense associated with the accelerated vesting
of options in connection with the Merger. The pro forma information is not meant to be representative of the effects on
reported net income for future years, because as provided by SFAS No. 123, only the effects of awards granted after
January 1, 1995, are considered in the pro forma calculation.

1998 1997 1996
As As As
Reported Pro Forma Reported ProForma Reported ProForma
Net income (in thousands) $ 64,837 $ 55107 $ 187,763 $ 183,281 $ 165,822 $ 162,933
Basic earnings per share 0.67 0.57 1.95 1.91 1.85 1.81
Diluted earnings per share 0.66 0.56 1.92 1.88 1.82 1.79
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Restricted Stock Plans

WII had a restricted stock plan for certain officers of WII (the “Restricted Plan) and a restricted stock plan for non-
employee directors of WII (the “Director Restricted Plan”; collectively, the “Restricted Stock Plans”), pursuant to which
shares of Common Stock were granted. Shares granted under the Restricted Stock Plans are subject to certain restrictions
on ownership and transferability when granted. Restrictions applicable to shares granted under the Restricted Plan lapse
in part based on continued employment and in part based on Company performance. Restrictions applicable to shares
granted under the Director Restricted Plan were removed in connection with the Merger and subsequently the plan was
terminated. Restrictions related to certain shares granted under the Restricted Plan were also removed as a result of the
Merger and subsequently the plan was frozen. In 1998, the Company granted 110,150 shares of restricted stock to direc-
tors and officers of the Company. Of these, 75,000 shares were granted pursuant to a separate agreement and are not
covered under the Restricted Stock Plans.

The compensation related to the restricted stock grants is deferred and amortized to expense on a straight-line basis
over the period of time the restrictions are in place. The unamortized portion is classified as a reduction of capital in
excess of par value in the accompanying Consolidated Balance Sheets.

The following table provides a summary of restricted stock activity:
Non-Employee

Employee Director
Shares Shares
Restricted shares outstanding, December 31, 1995 34,332 —
Granted 29,450 —
Restrictions removed (35,848) —
Restricted shares outstanding, December 31, 1996 27,934 —
Granted 86,489 10,296
Restrictions removed (25,679) —
Restricted shares outstanding, December 31, 1997 88,744 10,296
Granted 110,150 —
Restrictions removed (116,294) (10,296)
Restricted shares outstanding, December 31, 1998 82,600 —
Shares available for future grant as of December 31, 1998 — —
Compensation expense (in thousands):
1998 $ 4,700 $ 352
1997 1,146 120
1996 418 —
Deferred compensation at December 31 (in thousands):
1998 $ 1563 $ =
1997 3,095 352

Executive Deferred Compensation Plan

In May 1992, the Company’s stockholders approved the Executive Deferred Compensation Stock Ownership Plan
(the “EDC Plan’). Under the EDC Plan, a portion of the compensation for certain key employees of the Company and
its subsidiaries, including officers and employee directors, can be deferred for payment after retirement or termination
of employment.



The Company has established a grantor trust to fund the benefits under the EDC Plan. The funds provided to such
trust are invested by a trustee independent of the Company primarily in Common Stock of the Company which is
purchased by the trustee on the open market. The assets of the trust are available to satisfy the claims of all general
creditors of the Company in the event of bankruptcy or insolvency. Accordingly, the Common Stock held by the trust
is included in the accompanying Consolidated Statements of Stockholders’ Equity as “Treasury Stock, at Cost” and
reflected as such on the Consolidated Balance Sheets.

11. RETIREMENT AND EMPLOYEE BENEFIT PLANS

The Company has defined contribution plans covering certain of its employees. Expenses related to these plans
totaled $4.4 million, $3.6 million and $3.7 million in 1998, 1997 and 1996, respectively.

The Company has defined benefit pension plans covering certain U.S. and international employees. The Company
has two U.S. plans, one of which was terminated in 1998. The other U.S. plan was acquired as part of the Trico
acquisition in December 1997. This plan was frozen on December 31, 1998. With respect to certain international
plans, the Company has purchased irrevocable annuity contracts to settle certain benefit obligations. During 1998,
the Company terminated one of its international plans. Plan benefits are generally based on years of service and
average compensation levels. The Company’s funding policy is to contribute, at a minimum, the annual amount
required under applicable governmental regulations. Plan assets are invested primarily in equity and fixed income
mutual funds.
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Pension expense related to the Company’s defined benefit pension plans included the following components:

