T

| A7

=

}2( .
i

=
i
. 7
3
. o 4
R

AR 15 2002

= S0
FINANGIAL




AVl
69een
VBl

Sl

2940\

9 00 0l

¥

o
S

9

97

E@UITY

BUTQCERHOLRERS”

4
©

=

L

g1z

O'ESE

©'ECL

€0

&

NET INCOMEI

R

§

BELEe
oBol'e
LEB6

0'zLL

o1

¢ @0

9%

97

U8

Il
E]

JAYSES

TOUVAL




ENSCO INTERNATIONAL

2 Letter to Our Stockholders ENSCO is one of the world’s leading offshore oil and gas drilling

6  The Americas contractors with a fleet of 50 offshore dnlling rigs and 28 oilfield

8 E
drope support vessels. The Company is geographically balanced with core

10 Pacific Rim / Middle East

. i i ) operations in the Americas, Europe, and the Pacific Rim / Middle
13  Operations & Financial Information

51 Directors and Officers East. ENSCO is based in Dallas, Texas, and is publicly traded on the

52 Stockholder Information

New York Stock Exchange under the symbol ESV.

(im milllicoms, excep per shaomre womosmnts ond Falios) 01

Revenues $ 817.4 £ 533.8
EBITDA 441.7 229.9
Net Income 207.3 85.4
Basic Earnings Per Share 1.51 0.62
Diluted Earnings Per Share 1.50 0.61
Working Capital | 312.0 171.6
Total Assets 2,323.8 2,108.0
Long-Term Debt 462.4 422.2
Stockholders’ Equity 1,440.2 1.328.9
Current Ratio 3.1 2.5
Long-Term Debt to Total Capital 0.24 0.24

Weighted Average Common
Shares Outstanding
Basic 136.9 137.6
Diluted 137.9 139.3

* Earnings Before Interest, Taxes, Depreciation and Amortization.




VeUR GCOMPANY CONUVINUES T MNMAKE GREMAT
STRIPES. ENSCES REVENUE IN 20071 WAS 8817
MILLICON, SLHIGHUELY ABOVE QUR PREVIOUS RECORD
LEVEL, AND NET INCOME INGREASED TO@ $SR307
MILLION, THE vRIRD HIGHEST IN CRMEPARNYY HISUORY,

r® GUR STOCKRKHNOLDERS

This year, we celebrate our fifteenth anniversary. Much has
changed since we began ENSCO in 1987. The acquisition of
Penrod Drilling in 1993 and Dual Drilling in 1996 provided
critical mass. Further additions to and refinement of our asset
base over the years transformed ENSCO from what was orig-
inally a land-based driller, to what is today one of the world’s

premier offshore drilling contractors.

In our first fifteen years, demand for drilling services suffered
during most of the period as the world lived off of a surplus of
oil and natural gas production capacity. Turning a valve,
rather than drilling a hole in the ground, was all that was
required to satisfy energy demand during our formative years.
This has changed. We believe the “bubble” is gone, first with
regard to natural gas in this country and, ultimately, with

regard to global oil.

The demise of the capacity bubble is not readily apparent
today. An uncertain global economy and volatile commodity
prices have diverted attention from fundamentals, and caused
complacency. Despite a perceived supply bubble, sustaining
and ultimately increasing production capacity to meet future
growth in hydrocarbon demand looms as a significant chal-

lenge. Most of the world's great oil fields are now in decline,
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and new fields deplete more rapidly than larger, older fields.
There is no quick fix. Significant investment, and time, will
be required to sustain and enhance production capacity. Yet
today, new investment is often “just-in-time” in response to
spikes in commodity prices or contractual commitments.
Such an approach does litlle to address long-term supply
concerns. As world economies improve and the energy pic-
ture comes into focus, we believe that the importance of find-
ing and developing hydrocarbons to satisfy the world’s

appetite for energy will become apparent, and urgent.

Your Company continues to make great strides. ENSCO’s
revenue in 2001 was $817 million, slightly above our record
revenue in 1997, and net income increased to $207 million,
the third highest in Company history. Our financial results
improved significantly in 2001 as compared to 2000, prima-
rily as the result of stronger performance in Europe, the

Pacific Rim, and the Middle East.

These results were accomplished despite ever-increasing
volatility in our business. In early 2001, high natural gas
prices sparked natural gas drilling in the U.S. Today, natural
gas prices are a quarter of what they were in early 2001, and
drilling activity in the Gulf of Mexico has waned. By contrast,

international markets that lagged a year ago have now over-
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taken the Gull of Wesieon as many major intemational amd afer oigs. The suecessiul perommance of the g realimmed
nalfonal oil conpanies Dereased spending afer years of our compiiment to deliver cost=elfective diling solitions to
mioest Jrilling commitments, O CESIOMETs.
Wee continue (o evolve internationally. ln late 2000 and early
2002, we mobilized tlee of our jackop rgs from e Gl of

ENBCE®’8 JACGRYUP REVYENUES 2000-2001
Mesien 1o the Pacilie Rim and the Widdle Fast in response

100% 5 to opportunilies fn these swegions. Progress contimues on he

0% J ENSCO 102, a harsh-enyironment jackop fg now wmer

DOMESTIC constrgeiion i Singapore. The Company owns a 25% inler-

6% 1 - el o] oldds a fBseal-price option for the wemadnder. EXNSCO

7

i - 7 102 b seheduled for delivery i the second quarter of 2002,

T o With tle reassignment of three rigs to infemational watens

| WUR AR BRA and the addition of the ENSCO 102, our 38-rg jackuop Deet

0% . will be geographically balonced, with an equal nwmber
ik 00 200 el 2401 commiited to domesite and ntemaational fursdictions,

In the mid-nineties. we began o program (o enlanee ihe

Despite sueb dramatie swings in our business, we made capability of owr foekup g feel. both o terms of drilling

progress of several) s over ihe course of the year Ouwr prerlommanee amd enyironmental safely consideraiions, W hen

firsl deepwater semisubmersible g, e ENSCO 7300, il porosgrmm §» completed over the nest three years, we will

compleled its firs) year of operaiion wnder o Jong=lem cone hagve fvested elose o $1 billlon in enhancenent of our assel

traet i (e Guil of Mesico, The $200 million Mg cost was beasses, alll Toamexd] Crom Smternally generaied eash Tow. These

sgnificanily less (han that of eiher comparable new deeg- sgoneles enalde ENSCO (o safely ond efffeienly meet oo




customers’ requirements for deeper and more difficult
drilling applications. We also are enhancing our marine fleet
by extending our standard supply boats to make them larger,
more capable supply vessels. Four vessels have already been

upgraded, and two additional boats will be enhanced in 2002.

We continue to refine ENSCO’s management systems and
controls. We are building an organization that is accountable
at all levels for improvements in safety, environmental, oper-
ational, and financial performance. As part of this initiative,
we have established the Office of the President and Chief
Operating Officer. The three senior executives who comprise
this office, William S. Chadwick, Jr., C. Christopher Gaut,
and P. Jeff Saile, have been with ENSCO since our inception.
In their new capacity, they will be accountable for the
Company’s worldwide operations, and will report to the Chief
Executive Officer. We believe the steps that we are taking, in
terms of refining our management systems and developing
our people, will enable us to elevate performance to an even

higher level.

ENSCO’s financial position remains strong. We ended 2001
with $310 million in cash and short-term investments, and a
long-term debt to total capitalization ratio of 24%, only 10%

net of cash. All of ENSCO’ debt is fixed-rate, at an average

PEOSITION REMAING STRONG

cost of less than 7% per annum. With very little amortizing
debt, most of our cash flow will be available to address
growth, asset enhancement, and stock-repurchase opportuni-
ties. In 2001, we invested $145 million in our asset base and
repurchased $84 million of ENSCO stock at an average cost
of $19.37 per share. Our financial strength gives us the flexi-
bility to respond to attractive investment alternatives as and

when they become available.

As we celebrate ENSCO’s fifteen-year anniversary, our
people are to be commended for what we have accomplished,
and will be challenged by what is to come. Our commitment
remains as it was when we began ~ to provide the drilling and
marine asset base and related services required to explore
and develop hydrocarbons under the oceans of the world, in
a safe, cost-efficient, and environmentally friendly manner.
We believe this strategy will best differentiate our Company,

and will continue to reward our stockholders in the years ahead.

Gt 3. s

Carl F. Thorne
Chairman and Chief Executive Officer
March 1, 2002
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CROWUH N U.8. A8 SUPRPPRLY [MUSUY COME FROWM
PEERER RRIMNNG AND DEERER WAUER, AND ENSCO IS
INVESTING SICNIEIGANULY 1© LARRRESS TRESE TRENDS,

Natural gas is moving to center stage in the world energy
scene. In the following sections of our report, we review the
three broad geographic areas in which ENSCO operates —
the Americas, Europe, and the Pacific Rim / Middle East -

with particular emphasis on emerging markets for natural gas.