(in thousands) 1998 1997 1996

Service cost—benefits earned during the period $ 822 $ 267 $ 651
Interest cost on projected benefit obligation 1,388 386 427
Expected return on plan assets (1,213) (391) (466)
Net amortization and deferral (19) 48 213

$ 978 $ 310 $ 825

The following table sets forth summaries of the changes in the benefit obligations and plan assets, the funded status of
the Company’s defined benefit pension plans and the assumptions used in computing such information:

U.S. Plans Non-U.S. Plans
(in thousands, except percentages) 1998 1997 1998 1997
Change in benefit obligation:
Projected benefit obligations at beginning of year $ 17,601 $ 1,647 $ 4,261 $ 3,468
Service cost 634 — 188 267
Interest cost 1,244 109 144 277
Plan participants’ contributions — — — 104
Actuarial (gain) loss 2,189 (49) 680 285
Settlement/curtailment due to plan termination (503) — — —
Acquisition (341) 16,002 — —
Benefits paid (3,155) (108) (2,559) (129)
Currency translation adjustment — — 81 (11)
Projected benefit obligation at end of year $ 17,669 $ 17,601 $ 2,795 $ 4,261
Change in plan assets:
Fair value of plan assets at beginning of year $ 17,875 $ 1,383 $ 2,553 $ 2405
Actual return on plan assets 2,432 70 (103) 3
Employer contribution 1,577 142 — 112
Plan participants’ contributions — — — 104
Acquisition — 16,388 — —
Benefits paid (3,155) (108) (2,204) (71)
Currency translation adjustment — — (246) —
Fair value of plan assets at end of year $ 18,729 $ 17,875 $ = $ 2,553
Funded status:
Accumulated benefit obligation less plan assets $ (1,060) $  (274) $ 2,034 $ 978
Provision for future salary increases — — 761 730
(Excess) deficit of plan assets over projected
benefit obligation (1,060) (274) 2,795 1,708
Unrecognized net actuarial gain (loss) 234 (457) 267 758
Unrecognized transition obligation — — (148) (81)
Unrecognized prior year service cost — 620 (122) (124)
Accrued (prepaid) benefit costs $ (826) $ (111) $ 2,792 $ 2,261
Balance sheet liabilities (assets):
Prepaid benefit costs $ (1,663) $ (386) $ — $ —
Accrued benefit liabilities 837 275 2,792 2,261
Accrued (prepaid) benefit costs $ (826) $ (111) $ 2,792 $ 2,261
Assumed discount rates 5.1%-6.8% 7.3% 5.8% 6.0%-8.0%
Assumed rates of increase in compensation rates 4.8% 4.0%-4.8% 3.3% 3.7%-5.0%
Assumed expected long-term rate of return
on plan assets 5.5%-8.0% 8.0% — 8.0%
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12. INCOME TAXES

The components of income before income taxes were as follows:

(in thousands) 1998 1997 1996
Domestic $ 16,772 $ 202,297 $ 71,354
Foreign 82,616 102,664 61,320
$ 99,388 $ 304961 $ 132,674
The Company’s income tax provision (benefit) from continuing operations consisted of the following:
(in thousands) 1998 1997 1996
Current
U.S. federal and state income taxes $ 21,743 % 39,623 $ 14,801
Foreign 33,311 33,106 21,574
Total Current $ 55,054 $ 72,729 $ 36,375
Deferred
U.S. federal $ (13,187) $ 23405 $ 2,410
Foreign (7,316) 12,054 1,728
Total Deferred $  (20,503) $ 35459 $ 4,138
$ 34551 $ 108,188 $ 40,513
Total income tax provision (benefit) was recorded as follows:
(in thousands) 1998 1997 1996
Income from continuing operations $ 34551 $ 108,188 $ 40,513
Discontinued operations — — 4,022
Gain on disposal of discontinued operations — — 44,600
Extraordinary charge — (5,640) (394)
$ 34551 $ 102,548 $ 88,741

The difference between the tax provision at the statutory federal income tax rate and the tax provision attributable to

income from continuing operations before income taxes for the three years ended December 31, 1998 is analyzed below:

(in thousands) 1998 1997 1996
Statutory federal income tax rate $ 34786 $ 106,736 $ 46,436
Effect of state income tax (net) and Alternative Minimum Tax 3,420 913 4,228
Effect of non-deductible expenses 9,054 4,259 2,182
Change in valuation allowance — (8,214) (9,957)
Effect of foreign income tax, net (6,447) 8,214 —
Foreign losses benefited — — (546)
Foreign Sales Corporation benefit (412) (913) 273
Benefit of tax dispute settlement — — (3,955)
Effect of acquisitions and dispositions (4,548) — —
Other (1,302) (2,807) 1,852
$ 34551 $ 108,188 $ 40,513
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Deferred tax assets and liabilities are recognized for the estimated future tax effects of temporary differences between
the tax basis of an asset or liability and its reported amount in the financial statements. The measurement of deferred tax
assets and liabilities is based on enacted tax laws and rates currently in effect in each of the jurisdictions in which the
Company has operations.