Many of the world’s great oil and gas fields were discovered
long ago, and are now in their twilight years. Significant invest-
ment is required just to offset declining production. This is
certainly the case in North America. Oil production in the
United States peaked in 1970, and is now in steady decline. As
aresult, ol is increasingly sourced from outside North America,

and the reliance on imports from OPEC continues to grow.

By contrast, natural gas is predominantly supplied to the
domestic market from within North America. In the United
States, natural gas is evolving as an environmentally friendly
source of energy to meet the demands of electric power gen-
eration and the anticipated resumption of industrial growth.
As natural gas continues to capture a larger share of the
energy market in the United States, supply is expected to
become even miore critical. Today, the Gulf of Mexico provides
approximately 25% of this Country’s natural gas supply, and
much of this supply in the near to intermediate term will
come from the Gulf of Mexico shelf, where ENSCO has 19

jackup rigs and 28 oilfield support vessels. Gas production
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from the shelf continues to deplete, as most new fields are
small and reach their half-life in just 12 to 18 months. We
believe that drilling activity on the shelf will have to remain

high just to stay even with current gas production levels.

Growth in gas supply must come from deeper drilling and
deeper water, and ENSCO is investing significantly to
address these trends. The deepwater semisubmersible
ENSCO 7500 provides operators a cost-effective solution to
ultra-deepwater drilling. Our program to enhance the capa-
bility of our Gulf of Mexico jackup fleet is specifically tar-
geted at drilling deeper, more difficult wells. Installation of
higher-capacity hoisting equipment and mud systems, state-
of-the-art top drives, and enhanced safety and environ-

mental control systems is well underway.

In Latin America, countries such as Venezuela are dependent
on oil exports to generate hard-currency earnings. Such
income 1s vital to maintaining social programs and political
stability. In Venezuela, where ENSCO owns and operates
seven barge drilling rigs, activity has slowed as the govern-
ment has diverted capital from the energy sector to fund
social programs. With depletion rates running as high as 25%
to 30%, we believe that sustaining production capacity in

Venezuela will become increasingly difficult.
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PUE Yo HARSH OPERAVING CORNDIVIONS MAND
STRINGENT REGULATORY SUANDARDS, THE NORUR
SEA 18 A PROVECVED MARKEY, AS O©WNLY THIE
MOST CARABLE DRILLING RIGS ARE GCERUIFIED v©

WORK N THE REGIG®N.

The North Sea is the third most prolific non-OPEC oil
producing region, behind North America and the former
Soviet Union. Since many of the great North Sea fields were
discovered over 30 years ago and are now in decline, sus-
taining production is becoming increasingly difficult. By way
of example, Britain’s o1l production peaked in 1999, and has
since declined for two successive years. North Sea explo-
ration and development expenditures will have to increase in
future years if double-digit decline rates on many older fields
are to be offset. The U.K. government continues to explore
ways to encourage development of existing fields while also

promating exploration of new acreage.

Today, the North Sea jackup market is balanced, with virtu-
ally all available rigs committed. Due to harsh operating con-
ditions and stringent regulatory standards, the North Sea is a
protected market, as only the most capable drilling rigs are
certified to work in the region. ENSCO has one of the largest
premium jackup fleets in the North Sea, with eight jackup
rigs committed to this area. We have a favorable work back-
log, with over half of our North Sea rigs already committed for

the balance of 2002.

Although still in formative stages, the demand for natural
gas is increasing throughout the region. Britain is currently
self-sufficient in natural gas, but soon will become a net
importer as consumption overtakes supply. ENSCO has two
jackup rigs active in the U.K. southern gas basin, and recent-
ly has had as many as two rigs committed to another gas basin

in the Dutch sector.

In recent years, drilling activity has increased in the Danish
sector of the North Sea. ENSCO has two jackup rigs con-
tracted to a subsidiary of the Danish national oil company. A

third rig is committed to another operator in the Danish sector.

Although a mature province, the North Sea is a critical
source of hydrocarbon supply to countries in the region, and
a high level of drilling activity will be necessary to sustain

production capacity in years to come.
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ENSCe [HAS BEXPARNDRED

s PRESENEE I VRIE

PACIEIGC RIM ANDR THRE WIRRLE EAST BY REGCENULY
MEBILIZING TWo JACKUR RIGS TO SINGARPORE

LAND A TRIRD T @R

ENSCOs third major geographic market is the Pacific Rim
and the Middle East, which we designate as our Asia Pacific
business unit. Increasingly, major international and national
oil companies are looking to the Pacific Rim and the Middle
East for growth. Vast reserves in the region offer an econom-
ically attractive means to expand production. Projects take
years to plan and develop, and often employ equipment and
services for extended periods of time. This is a domain of
major international and national oil companies that have the

resources to undertake such substantial multi-year commitments.

The Pacific Rim is one of the fastest-growing natural gas mar-
kets in the world, and is the third largest gas market behind
the United States and Europe. The area is expected to yield
significant gas production, with recent discoveries estimat-
ed to produce over 40 years. The region offers potential for
increased drilling activity as additional fields are developed.
Indonesia, Malaysia, and Australia, all areas where ENSCO

is active, lead the region in gas reserves and production.

With almost a third of the world’s daily oil production, the
Middle East remains the most prolific o1l producing region in
the world, and holds the second largest natural gas reserves

behind the former Soviet Union. Qatar, by way of example, 1s
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making major investments in infrastructure to export liquefied
natural gas to India, Europe, and other areas. ENSCO now
has three jackup rigs working in the Middle East, having
recently mobilized a third rig to Qatar to begin a multi-year

gas development project.

In response to increased drilling activity in recent years, the
industry has mobilized additional jackup rigs to the Pacific
Rim and the Middle East. ENSCO has expanded its Asia
Pacific presence by recently mobilizing two jackup rigs to
Singapore and a third, as previously noted, to the Middle
East. With the addition of these three rigs, the Company now
has 10 jackup rigs committed to this jurisdiction, and an
additional rig under construction in Singapore. As a result,
ENSCO is well positioned to participate in what is expected to

be a growing market.




INCREASINGLY, MAJOR INTERNATIONAL

AND NATIONAL OIL COMPANIES ARE

LOOKING TO THE PACIFIC RIM

THE MIDDLE EAST FOR GROWTH

COMPANY NOW HAS 10 JACKUP

COMMITTED TO THIS REGION, AND AN

ADDITIONAL RIG UNDER CONSTRUCTION

IN SINGAPORE.
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LISTING

Year Built/ ‘Maximum Water Current Customer
Rig Name Rebuilt Rig Make Depth/Drilling Depth Location as of 2/15/02

Norih fAmerfes
ENSCO 55 1981/1997 FG-78011-C 300°/25,000 Gulf of Mexico ADTI
ENSCO 60 1981/1997 Lev-111-C 300°/25,000° Gulf of Mexico Bois d’Arc
ENSCO 64 1973/2002 MLT-53-8 350°/30,000° Gulf of Mexico Committed™
ENSCO 67 1976/1996 MLT-84-S 400/30,000° Gulf of Mexico Hunt Oil
ENSCO 68 1976 MLT-84-S 350°/30,000° Gulf of Mexico J. M. Huber®
ENSCO 69 1976/1995 MLT-84-S 400°/25,000° Gulf of Mexico Walter Oil
ENSCO 81 1979 MLT-116-C 350°/25,000° _ Gulf of Mexico ExxonMobil
ENSCO 82 1979 MLT-116-C 300°/25,000° Gulf of Mexico BP
ENSCO 83 1979 MLT-82 SD-C 250°/25,000° Gulf of Mexico AEDC
ENSCO 84 1981 MLT-82 SD-C 250°/25,000° Gulf of Mexico Apache Energy
ENSCO 86 1981 MLT-82 SD-C 250°/30,000° Gulf of Mexico ExxonMobil
ENSCO 87 1982 MLT-116-C 350°/25,000° Gulf of Mexico Unocal®
ENSCO 88 1982 MLT-82 SD-C 250°/25,0000 -~ Gulf of Mexico Dominion
ENSCO 89 1982 MLT-82 SD-C 250°/25,000" Gulf of Mexico ExxonMaobil
ENSCO 90 1982 MLT-82 SD-C 250°/25,000° Gulf of Mexico Dunhill
ENSCO 93 1982 MLT-82 SD-C 250°/25,000° Gulf of Mexico BP
ENSCO 95 1981 Hitachi-250-C 2507/25,000° | Gulf of Mexico ChevronTexaco
ENSCQ 98 1977 MLT-82 SD-C 250°/25,000° Gulf of Mexico LLOG Exploration
ENSCO 99 1985 MLT-82 SD-C 250°/30,000° Gulf of Mexico ExxonMobil
ENSCO 70 1981/1996 Hitachi-300-C NS 250°/30,000° Denmark DONG
ENSCO 71 1982/1995 Hitachi-300-C NS 225°/25,000° Denmark Maersk
ENSCO 72 1981/1996 Hitachi-300-C NS 2025’/25,000’ The Netherlands Conoco®
ENSCO 80 1978/1995 MLT-116-CE 225'/30,000° United Kingdom Available®
ENSCO 85 1981/1995 MLT-116-C 225'/25,000° The Netherlands HRL®
ENSCO 92 1982/1996 MLT-116-C 1225°/25,000° United Kingdom  Conoco
ENSCO 100 1987/2000 MLT-150-88-C 325°/30,000° The Netherlands Available®
ENSCO 101 2000 KFELS-MOD V 400°/30,000° Denmark DONG
Lsie Paciie :
ENSCO 50 1983/1998 FG-78011-C 300°/25,000° Indonesia BP
ENSCO 51 1981 FG-7801-C 300°/25,000° Singapore Mobilization®
ENSCO 52 1983/1997 FG-78011-C 300°/25,000° Malaysia Petronas
ENSCO 53 1982/1998 FG-78011-C 300'/25,000" Thailand Unocal
ENSCO 54 1982/1997 FG-7801I-C 300/25,000° Singapore Mobilization™
ENSCO 56 1982/1997 FG-7801-C 300°7/25,000° Australia Apache Energy
ENSCO 57 1982/1997 FG-78011-C 300°/25,000° Thailand Unocal
ENSCO 94 1981/2001 Hitachi-250-C 250°/25,000" Qatar Ras Laffan
ENSCO 96 1082/1997, Hitachi-250-C 250°/25,000° Qatar Occidental Petroleum
ENSCO 97 1980/1997 MLT-82 SD-C Qatar Maersk