The change in the valuation allowance in 1997 and 1996 primarily relates to the utilization of U.S. net operating
losses (“NOL”) and tax credit carryforwards and management’s assessment that future taxable income will be sufficient
to enable the Company to utilize remaining NOL and tax credit carryforwards.

Deferred tax assets and liabilities are classified as current or noncurrent according to the classification of the related
asset or liability for financial reporting. The components of the net deferred tax asset (liability) were as follows:

December 31,

(in thousands) 1998 1997
Deferred tax assets:
Domestic and foreign operating losses $ 7852 $ 15,709
Accrued liabilities and reserves 78,532 57,573
Tax credits 5,568 —
Tax benefit transfer leases acquired 2,776 3,991
Other differences between financial and tax basis — 1,126
Valuation allowance (4,716) (4,716)
Total deferred tax assets $ 90,012 $ 73,683
Deferred tax liabilities:
Property and equipment $ (59,442) $ (56,747)
Unremitted foreign earnings (10,883) (6,532)
Differences between financial and tax basis of inventory (1,530) (12,010)
Goodwill (20,800) (13,451)
Other differences between financial and tax basis — (4,593)
Total deferred tax liability (92,655) (93,333)
Net deferred tax liability $ (2,643) $ (19,650)

At December 31, 1998, the Company had $10.1 million of U.S. net operating losses which were generated by certain
subsidiaries prior to their acquisition. The use of these pre-acquisition operating losses is subject to limitations imposed
by the Internal Revenue Code and is also restricted to the taxable income of the subsidiaries generating the losses. These
U.S. carryforwards, if not utilized, will expire between 1999 and 20009.

On October 11, 1996, the Company entered into a $3.9 million tax settlement plus accrued interest of $2.5 million with
the United States Internal Revenue Service (“I.R.S.”) relating to a dispute regarding the tax impact to the Company upon
the dissolution of an oil and gas joint venture in 1990. The tax liability with respect to the dissolution had been previous-
ly provided for as a deferred tax liability in the Company’s consolidated financial statements. This settlement resulted in
the Company recognizing a $4.0 million tax benefit in 1996 due to the elimination of certain previously accrued deferred
taxes that will no longer be required to be paid as a result of this settlement.

13. DISPUTES, LITIGATION AND CONTINGENCIES
Litigation and Other Disputes

The Company is aware of various disputes and potential claims and is a party in various litigation involving claims
against the Company, some of which are covered by insurance. Based on facts currently known, the Company believes
that the ultimate liability, if any, which may result from known claims, disputes and pending litigation, would not have
a material adverse effect on the Company’s consolidated financial position or its results of operations with or without
consideration of insurance coverage.



Insurance

The Company is self-insured for employee health insurance claims and for workers’ compensation claims for cer-
tain of its employees. The amounts in excess of the self-insured levels are fully insured. Self-insurance accruals are
based on claims filed and an estimate for significant claims incurred but not reported. Although the Company believes
that adequate reserves have been provided for expected liabilities arising from its self-insured obligations, it is reason-
ably possible that management’s estimates of these liabilities will change over the near term as circumstances develop.

14. COMMITMENTS
Sale and Leaseback of Equipment

The Company entered into a sale and leaseback arrangement in December 1998 where it was provided with the
right to sell up to $200.0 million of compression units through December 1999 and lease them back over a five year
period under an operating lease. Payments under the lease are calculated based on a rate of return on the purchase
price and an agreed valuation of the leased compressors. Under the terms of the lease, the Company may repurchase
the equipment at any time. The Company has provided for a residual value guarantee at the end of the term of the
lease equal to approximately 85.5% of the appraised value of the compression units under lease.