ENSCO INTERNATIONAL 2001 ANNUAL REPORT
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CRISUBMERSIB RIG . )
Maximum Water -Current Customer
Rig Name Year Built Rig Type Depth/Drilling Depth Location as of 2/15/02
ENSCO 7500 2000 Dynamically Positioned 8,000/30,000° Gulf of Mexico  Burlington
BARGE RIGS
Maximum Customer
Rig Name . Year Built Drilling Depth Current Location as of 2/15/02
ENSCO I 1999 30,000 ' Venezuela ) Available®
ENSCO II 1999 30,000 Venezuela ChevronTexaco
ENSCO 111 1999 30,000 " Venezuela Available®
ENSCO XI 1994 25,0000 - Venezuela Available® -
ENSCO XII 1994 25,000° Trinidad and Tobago Available®
ENSCO X1V 1994 ° 25,0000 Venezuela Stacked®
ENSCO XV 1994 25,0000 Venezuela Stacked®
PLAYFERI RIS
Year Built/ Maximum Customer
Rig Name Rebuilt Drilling Depth Current Location as of 2/15/02
ENSCO 23 1980/1998 25,0000 Gulf of Mexico Available®
ENSCO 24 1980/1998 25,0000 Gulf of Mexico Available®
ENSCO 25 1980/1998 30,000° Gulf of Mexico ChevronTexaco
ENSCO 26 1982/1999 30,000 Gulf of Mexico ExxonMobil
ENSCO 29 1981/1997 30,000 Gulf of Mexico - - W&T Offshore®
MARIXE ZFLEZY
Vessel
Type No. of Vessels Year Built Horsepower Length Current Location
AHTS® 5 1975-1983 5,800-12,000 195’230y Gulf of Mexico
Supply 23 1977-1985 1,800-3,500 166’-230

Gulf of Mexico

{1) The ENSCO 64 was in.the shipyard on February 15, 2002, but is committed to El Paso Production and is scheduled to commence drilling operations prior to March 1,

2002 under a contract executed on February 19, 2002.

{2} The ENSCO 68 was idle on February 15, 2002, but has secured a contract with J.M. Huber and is scheduled to commence drilling operations prior o March 1, 2002.

(3} The ENSCO 87 was idle on February 15, 2002, but has secured a contract with Unocal and is scheduled to commence drilling operations prior to March 1, 2002.

{4) The ENSCO 72 was in the shipyard on February 15, 2002, but has secured a contract with Conoco and is scheduled to commence drilling operations in April 2002 -

(5] Rigs classified as available are being actively marketed and can commence work on short notice. Stacked rigs do not have operating crews immediately available and may
require some recommissioning before commencing operations. .
{6) The ENSCO 85 was in the shipyard on February 15, 2002, but has secured a contract with HRL and is scheduled to commence drilling operations in june 2002.

{7) The ENSCO 51 and ENSCO 54 departed the Gulf of Mexico in January 2002 and are en route io Singapore, where they will enfer a shipyard. The ENSCO 51, which sus-
tained extensive damage from a natural ga$ well fire in March 2001, and which was fully insured with respect fo such damage, will undergo repairs and enhancements and is
expected to return fo service in the fourth quarter of 2002. The ENSCO 54 will undergo minor enhancements and is expected to be ovailable in the second quarter of 2002.

{8) The ENSCO 29 was idle on February 15, 2002, but has secured o contract with W & T Offshore and is scheduled to commence drilling operations in March 2002.

{?) Anchor handling tug supply vessels.

°
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OPERATING STATISTICS

2001 2000 1999 1998 1997
Utilization:
Jackup rigs
North America . _ 82% 99% 93% 93% 96%
Europe 88% 59% 48% 97% 100%
Asia Pacific 96% 73% 46% 61% 79%
Total jackup rigs 86% 86% 75% 88%. 93%
Semisubmersible rig — North America'™ ‘ 92% 77% - - -
Barge rigs - South America 34% 33% 31% 100% 100%
Platform rigs : 56% 57% 51% 89% 63%
otal - 7 - 74% 73% 65% 90% Q0%
Average day rates:
Jackup rigs
North America $ 46,751 $ 34,839 $18,400 $43,473 $46,530
Europe 65,172 38,560 51,266 95,307 79,548
Asia Pacific 42,313 37,548 41,217 49,328 39,363
Total jackup rigs 49,942 35,816 24,286 54,242 51,438
Semisubmersible rig — North America 180,146 173,905 - - -
Barge rigs — South America . - 42,553 39,897 35,113 22,069 22,628
Platform rigs 27,299 24,369 23,204 25,534 19,148
Total - i $ 50,371 $ 35,303 $24,945 $45,112 $42,838
Utilization:
AHTS? 67% 55% 65% 67% 83%
Supply 83% 72% 74% 87% 21%
Mini-supply® . - 13% 25% 73% 95%
Total 80% 65% 62% 81% 21%
‘ Average day rates:
AHTS™ $ 12,456 $ 13,325 $13,600 $15,870 $13,380
Supply 71 3,960 2,774 6,917 7,789
Mini-supply® . - 1,889 2,019 4,041 3,997
Total $ﬁ77,92'| $ 5,271 $ 4,394 $ 7,308 $ 7,687

(1) The ENSCO 7500, the Company’s deepwater semisubmersible rig, commenced drilling operations in December 2000.
{2) Anchor handling tug supply vessels.

{3) The Company sold two mini-supply vessels in the fourth quarter of 1999 and sold its remaining six mini-supply vessels during 2000.

ENSCO INTERNATIONAL 2001 ANNUAL REPORT




MANAGEMENT'S

. !
BUSINESS ENWC@@E\U‘D@ENT
ENSCO International Incorporated (“ENSCO” or the
“Company”) is one of the leading international providers of
offshore drilling and marine transportation services to the oil
and gas industry. The Company’s operations are concentrated
in the geographic regions of North America, Europe, Asia
Pacific and. South America.
*  Demand for the Companys services is significantly
affected by worldwide expenditures for oil and gas drilling.
Expenditures for oil and gas drilling may fluctuate

substantially from year to year and from region to region.

Such fluctuations result from many factors, including demand
for oil and gas, world economic conditions, the legislative
environment in the U.S. and other major countries, produc-
tion levels and other activities of OPEC and other oil' and gas
producers, and the impact that these and other events have on
the current and expected future pricing of oil and natural gas.

Industry conditions were adversely impacted during
1999 as a result of curtailed or deferred exploration and
development spending by oil companies. Due primarily to
cutbacks in oil production by OPEC and to a more favorable
outlook for worldwide oil demand, oil prices increased during
1999 and 2000. U.S. natural gas prices also increased
significantly during 2000. Higher oil prices and the strong

U.S. natural gas market resulted in exploration and develop- -

ment spending increases and improved demand for offshore
drilling rigs in 2000, particularly in domestic markets, which
experienced improved utilization and significant increases
in day rates.

U.S. natural gas prices declined during 2001 and oil and
gas ‘companies reduced Gulf of Mexico exploration and
development spending during the second half of 2001. As a
result, demand for drilling rigs declined and beginning in the
t})ird quarter of 2001, utilization and day rates for Gulf of
Mexico jackup rigs began to decrease. Offshore drilling activity
in most international markets increased during 2001 as a
result of the higher oil prices and increased exploration and
development spending by the international oil companies,
International market day rates for jackup rigs strengthened
during 2001, particularly in.Europe and Asia Pacific.

The Company does not expect the current conditions and -

activity levels in domestic markets to improve during the first
and second quarters of 2002. Provided oil prices do not
decline materially from current levels, the Company expects
day rates and utilization for internationdl jackup rigs to
remain relatively stable throughout the remainder of 2002.