As of December 31, 1998, the Company had sold compressors under this arrangement, having an appraised value of
$119.6 million, and received cash of $100.0 million and a receivable of $19.6 million. The receivable is classified in other
current assets on the accompanying Consolidated Balance Sheets as the balance is due on demand. The net book value
of the equipment sold was approximately $77.4 million, resulting in a pre-tax gain of $42.2 million, which may be
deferred until the end of the lease.

The lease agreement calls for quarterly payments. The following table provides future minimum lease payments
(in thousands) under the aforementioned lease exclusive of any guarantee payments:

1999 $ 7,491
2000 7,491
2001 7,491
2002 7,491
2003 6,867

§ sl

Other Operating Leases

The Company is committed under various other noncancelable operating leases which primarily relate to office
space and equipment.

Future minimum rental commitments under these noncancelable operating leases are as follows (in thousands):

1999 $ 21,001
2000 16,265
2001 11,859
2002 8,942
2003 6,974
Thereafter 34,504

§ 99505

Total rent expense incurred under operating leases was approximately $30.0 million, $27.9 million and $26.4 million
for the years ended December 31, 1998, 1997, and 1996, respectively.
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Other Commitments

In January 1996, the Company entered into a long-term manufacturing and sales agreement with Oil Country
Tubular, Ltd. (“OCTL") pursuant to which OCTL manufactures drill pipe and premium tubulars for the Company on
an exclusive basis at OCTL's plant in India.

15. DISCONTINUED OPERATIONS AND DISPOSITIONS

On November 11, 1996, the Company completed the sale of its contract drilling segment which was comprised of
the Mallard Bay contract drilling division (“Mallard Division™) to Parker, in exchange for cash of approximately $306.9
million and approximately 3.1 million shares of Parker common stock valued by the Company at approximately $20.0
million. The Company reported a net gain on the disposal of the Mallard Division of $66.9 million, net of taxes of $44.6
million.

The results of operations for the Mallard Division are reflected in the accompanying Consolidated Statements of
Income as “Discontinued Operations, Net of Taxes.” Condensed results of the Mallard Division discontinued operations
were as follows:

Eleven Months Ended

(in thousands) November 11, 1996
Revenues $ 81,310
Income before income taxes 11,490
Provision for income taxes 4,022
Net income $ 7,468

During 1997 and 1996, the Company also sold certain non-core businesses. Cash proceeds from these transactions
totaled $68.8 million and $19.2 million in 1997 and 1996, respectively.

16. RELATED PARTY TRANSACTIONS

The Company incurred legal fees of $3.1 million, $2.7 million and $2.2 million during 1998, 1997 and 1996, respective-
ly, with a law firm in which a former director and a current executive officer of the Company were partners.

In 1998, the Company paid Lehman Brothers Inc., an affiliate of Lehman Brothers Holding Inc., a major stockholder
of the Company, approximately $3.0 million for fees associated with the Merger. In 1997, the Company paid approxi-
mately $2.0 million for dealer management fees associated with the Tender Offer of the Senior Notes and the Debenture
offering. The Company incurred fees of approximately $6.7 million associated with the Company’s public offering and
the disposition of the Mallard Division in 1996. The fee arrangements associated with these transactions were on terms
standard in the industry.

17. SUBSEQUENT EVENTS

In February 1999, the Company completed a joint venture with GE Capital Corporation (“GE Capital”) in which the
Company’s compression services operations were combined with GE Capital’s Global Compression Services operations.
The joint venture is known as Weatherford Global Compression. The Company owns 64% of the joint venture and GE
Capital owns 36%. The Company has the right to acquire GE Capital’s interest at anytime at a price equal to the greater
of a market determined third party valuation or book value. GE Capital also has the right to require the Company to
purchase its interest at anytime after February 2001 at a market determined third party valuation as well as request a
public offering of its interest after that date, if we have not purchased its interest by that time.



On February 8, 1999, the Company completed the acquisition of Christiana Companies, Inc. for approximately 4.0
million shares of Common Stock and $20.0 million cash. In the acquisition, the Company acquired through Christiana
(1) 4.0 million shares of the Company’s Common Stock, (2) cash, after distribution to the Christiana shareholders, equal
to the amount of Christiana’s outstanding tax and other liabilities and (3) a one-third interest in Total Logistic Control,
a refrigerated warehouse, trucking and logistics company. The 4.0 million shares of Common Stock acquired will be
classified as treasury stock. Because the number of shares of Common Stock issued in the Christiana acquisition
approximated the number of shares of Common Stock held by Christiana prior to the acquisition, the Christiana acqui-
sition had no material effect on the outstanding number of shares of Common Stock or net equity of the Company.