DISCUSSION AND
CONDITION AND

ANALYSIS OF FINANCIAL

RESULTS OF OPERATIONS
[N

\

RESULTS ©F ©OPERATIONS
The Company’s 2001 results reflect a continued improvement
in industry conditions fr&;m those experienced during 2000.
In 2001, the Company experienced improved operating
results from both its marine transportation and contract
drilling segments, including both domestic and international
regions of its contract drilling segment. The improvement in
operating results is primarily attributable to increased day
rates and the contributions of the recently constructed
ENSCO 7500 and ENSCO 101, which commenced drilling
operations in December 2000 and April 2001, respectively.
The Company’s 2000 results reflected a significant
improvement in industry conditions from those exberienced
during 1999. The Company’s average day rates and util\ization
in 2000 were substantially higher than those achieved in
1999. The following table highlights the Company’s consoli-
dated operating results for each of the three years in the
period ended December 31, 2001 (in millions):

g 2001 2000 1999
OPERATING RESULTS
Revenues $817.4  $533.8 $363.7
Operating expenses,

excluding D & A 375.7 303.9 262.0

Depreciation and

amortization (D & A) 124.4 98.7 98.2

Operating income 317.3 131.2 3.5
Other income (expense), net (25.4) (6.0} . 1.7
Provision for income taxes 84.6 . 39.8 3.5
Minority interest - - 1.4
Net income $207.3 $ 854" § 3
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The following is an analysis of the Company’s revenues
and gperating margin for each of the three years in the period
ended December 31, 2001 (in millions):

2001 2000 1999

- R
RTYENES
RaViaNeisd

Contract drilling

Jackup rigs

North America $307.'§ $277.4 $136.4

Europe 166.5 63.9 60.5

Asia Pacific 104.4 72.7 49.0

Total jackup rigs 578.7 414.0 245.9
Semisubmersible rig - :

North America 60.1 .35 -
Barge rigs — South America ~  78.0 - 44.9 .. 521
Platform rigs 35.9 337 29.6

Total contract drilling 752.7 496.1 327.6

Marine transportation
AHTS! 15.2 13.6 17.4
Supply 49.5 23.9 17.3
Mini-supply - 2 1.4
Total marine transportation -+ 64.7 37.7 36.1
Total ' $817.4  $533.8  $363.7
OPIRATING VABRGINP
Contract drilling
Jackup rigs

North America 81811 $1547 $ 287

Europe 96.5 16.8 267

Asia Pacific 54.1 28.5 16.1

Total jackup rigs 331.7 200.0 71.5
Semisubmersible rig -

North America 42,1 . 2.6 -
Barge rigs — South America 47.5 20.3 25.0
Platform rigs 10.9 11.7 12.6

Total contract drilling 432.2 234.6 109.1

Marine transportation
AHTS! . 55 4.4 6.6
Supply 20.8 4.4 (1.9
Mini-supply ‘ - (.2) (.9)
Total marine transportation 26.3 . 8.6 3.8
Total $458.5  $243.2 - §112.9

{1} Anchor handling tug supply vessels.
{2} Defined as operating revenues less operating expenses, exclusive of
depreciation and amortization and general and administrative expenses.
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Discussions relative to each of the Company’s operating
segments and geographic operations are set forth below.
Contract Drilling. The following is an analysis of the
geographic locations of the Company’s offshore drilling rigs at
December 31, 2001, 2000 and 1999.

2001 2000 1999

Jackup rigs:

North America"! 21 22 22

Europe® 8 8 7

Asia Pacific! . 8 7 7

Total jackup rigs 7 37 36
Semisubmersible rig —

North America® ! 1 -
Barge rigs ~ South America® 7 9 9
Platform rigs® 5 7

Totol 0 54 . 582

(1} In December 2001, the Company mobilized a jackup rig from the G(,;/r‘ of
Mexico to perform a long-term contract offshore Qatar. At December 31, 2001,
the rig was en route and it commenced drilling operations in February 2002.
{2} The Company completed construction of the ENSCO 101, a harsh environ-
ment jackup rig, in February 2000. After mobilization to the North Seq, the rig
sustained leg damage while moving onto o drilling location in August 2000.
After undergoing leg repairs and leg enhancement, the rig commenced drilling
operations in April 2001.

(3] The ENSCO 7500, the Company’s recently constructed deepwater semi-
submersible rig, commenced drilling operations in December 2000.

{4) The Company completed construction of three borge rigs that commenced
operations during the first and second quarters of 1999. In December 2001,
the Company removed the two oldest, least capable barge rigs in its fleet from
service. The Company expects to sell the two rigs during 2002

{5) In September 2001, the Company refired two plofform rigs.

In 2001, revenues for the Company’s contract drilling
segment increased by $256.6 million, or 52%, and operating
margin increased by $197.6 million, or 84%, from 2000.
These increases are primarily attributable to higher average
day rates for the Company’s jackup rig fleet, which increased
39% from the prior year. The increase is also attributable to
the impact of operating the ENSCO 7500 and ENSCO 101,
the Company’s recently constructed semisubmersible and
harsh environment jackup rigs that commenced drilling oper-
ations in December 2000 and April 2001, respectively. In
addition, the Company received $28.8 million in 2001 from
the early termination of two long-term contracts for two of the
Company’s barge rigs in South America. Operating expenses
for the contract drilling segment increased by $59.0 million,
or 23%, from the prior year due primarily to the operations of
the ENSCC 7500 and ENSCO 101, higher personnel costs

and $6.3 million of nonrecurring reductions in operating




expenses during 2000 in connection with the favorable resolution
of personnel tax liabilities and personal injury claims and
related disputes with insurance carriers.

In 2000, revenues for the contract drilling segment
increased by $168.5 million, or 51%, and operating margin

increased by $125.5 million, or 115%, from 1999. The

increases in revenues and operating margin are primarily
attributable to a substantial increase in the average day rates
of the Company’s jackup rigs located in North America and an
increase in the utilization of the Company’s overall drilling rig
fleet, to 73% in 2000 from 65% in 1999. Operating expenses
for the contract drilling segment increased by $43.0 million,
or 20%, fromi the prior year due primarily to" increased
utilization and increases in performance-based compensation
and benefits. The operating margin also improved, and
operating expenses decreased, as a result of $6.3 million in
nonrecurring reductions in operating expenses during 2000
in connection with the favorable resolution of personnel tax
liabilities and personal injury claims and related disputes

with insurance carriers.

North America Jackup Rigs .
In 2001, revenues for the Company’s North America jackup
rigs increased by $30.4 million, or 11%, and the operating
margin increased by $26.4 million, or 17%, from 2000. The
increases in revenues and operating margin are primarily
‘attributable to a 34% increase in average day rates. Operating
expenses increased by $4.0 million, or 3%, from 2000 due
primarily to an increase in personnel costs.

In 2000, revenues for the North America jackup rigs
increased by $141.0 million, or 103%, and operating margin
increased by $126.0 million, or 439%, as compared to 1999.
The increases in revenues and operating margin are due
primarily to an 89% increase in average day rates and ‘an
increase in utilization to 99% in 2000 from 93% in 1999.
Operating expenses increased $15.0 million, or 14%, from
the prior year due primarily to increased utilization.

Europe Jackup Rigs

The Company’s Europe jackup rig fleet includes two interna-
tional class, harsh environment jackup rigs, the ENSCO 100
and the ENSCO 101. Since its acquisition in December 1997
through October 1999, the ENSCO 100 operated as a water
injection unit for a production installation under a long-term
‘bareboat charter contract with the seller. From November
1999 through November 2000, the ENSCO 100 was in the
shipyard undergoing conversion from a water injection unit to
a conventional drilling unit. The ENSCO 100 commenced

drilling operations in December 2000. Construction of the -

ENSCO 101 began during 1998 in Singapore and . was
completed in February 2000. After mobilization to the North
Sea and completion of final preparations for drilling operations,
the ENSCO 101 sustained leg damage while moving onto a
drilling location in August 2000. The ENSCO 101
subsequently underwent leg repairs and leg enhancement and
commenced drilling operations in April 2001.

In 2001, revenues for the Europe jackup rigs increased
by $102.6 million, or 161%, and the operating margin
increased by $79.7 million, or 474%, as compared to 2000.
The increase in revenues and operating margin is primarily
attributable to a 69% increase in average day rates and to an
increase in utilization to 88% in 2001 from 59% in 2000.
Operating expenses increased by $22.9 million, or 49%, from
the prior year due primarily to highe'r utilization.

- In 2000, revenues for the Europe jackup rigs increased
by $3.4 million, or 6%, while operating margin decreased by
$9.9 million, or 37%, as compared to 1999. The increase in
revenues is due primarily to an increase in utilization to 59%
in 2000 from 48% in 1999, offset in part by a 25% decline in
average day rates in 2000. The decrease in operating margin
is attributable to the ENSCO 100 and ENSCO 101. The
ENSCO 100 was in the shipyard during the majority of 2000
compared to operating under a bareboat charter during the
majority of 1999, The-ENSCO 101 also was in the shipyard
after incurring leg damage in August 2000. Operating
expenses increased $13.3 million, or 39%, from the prior year
due to higher utilization and the addition of the ENSCO 101
to the fleet during 2000.