18. SEGMENT INFORMATION
Business Segments

The Company is a diversified international energy service and manufacturing company that provides a variety
of services and equipment to the exploration, production and transmission sectors of the oil and gas industry.
The Company operates in virtually every oil and gas exploration and production region in the world. In 1998,
the Company redefined its business segments into four separate groups: completion and oilfield services, artificial
lift systems, compression services, and drilling products. The following information has been restated to reflect
this regrouping.
The Company’s completion and oilfield services segment provides fishing and downhole services, well installation

services, well completion systems and equipment rental.

The Company’s artificial lift systems segment designs, manufactures, sells and services a complete line of artificial
lift equipment, including progressing cavity pumps, reciprocating rod lift equipment, gas lift equipment, electrical
submersible pumps and hydraulic lift equipment.

The Company’s compression services segment manufactures, packages, rents and sells parts and services for gas
compressor units over a broad horsepower range.

The Company’s drilling products segment manufactures drill stem products, premium engineered connections,
premium tubulars and marine and subsea connectors and related accessories.
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Financial information by industry segment for each of the three years ended December 31, 1998, is summarized below.

Completion
and Oilfield  Artificial Compression Drilling
(in thousands) Services  Lift Systems  Services Products  Corporate Total
1998
Revenues from unaffiliated customers $848,219 $329,196 $177,481 $655758 $ — $2,010,654
EBITDA, before merger costs
and other charges @ 275,194 40,760 41,671 182,334 (25,179) 514,780
Merger costs and other charges ® 44,955 40,800 1,500 34,950 72,795 195,000
Depreciation and amortization 94,718 19,183 23,079 31,951 1,801 170,732
Operating income (loss) 135,521 (19,223) 17,092 115,433 (99,775) 149,048
Total assets 1,007,399 592,370 388,220 764,807 78,919 2,831,715
Capital expenditures for property,
plant, and equipment 107,661 20,946 32,465 42,052 2,755 205,879
Non-cash portion of merger
costs and other charges 39,481 30,367 1,500 30,500 22,747 124,595
1997
Revenues from unaffiliated customers $ 929,001 $ 249476 $ 178,897 $ 611,715 $ —  $1,969,089
EBITDA @ 301,550 31,736 36,440 144,440 (35,243) 478,923
Depreciation and amortization 86,138 8,944 21,666 23,610 2,573 142,931
Operating income (loss) 215,412 22,792 14,774 120,830 (37,816) 335,992
Total assets 919,198 622,853 441,759 674,388 79,712 2,737,910
Capital expenditures for property,
plant, and equipment 121,422 20,213 35,705 32,682 2,970 212,992
1996
Revenues from unaffiliated customers $ 824,639 $ 150,816 $ 154,503 $ 337,312 $ — $1,467,270
EBITDA ® © 226,914 17,532 31,387 53,619 (38,521) 290,931
Depreciation and amortization 80,582 5,865 23,554 11,046 783 121,830
Operating income (loss) © 146,332 11,667 7,833 42,573 (39,304) 169,101
Total assets 952,445 199,615 414,969 386,245 290,359 2,243,633
Capital expenditures for property,
plant, and equipment 119,201 8,732 30,392 14,332 68 172,725

@ The Company evaluates performance and allocates resources based on EBITDA, which is calculated as operating
income adding back depreciation and amortization, excluding the impact of merger costs and other charges.
Calculations of EBITDA should not be viewed as a substitute to calculations under GAAP, in particular operating
income and net income. In addition, EBITDA calculations by one company may not be comparable to another

company.

®) Includes inventory write-downs of $50.9 million which have been classified as cost of products in the accompanying

Consolidated Statements of Income.

© During 1996, the Company incurred a charge of $5.8 million associated with plant closures. Of this charge, $4.3 mil-
lion related to the closure of a tool joint facility within the drilling products segment and $1.5 million related to the
closure of a packer facility within the completion and oilfield services segment. EBITDA and operating income for
1996 for the drilling products and completion and oilfield services segments include accruals included within the
$5.8 million charge of $1.5 million and $0.5 million, respectively, for such plant closures.



Foreign Operations and Export Sales

Financial information by geographic segment for each of the three years ended December 31, 1998, is summarized
below. Revenues are attributable to countries based on the location of the entity selling products. Long-lived assets
are long-term assets excluding deferred tax assets of $16.7 million, $12.8 million, and $18.9 million for 1998, 1997, and
1996, respectively.