Asia Pacific Jackup Rigs

In 2001, revenues for the Asia Pacific jackup rigs increased
by $31.7 million, or 44%, and the operating margin increased
by $25.6 million, or 90%, as compared to 2000. These
increases are due primarily to a 13% increase in average day
rates and to an increase in utilization to 96% in 2001 from
73% in 2000. Operating expenses increased by $6.1 million,
or 14%, in 2001 due primarily to higher utilization and
$3.3 million in nonrecurring reductions in operating expenses
during 2000 in connection with the favorable resolution of
personnel tax liabilities and personal injury claims related to
disputes with insurance carriers.
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In 2000, revenues for the Asia Pacific jackup rigs
increased by $23.7 million, or 48%, and operating margin
increased by $12.4 million, or 77%, as compared to 1999,

The increases in revenues and operating margin are due pri-

marily to an increase in utilization to 73% in 2000 from 46%
in 1999. Operating expenses increased by $11.3 million, or
349, from the prior year due primarily to higher utilization.
The operating margin also improved, and operating expenses
decreased, as a result of $3.3 million in nonrecurring reduc-
tions in operating expenses during 2000 in connection with the
favorable resolution of personnel tax liabilities and personal
injury claims and related disputes with insurance carriers.

North America Semisubmersible Rig

The Company compléted construction of the ENSCO 7500, a
dynamically positioned deepwater semisubmersible rig, in
the fourth quarter of 2000. The rig completed sea trials and
commenced drilling operations in the Gulf of Mexico in
December 2000 under an approximate $190 million, three-
year contract. ,

In 2001, ENSCO 7500 earned $60.1 million of revenue
and contributed $42.1 million to the Company’s operating
margin while receiving an average day rate of approximately
$180,000.

South America Barge Rigs

In September and November of 2001, a customer elected to
terminate two long-term contracts after approximately half of
the respective five-year contract terms had been completed.
The terminations resulted from the customer’s disappointing
oil production rates from the reservoir and the ensuing reduc-
tion in their drilling plans, and were not due to any fault with
the Company’s drilling rigs. In connection with the two
contract terminations, the Company received lump sum, early
contract termination payments totaling $28.8 million, all of
which was recognized as revenue during 2001. Excluding the

early contract termination revenue, revenues increased by -

$4.3 million, or 10%, and operating margin decreased by
$1.6 million, or 8%, from the prior year. The increase in
revenues is primarily atiributable to a 7% increase in average
day rates, which resulted from contractual rate adjustments
that compensate the Company for certain cost increases.
Operating expenses increased by $5.9 million, or 24%, from
the prior year, which contributed to a decrease in opefating
margin. The increase in operating expenses is primarily due to
higher personnel costs resulting from collective contracts with
the unions representing petroleum industry personnel in
Venezuela and to an increase in costs associated with idle rigs.

O~
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In 2000, revenues for the South America barge rigs
decreased by $7.2 million, or 14%, and operating margin
decreased by $4.7 million, or 19%, as compared to 1999. The
decreases in revenues and operating margin are due primarily
to the receipt of $18.4 million in lump-sum, early contract
termination payments in January 1999 for six barge rigs that
remained idle throughout the remainder of 1999 and 2000.
The impact of the early contract termination payments in the
prior year was partially offset by the operating results of three
newly constructed barge rigs that commenced five-year con-

tracts in March, April and June of 1999. Operating expenses

decreased by $2.5 million, or 9%, from the prior year due
primarily to.costs incurred in 1999 in connection with cold
stacking four barge rigs and start-up costs incurred in 1999
in connection with the three newly constructed barge rigs.

Platform Rigs ,

In 2001, revenues for the platform rigs increased by $2.2 mil-
lion, or 7%, and operating margin decreased by $800,000, or
7%, as compared to 2000. The increase in revenues is
primarily due to a 12% increase in average day rates.
Operating expenses increased by $3.0 million, or 14%, from

-the prior year primarily due to higher personnel related costs.

The 2001 operating expenses also increased, and the operat-
ing margin declined, as a result of $900,000 in nonrecurring

reductions in operating expenses in 2000 in connection with -

the favorable resolution of personal injury claims and related
disputes with insurance carriers. ' .

In 2000, revenues for the platform rigs increased by $4.1
million, or 14%, while operating margin decreased by
$900,000, or 7%, as compared to 1999. The increase in
revenues is primarily due to an increase in utilization to 57%
in 2000 from 51% in 1999, and a 5% increase in average day
rates. The decrease in operating margin is primarily attribut-
able to a $2.0 million lump-sum, early contract termination
payment in the first quarter of 1999. Operating expenses
increased by $5.0 million, or 29%, from the prior year
primarily due to higher utilization. The 2000 operating margin
also improved, and operating expenses decreased, as a result
of $900,000 in nonrecurring reductions in operating expenses
in connection with the favorable resolution of personal injury
claims and related disputes with insurance carriers.




Marine Transportation. At December 31, 2001, the Company

had a marine transportation fleet of 28 vessels, consisting of
five anchor handling tug supply (“AHTS”} vessels and 23
supply vessels. The Company sold seven vessels during 2000
and two vessels during the fourth quarter of 1999 (see Note 4
to the Company’s Consolidated Financial Statements). During
the third quarter of 1999, the Company added a 196-foot,
6,000 horsepower AHTS vessel to its fleet. The AHTS vessel

was leased by the Company until January 2001 when the

Company exercised an option and purchased the vessel. All
of the Company’s marine transportation vessels are located in
the Gulf of Mexico. '

" In 2001, revenues for the Company’s marine transportation
segment increased by $27.0 million, or 72%, and operating
margin increased by $17.7 million, or 206%. These increases

are primarily due to higher average day rates for supply vessels, -

which increased 80% from the prior year, and higher fleet
utilization, which increased to 80% in 2001 from 65% in
2000. Operating expenses increased by $9.3 million, or 32%,
from the prior year due primarily to increased utilization and
higher personnel related costs.

In 2000, revenues for the marine transportation segment
increased by $1.6 million, or 4%, and operating margin
increased by $4.8 million, or 126%, as compared to 1999.
The increase in revenues is due primarily to a 43% increase
in average day rates for the supply vessels, offset in part by
‘the impact of the reduced number of vessels in the Company’s
fleet and by a decrease in the utilization of the AHTS vessels
to 55% in 2000 from 65% in 1999. The increase in operating
margin is primarily due to higher average day rates for the
supply vessels and a decrease in operating expenses.
Operating expenses decreased by $3.2 million, or 10%, from
the prior year due primarily to the reduced number of vessels
in the Company’s fleet.

Depreciation and Amortization. Depreciation and amortiza-
tion expense in 2001 increased by $25.7 million, or 26%, as
compared to 2000. The increase is primarily attributable to a
$9.2 million charge in 2001 to reduce the carrying value of
two barge rigs in Venezuela to net realizable value (see Note 3
to the Company’s Conselidated Financial Statements). The
increase also is attributable to an $8.8 million increase in
depreciation expense associated with the ENSCO 101 and
ENSCO 7500, which were placed in service in July 2000 and
December 2000, respectively, and a $5.9 million increase in
depreciation expense associated with the ENSCO 100, for
which depreciation expense was suspended until November
2000 while the rig was undergoing conversion from a water
injection unit to a conventional drilling unit.

Depreciation and amortization in 2000 increased by
$500,000, or 1%, compared to 1999. The increase is primarily
attributable to depreciation associated with the ENSCO 101,
which was placed in service in July 2000, and three new
barge rigs that commenced operations in March, April and
June 1999. The increase was partially offset by the suspen-
sion of depreciation on the ENSCO 100 while in a shipyard
from November 1999 to November 2000 undergoing conver-
sion from a water injection unit to a conventional drilling unit.

General and Administrative. General and administrative
expense in 2001 increased by $3.5 million, or 26%, as compared
to 2000. The increase is primarily attributable to increases in
performance-based compensation and professional fees.
General and administrative expense in 2000 increased
by $2.1 million, or 19%, as compared to 1999.-The increase
is primarily attributable to increases in performance-based

compensation, professional fees and travel expenses.

Other Income (Expense). Other income (expense) for each of
the three years in the period ended December 31, 2001, is as
follows (in millions):

2001 2000 1999

Interest income $ 83 $ 71 $137
Interest expense, net: ’

Interest expense (35.0) (30.1) (31.7)

Capitalized inferest 2.2 16.7 12.4

{32.8) (13.4) (19.3)

Other, net (.9) 3 7.3

$(25.4) $ (600 $ 1.7

Interest income increased $1.2 million in 2001, as
compared to 2000, due primarily to higher average invested
cash balances, partially offset by a decrease in average interest
rates. In 2000, interest income decreased $6.6 million, as
compared to 1999, due primarily to lower average invested
cash balances.

Interest expense increased $4.9 million in 2001, as
compared to 2000. The increase is primarily attributable to
increased average debt balances, resulting from the 15-year
bonds issued in January 2001 to finance the cost of the

ENSCO 7500, partially offset by a_decrease in effective
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interest rates. In 2000, interest expense decreased $1.6 mil-
lion, as corﬁpared to 1999, The decrease is attributable to
lower effective interest rates resulting from the Company’s
redemption of the 9%% Senior Subordinated Notes of its
wholly-owned subsidiary, Dual Holding Company, in March
2000 (see “Liquidity and Capital Resources — Financing and
Capital Resources”). )

Capitalized interest decreased $14.5 million in 2001, as
compared to 2000. The decrease is attributable to a reduction
in capital invested in the ENSCO 7500 and ENSCGO 101 con-
struction projects, which were completed in 2000. In 2000,
capitalized interest increased $4.3 million, as compared to
1999. The increase in 2000 is due primarily to additional
investments in rig construction projects, primarily the
ENSCO 7500 semisubmersible rig.

Other, net in 2001 includes a $625,000 provision for the
settlement of a class action, anti-trust lawsuit (see Note 11 to
the Company’s Consolidated Financial Statements). Other,
net in 2000 includes a net gain of $500,000 relating to the
sale of seven marine vessels (see Note 4 to the Company’s
Consolidated Financial Statements) and a $500,000 charge in
connection with the early retirement of certain debt acquired
in 1996 (see Note 5 to the Company’s Consolidated Financial
Statements). Other, net in 1999 includes a $6.8 million gain

relating to the resolution of a dispute involving the sale of four

barge rigs and a $500,000 gain in connection with the sale of
two marine vessels (see Note 4 to the Company’s Consolidated
Financial Statements).

Provision for ‘ncome Taxes. The Cdmpany recorded income
tax expense of $84.6 million, $39.8 million and $3.5 million
in the years ended December 31, 2001, 2000 and 1999,
respectively. The $44.8 million increase in income tax provi-
sion from 2000 to 2001 is primarily due to increased prof-
itability in 2001, partially offset by a decrease in the effective
tax rate. The effective tax rate decreased to 29.0% in 2001
from 31.8% in 2000 primarily due to changes in the relative
portions of the Company’s earnings generated by foreign sub-
sidiaries whose earnings are being permanently reinvested
and taxed at lower rates and, to a lesser extent, to increases
in certain tax credits and income not subject to tax. The $36.3
million increase in income tax provision from 1999 to 2000 is
primarily due to the increased level of profitability during
2000, particularly in the Company’s domestic operations.
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Year Ended December 31,

{in millions) © 2001 2000 1999
Cash flow from operations $421.5 $137.8  $1162
Capital expenditures:
New construction and
acquisitions $19.6 $1625 $2159
‘Enhancements 95.7 72.8 211
Sustaining 29.9 20.8 11.1

$145.2  $256.1  $248.1

In 2001, cash flow from operations increased by $283.7
million, or 206%, as compared to 2000. The increase in cash
flow from operations in 2001 is attributable to an increase in
the Company’s level of profitability and an increase in cash
flow from working capital changes. In 2000, cash flow from
operations increased by $21.6 million, or 19%, as compared
to 1999. The increase in cash flow from operations in 2000 is
attributable to substantially improved operating margins,
partially offset by a significant reduction in cash flow from
working capital changes. )

The Company continues to expand the size and quality of
its drilling rig and marine vessel fleets. During the last three
years, the Company has invested $398.0 million in new con-
struction and acquisitions and an additional $189.6 million
upgrading and enhancing the capability and extending the
service lives of its drilling rigs and marine vessels as a part of
its ongeing enhancement program. During the fourth quarter
of 2000, the Company entered into an agreement with a major
international shipyard and, in connection therewith, acquired
a 25% ownership interest in the ENSCO 102, a harsh
environment jackup rig under construction. The Company
will contribute $30.0 million and certain management and
procurement services for its 25% interest, $15.0 million of
which was paid in 2000 and $15.0 million that is scheduled
to be paid in 2002. Construction of the ENSCO 102 is expected
to be completed in the second quarter of 2002 and the
Compaﬁy has an option to acquire the remaining 75% interest
in the rig at any time during the construction period or the
two-year period following construction completion.

Management anticipates that capital expenditures in
2002 will total approximately $210 million, including an
estimated $150 million for upgrades and enhancements and
$40 million for sustaining operations. The Company may also




elect 1o exercise its option to acquire the remaining 75%
interest in the ENSCO 102 or make capital expenditures to
construct or acquire additional rigs and vessels in 2002,
depending on market conditions and opportunities.

Financing and Capital Resources. The Company’s long-term
debt, total capital and debt to capital ratios are summarized
below (in millions, except percentages):

At December 31,

2001 2000 1999
Llongterm debt $ 4624 $ 4222 $ 3712
Total capital 1,902.6 1,605.8

1,751.1
Longterm debt to '
total capital " 24.3% 24.1% 23.1%
In June 1999, the Company received a commitment from
the United States Maritime Administration (“MARAD?) for
the guarantee of approximately $195 million of long-term
debt for the construction of the ENSCO 7500, the Company’s
deepwater semisubmersible rig. The MARAD guarantee cov-
ers both an interim term loan during the construction period
{the “Interim Construction I:oan”) and 15-year bonds issued
upon completion of construction. The Company began bor-
rowing under the Interim Construction Loan in March 2000
and the balance outstanding at December 31, 2000 totaled
$137.3 million. On January 25, 2001, the Company issued
$190.0 million of 15-year bonds and used $137.3 million of
the proceeds to retire the Interim Construction Loan. Interest
on the bonds is payable semiannually at a fixed rate of 6.36%.
The bonds are being repaid in 30 equal semiannual install-
ments of $6.3 million, which commenced in June 2001 and
will end in December 2015. v ‘
In March 2000, the Company exercised its option to

redeem all of the 9%% Senior Subordinated Notes due 2004

of its wholly-owned subsidiary, Dual Holding Company, at a
price equal to 103.29% of the face amount, or $74.2 million,
plus accrued interest.

The Company’s total capital increased $151.5 million
during the year ended December 31, 2001, primarily due to
. the profitability of the Company and the net increase in long-
term debt, partially offset by the payment of $84.2 million for
repurchase of the Company’s common stock and $13.7
million in dividends. The Company’s total capital increased
$145.3 million during the year ended December 31, 2000,
primarily due to the profitability of the Company, the net
increase in long-term debt and $14.3 million from the
issuance of common stock in connection with employee and

director incentive plans, partially offset by the payment of
$13.8 million in dividends.

The Company continues to maintain its $185.0 million
unsecured revolving line of credit (the “Credit Agreement”) -
with a syndicate of banks to provide additional liquidity and
resources for growth, As of December 31, 2001, the Company
has the full $185.0 utillion available for horrowings under the
Credit Agreement. The Credit Agreement matures in May 2003.
Off-Balance Sheet Arrangements. The Company has no
off-balance sheet arrangements and does not utilize “structured

3% G

finance,” “special purpose” or similar unconsolidated entities

for liquidily or financing purposes. -

Contractual Obligations and Commercial Commitments. The
Company’s significant contractual obligations as of December
31, 2001, and the periods in which such obligations are due,
are as follows (in millions):

Payments due by period

2003 2005
' and and After
Total 2002 2004 2006 2006

longterm debt $477.3 $12.7 $25.3 $25.3 $414.0
Operating leases  12.9 3.9 3.3 3.2 2.5
Other contractual

obligation* 150 150 - - -
Total contractual

cash

obligations ~ $505.2  $31.6 $28.6 $28.5 $416.5

*The Company is scheduled to make a $15.0 million payment in the second quarter
of 2002 that will complete its contractual obligation for the Company’s acquisition
of a 25% ownership interest in the ENSCO 102. *

The Company has no significant commercial commitments.

Liquidity. The Company’s liquidity position is summarized in
the table below (in millions, except ratios):

At December 31,
2001 2000 1999

Cash and shortterm investments $310.4  $106.6  $165.3
Working capital 312.0 171.6 138.4

Current ratio 31 2.5 2.0
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At December 31, 2001, the Company had $278.8 million of

cash and cash equivalents, $31.6 million of short-term invest-
ments and $23.0 million of long-term investments, as well as
$185.0 million available for borrowing under its Credit
Agreement. Management expects to fund the Company’s short-
term liquidity needs, including $226.6 million in contractual
obligations and anticipated capital expenditure during 2002, as
well as any working capital requirements, from its cash and cash
equivalents, short-term investments and operating cash flow.
Management expects to fund the Company’s long-term lig-
uidity needs, including contractual obligations and anticipated
capital expenditures, from its cash and cash equivalents, invest-
ments, operating cash flow and, if necessary, funds drawn under
its Credit Agreement or other future financing arrangements.
The Company has historically funded the majority of its
liquidity from operating cash flow. While future operating
cash flow cannot be accurately predicted; max%agement
believes its long-term liquidity will continue to be funded
primarily by operating cash flow.
WLARRIEY 28I

The Company uses various derivative financial instruments to

_manage its exposure to interest rate risk. The Company

occasionally uses interest rate swap agreements to effectively con-
vert the variable interest rate on debt to a fixed rate, and interest
rate lock agreements to hedge against increases in interest rates
on pending financing. However, at December 31, 2001, the
Company had no outstanding interest rate swap agreements or

‘interest rate lock agreements and none of the Company’s

outstanding debt was subject to a variable interest rate.