United Latin
(in thousands) States Canada America Europe Africa Other Total
1998
Revenues from unaffiliated
customers $1,181,948 $ 265,229 $ 138,761 $ 167,285 $ 91,307 $ 166,124 $2,010,654
Long-lived assets 950,617 306,490 204,700 151,383 37,758 81,637 1,732,585
1997
Revenues from unaffiliated
customers $1,205,633 $ 257,478 $ 118,762 $ 149,223 $ 70,037 $ 167,956 $1,969,089
Long-lived assets 1,060,871 133,309 174,845 143,831 15,341 62,874 1,591,071
1996
Revenues from unaffiliated
customers $ 928,956 $ 143,610 $ 74,109 $ 148,094 $ 72,457 $ 100,044 $1,467,270
Long-lived assets 784,438 66,342 100,901 145,811 14,037 51,382 1,162,911

Major Customers and Credit Risk

Substantially all of the Company’s customers are engaged in the energy industry. This concentration of customers
may impact the Company’s overall exposure to credit risk, either positively or negatively, in that customers may be simi-
larly affected by changes in economic and industry conditions. The Company performs ongoing credit evaluations of its
customers and does not generally require collateral in support of its trade receivables. The Company maintains reserves
for potential credit losses, and actual losses have historically been within the Company’s expectations. Foreign sales also
present various risks, including risks of war, civil disturbances and governmental activities that may limit or disrupt
markets, restrict the movement of funds; result in the deprivation of contract rights or the taking of property without
fair consideration. Most of the Company’s foreign sales, however, are to large international companies or are secured by
letters of credit or similar arrangements.

In 1998, 1997, and 1996 there was no individual customer who accounted for 10% of consolidated revenues.
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19. QUARTERLY FINANCIAL DATA (UNAUDITED)

The following tabulation sets forth unaudited quarterly financial data for 1998 and 1997.

(in thousands, except per share amounts) 1st Qtr. 2nd Qtr. 3rd Qtr. 4th Qtr. Total
1998
Revenues 570,5209 $ 530,833 $ 482,454 $ 426,847 $ 2,010,654
Gross Profit 186,162® 167,118%2 148,259® 82,330@ 583,869
Selling, General and Administrative 76,911® 71,629® 69,458V 75,405 293,403
Merger Costs and Other Charges — 107,647 — 36,450 144,097
Operating Income 110,031® (11,373)@ 79,477 (29,087) 149,048
Net Income 61,143 (14,891)@ 42,754 (24,169)@ 64,837
Basic EPS:
Net Income 063 $ (0.15) $ 044 $ 0.25) $ 0.67
Diluted EPS:
Net Income 0.63 (0.15) 0.44 (0.25) 0.66
1997
Revenues 431,253 $ 476,999 $ 509,718 $ 551,119 $ 1,969,089
Gross Profit 121,696W 135,840 153,552 169,614 580,702®
Selling, General and Administrative 55,217 60,6789 61,9710 69,426 247,292
Operating Income 66,988 75,705 92,283 101,016 335,992
Income from Continuing Operations____ 37,903 45,741 53,726 59,403 196,773
Net Income 37,903 45,741 53,726 50,393 187,763
Basic EPS:
Income from Continuing
Operations 040 $ 048 $ 056 $ 061 $ 2.04
Net Income 0.40 0.48 0.56 0.52® 1.95
Diluted EPS:
Income from Continuing
Operations 0.39 0.47 0.55 0.60 2.01
Net Income 0.39 0.47 0.55 0.51® 1.92

@ The first, second, and third quarters of 1998 and all quarters of 1997 have been restated from amounts previ-
ously reported in the Company’s respective Forms 10-Q and Amendment No. 1 to Form 8-K filed July 21,
1998 to reclassify certain amounts to conform to current year presentation.

@ The Company incurred $120.0 million and $75.0 million of pre-tax merger and other costs in the second and
fourth quarters of 1998, respectively. The effect of these charges, net of tax, in the second and fourth quarters
was $78.0 and $48.8 million, respectively. Of these charges, $12.4 million and $38.5 million related to the write-
off of inventory and have been classified as cost of products in the accompanying Consolidated Statements of

Income.

@) Includes the extraordinary charge, net of taxes, of approximately $9.0 million related to the repayment of the
Senior Notes in the fourth quarter of 1997.