The Company uses various methods to manage its
exposure to foreign currency exchange risk. The Company pre-
dominantly structures its drilling rig contracts in U.S. dollars,
which significantly reduces the portion of the Company’s cash
flows and assets denominated in foreign currencies. The
Company also employs various strategies, inctuding the use of
derivative instruments, to match foreign currency denominated
assets with equal or near equal amounts of foreign currency
denominated liabilities, thereby minimizing exposure to earnings
fluctuations caused by changes in foreign currency exchange
rates. The Company occasionally utilizes derivative instruments

- to hedge forecasted foreign currency denominated transactions

or firm commitments. At December 31, 2001, the Company had
foreign currency exchange contracts outstanding to exchange
$12.4 million U.S. dollars for Great Britain pounds and Danish
kroner. The fair value of the Company’s outstanding foreign
currency exchange contracts at December 31, 2001, a net unre-
alized gain of $400,000, is included in other current assets.
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The Company utilizes derivative instruments and under-
takes hedging activities in accordance with its established
policies for the management of market risk. The Company
does not use derivative instruments for trading or other
speculative purposes. Managerﬁent believes that the

- Company’s use of derivative instruments and related hedging

activities do not expose the Company to any material interest
rate risk, foreign currency exchange rate risk, commodity
price risk, credit risk or any other market rate or price risk.

FNOLTIT N AT AN TN IR LT R T T
©ITLeCl AXD JeRWARE-LCIIXE®
CIATIT AN IR
BUATILNIXTS

Due to the short-term nature of many of the Company’s con-
tracts and the unpredictable nature of oil and natural gas
prices, which impact expenditures for oil and gas drilling,
changes in industry conditions and the corresponding impact
on the Company’s operations cannot be accurately predicted.
Whether recent levels of regional and worldwide expendi-
tures for oil and gas drilling will increase, decrease or remain
unchanged, is not determinable at this time.

Higher o1l prices during 2000 and most of 2001 and
higher U.S. natural gas prices during 2000 and the first half
of 2001 resulted in strong demand for offshore drilling rigs in
domestic markets -and the Company’s domestic day rates
increased continuously throughout 2000 and the first half of
2001. However, U.S. natural gas prices have declined
significantly in recent months. As a result of this price
decline, as well as high U.S. natural gas inventory levels and
general concerns about the U.S. economy, the Company has
experienced substantial decreases in domestic day rates and
reduced utilization. The Company does not expect the current
conditions and activity levels in domestic markets to improve
‘during thé first half of 2002.

Demand for offshore drilling rigs in most international
markets has been increasing since early 2000. After modest
improvements in 2000, international market day rates for jackup
rigs increased significantly during 2001. Provided oil prices do
not decline materially from current levels, the Company
expects day rates and utilization for international jackup rigs
to remain relatively stable throughout the remainder of 2002.

" In light of current Gulf of Mexico market weakness,
the Company is accelerating certain enhancement work and
regulatory compliance work on several of its North America
jackup rigs. However, all of the'Company’s 19 North America

"jackup rigs are currently operating. The Company recently

moved three jackup rigs out of the Gulf of Mexico to pursue
international opportunities. The ENSCO 94 has been mobi-
lized to Qatar and commenced a long-term contract in

February 2002. The ENSCO 51 and ENSCO 54 are en route




to Singapore, where they will enter a shipyard before pursu-
ing opportunities in the Asia Pacific region. The ENSCO 51,
which sustained extensive damage from a natural gas well fire
in March 2001, and which was fully insured with respect to
such damage, will undergo repairs and enhancements and is
expected to return to service in the fourth quarter of 2002.
The ENSCO 54 will undergo minor enhancements and is
expected to return to service in the second quarter of 2002.
The addition of these three rigs will increase the Company’s
Asia Pacific rig fleet to ten jackup rigs. The remaining seven
rigs in the Asia Pacific region are currently under contract
and the Company expects these rigs to remain at full or near
full utilization for the remainder of 2002, with the exception
of one rig that is scheduled to spend approximately 60 days
in the shipyard during the second quarter of 2002 for regula-
tory work and minor enhancement procedures.
\ Currently, four of the Company’s eight jackup rigs in'the
Europe region are idle, including two that are in the shipyard
. undergoing regulatory work and minor enhancement. The two
Tigs in the shipyard have secured contracts and are scheduled
to commence drilling operations in the second quarter. The
Company 1s actively marketing its two idle rigs without con-
tract commitments. Regulatory work and a minor upgrade
project of approximately 60 days duration is scheduled to com-
mence for one additional rig in the second quarter of 2002.
‘There is some uncertainty with respect to the Company’s
South America barge rig fleet, whose operations have histori-
cally been concentrated on Lake Maracaibo in Venezuela. In
September and November of 2001, a customer elected to pay
an aggregate $28.8 million to terminate two long-term con-
tracts after approximately half of the five-year contract terms
had been completed. In December 2001, the Company
removed the two oldest, least capable barge rigs in its fleet
from service and reduced their carrying values. Currently, six
of the Company’s seven barge rigs that remain in service are
idle and three of the six idle barge rigs have not operated
since early 1999. LaKe Maracaibo market conditions have
been depressed as a result of reduced or deferred exploration
and development spending by Venezuela’s national oil com-
pany and there currently is no indication or expectation that
such spending will be increased in the near-term. In addition,
a certain level of instability currently exists with respect to
the economic and political situation in Venezuela. While
several of the Company’s barge rigs are suited for other markets,
both locally and globally, such markets are not nearly as
extensive as the markets available to jackup or semisub-
mersible rigs. The Company evaluates the carrying value of
its rigs and vessels when events or changes in circumstances

.

indicate that such carrying values may be impaired and the
Company has performed several of such evaluations with
respect to its South America barge rig fleet, most recently in
December 2001 after the November contract termination. If
the market conditions on Lake Maracaibo remain depressed
and the Company .is unable to secure attractive contracts for
its barge rigs in other markets, the Company will continue
evaluating the carrying value of its barge rigs and determine
whether the impairment and/or sale of some or all of its barge
rigs'is prudent. Evaluations of carrying values are subjective

.and involve expectations of future cash flows based on

management’s estimates, assumptions and judgments regard-
ing future industry conditions and operations. Future adverse
changes in industry conditions or similar events impacting
management estimates, assumptions or judgments may cause
the Company to reduce its expectations of future cash flows
from the barge rigs and determine the carrying value of some
or all of the barge rigs has been impaired. At December 31,
2001, the carrying value of the Company’s seven barge rigs
that remain in service totaled $154.0 million. Any future
impairment charges may have a material adverse effect on the
Company’s operating results.

After experiencing increased fleet utilization and day
rates in the Company’s marine transportation segment during
2001, the Company expects the marine transportation market
to soften in the near-term as a result of the recent slowdown
in Gulf of Mexico drilling activity.

This report contains forward-looking statements by
management and the Company that are subject to a number of
risks and uncertainties. Generally, forward-looking state-
ments include words or phrases such as “anticipates,”

LEENT3 AT

“believes,” “expects,” “plans,” “intends” and words and

" phrases of similar impact. The forward-looking statements

include, but are not limited to, statements regarding future
operations, industry conditions and business environment, as
well as statements regarding future levels of, or trends in, day
rates, utilization, revenues, operating expenses, capital
expenditures and financing. The forward-looking statements
are made pursuant to safe harbor provisions of the Private
Securities Litigation Reform Act of 1995. Numerous factors
could cause actual results to differ materially from those in
the forward-looking statements, including the following:
(1) industry conditions and competition, (ii) fluctuations in the
price of oil and natural gas, (iii) regional and worldwide
expenditures for oil and gas drilling, (iv) demand for oil and
gas, (v) operational risks and insurance, (vi) risks associated
with operating in foreign jurisdictions, (vii) environmental

_ liabilities that may arise in the future that are not covered by
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Insurance or indemnity, (viii) the impact of current and future
laws and government regulation, as well as repeal or modifica-
tion of same, affecting the oil and gas industry, the environ-
ment, taxes and the Company’s operations in particular, (ix)
changes in costs associated with rig construction or enhancement,
as well as changes in dates rigs being constructed or undergoing
enhancement will enter service, (x) renegotiations, nullification,
or breaches of contracts with customers, vendors, subcontractors
or other parties, (xi) unionization or similar collective actions by
the Company's employees, (xii) consolidation among the
Company’s competitors or customers, and (xiii) the risks
described elsewhere herein and from time to time in the
Company’s reports to the Securities and Exchange Commission.

CRlTICAL ACCRUXYY VG
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The Companys significant accountlng pohc1es are included
in Note 1 to the Consolidated Financial Statements. These
policies, along with the underlying assumptions and judge-
ments made by the Company’s management in their applica-
tion, have a significant impact on the Company’s consolidated
financial statements. The Company identifies its most critical
accounting policies as those that are the most pervasive and
important to the portrayal of the Company’s financial position
and results of operations, and that require the most difficult,
subjective and/or complex judgements by management regard-
ing estimates about matters that are inherently uncertain. The
Company’s most critical accounting policies are thaose related to
property and equipment and impairment of assets.

At December 31, 2001,

Company’s property and equipment totaled $1,715.3 million,

the carrying value of the

which represents 74% of total assets. This carrying value
reflects the application of the Company’s property and equip-
ment -accounting p\olicies, which incorporate estimates,
assumptions and judgements by management relative to the
capitalized costs, useful lives and salvage values of the
Company’s rigs and vessels. The Company evaluates the

carrying value of its property and equipment and its $103.8

million of goodwill when events or changes in circumstances

indicate that the carrying value of such assets may be impaired.
Asset impairment evaluations are, by nature, highly subjective.

The estimates, assumptions and judgements used by
management in the application of the Company’s property and
equipment and asset impairment policies reflect both histor-
ical experience and expectations regarding future industry
conditions and operations. The use of different estimates,
assumptions and judgements, especially those involving the
useful lives of the Company’s rigs and vessels and expectations
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regarding future industry conditions and operations, would
likely result in materially different carrying values of assets
and results of operations.

A Y T
NEW LCERUNTING RS

In July 2001, the Financial Accountlng Standards Board
(“FASB”) issued two new statements, Statement of Financial
Accounting Standards No. 141, “Business Combinations”
(“SFAS 1417) and Statement of Financial Accounting Standards
No. 142, “Goodwill and Other Intangible Assets™ (“SFAS 142”).

SFAS 141 supersedes Accounting Principles Board
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Opinion No. 16, “Business Combinations,” eliminates  the
pooling-of-interests method of accounting for business com-
binations and modifies the application of the purchase
accounting method. SFAS 141 is effective for all transactions
completed after June 30, 2001, except transactions using the
pooling-of-interests method that were initiated prior to fuly 1
2001. As the Company had no business combination trans-
actions in process or otherwise initiated at june 30, 2001,
adoption of SFAS 141 did not have an impact on the
Company’s consolidated financial statements.

SFAS 142 supersedes Accounting Principles Board
Opinion No. 17, “Intangible Assets,’
ment to amortize goodwill and indefinite-lived intangible

" eliminates the require-

assets, addresses the amortization of intangible assets with a
defined life and requires impairment testing and recognition

- for goodwill and intangible assets. SFAS 142 became effec-

tive for the Company on January 1, 2002. Other than the
elimination of goodwill amortization, which would have
totaled $3.0 million in 2002 absent the issuance of SFAS 142,
the adoption of SFAS 142 did not have an impact on the
Company’s consolidated financial statements. At December
31, 2001, the Company’s goodwill totaled $103.8 million.

In August 2001, the FASB issued Statement of Financial
Accounting Standards No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets” (“SFAS 144”).
This statement supercedes Statement of Financial Accounting
Standards No. 121, “Accounting for the Impairment of Long-
Lived Assets and for Long-Lived Assets to Be Disposed Of’
(“SFAS 1217), and the accounting and reporting provisions of
Accounting Principles Board Opinion No. 30 (“APB 307).
SFAS 144 retains the fundamental provisions of SFAS 121 and
the basic requirements of APB 30; however, it establishes a
single accounting model to be used for long-lived assets to be
disposed of by sale and it expands the presentation of discon-
tinued operations to include more disposal transactions. The
provisions of SFAS 144 became effective January 1, 2002. The
Company’s adoption of SFAS 144 did not have an impact on its
financial position or results of operations.
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REPORTS OF MANAGEMENT AND INDEPENDENT ACCOUNTANTS

REPRPEQTY GB MANAGIMINT

The management of ENSCO International In‘cbrporated and
its subsidiaries has responsibility for the preparation, integrity
and reliability of the consolidated financial statements and
related financial information contained in this report.

The consolidated financial statements have been
prepared in conformity with generally accepted accounting
principles and prevailing practices of the industries in which
the Company operates. In some instances, these financial
statements include amounts that are based on management’s
best estimates and judgments.

The Company maintains a system of procedures and
* controls over financial reporting that is designed to provide
reasonable assurance to the Company’s management and
Board of Directors regarding the integrity and the fair and
reliable preparation and. presentation, in all material
respects, of its published financial statements. This system of
financial controls and procedures-is reviewed, modified, and
improved as changes occur in business conditions and oper-
ations, and as a result of suggestions from the Company’s
independent accountants. There are inherent limitations in
the effectiveness of any system of internal conirol and even an
effective system of internal control can provide only reasonable
assurance with respect to the financial statement preparation
and may vary over time. Management believes that the
Company’s internal control system provides reasonable assur-
ance that material errors or irregularities will be prevented or
detected within a timely period and is cost effective.

As part of management’s responsibility for monitoring
compliance with established policies and procedures, it relies
on, among other things, audit procedures performed by
corporate auditors and independent accountants to give
assurance that established policies and procedures are

_adhered to in all areas subject to their audits. The Board of
Directors, operating throtigh its Audit Committee composed
solely of outside directors, meets periodically with manage-
ment and the independent accountants for the purpose of
monitoring their activities to ensure that each is properly
discharging its responsibilities. The Audit Committee and
independent accountants have unrestricted access to one

another to discuss their findings.

REIPORTS @F [NDEPENDENT AGERUNTANTS

To the Board of Directors and Stockholders of ENSCO

International Incorporated

We have audited the accompanying consolidated balance
sheet of ENSCO International Incorporated (a Delaware
corporation) and subsidiaries as of December 31, 2001, and
the related consolidated statements of income and cash flows
for the year then ended. These consolidated financial state-
ments are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with auditing
standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examin-
ing, on a test basis, evidence supporting the amounts and dis-
closures in the financial statements. An audit also includes
assessing the accounting principles used and significant esti-
mates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements
referred to above present fairly, in all materials respects, the
financial position of ENSCO International Incorporated and
subsidiaries as of December 31, 2001, and the results of their
operations and their cash flows for the year then ended, in
conformity with accounting principles generally accepted in
the United States.

As explained in Note 1 to the financial statemeﬁts, effec-
tive January 1, 2001, the Company adopted Statement of
Accounting Standards No. 133 “Accounting for Derivative
Instruments and Hedglng Activities,” as amended. Prior
years’ financial statements were not restated.

QAHMM amlwm‘-k?

Arthur Andersen LLP
Dallas, Texas

January 23, 2002 | y
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To the Board of Directors and Stockholders of ENSCO
International Incorporated ‘

In our opinion, the accompanying consolidated balance sheet
and the related consolidated statements of income and of cash
flows present fairly, in all material respects, the financial
position of ENSCO International Incorporated and its
subsidiaries at December 31, 2000, and the results of their
operations and their cash flows for each of the two years in the
period ended December 31, 2000, in conformity with
accounting principles generally accepted in the United States
of America. These financial statements are the responsibility
of the Company’s management; our responsibility is to
express an opinion on these financial statements based on our
audits. We conducted our audits of these statements in
accordance with auditing standards generally accepted in the
United States of America, which require that we plan and
perform the audit to obtain reasonable assurance about
whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles
used and significant estimates made by management, and
evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our
opinion.

PricewaterhouseCoopers LLP .

Dallas, Texas
January 25, 2001
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CONSOLIDATED

Year Ended December 31,

STATEMENT

OF

INCOME

{in millions, except per share amounts) 2001 2000 - 1999
- Revenues ‘ .
Contract drilling $752.7 $496.1 $327.6
Marine transportation 64.7 37.7 36.1
817.4 533.8 363.7
Operating Expenses v

Contract drilling 320.5 261.5 218.5
Marine transportation 1384 29.1 32.3
Depreciation and amortization 124.4 98.7 98.2
General and administrative 16.8 13.3 11.2
500.1 402.6 360.2

Operating Income 317.3 “131.2 3.5

Other Income [Expense)

Interest income 8.3 7.1 13.7
Inferest expense, net (32.8) (13.4) (19.3)
Other, net (.9) 3 7:3
(25.4) (6.0) 1.7

Income Before Income Taxes and Minority Interest 291.9 125.2 52

Provision for Income Taxes

Current income tax expense (benefit) 59.6 17.8 (28.1}
Deferred income tax expense 25.0 22.0 31.6

' 84.6 39.8 3.5

Minority Interest - .- 1.4
Net Income $207.3 $ 854 $ 3

Earnings Per Share N ‘
Basic $ 1.51 $ .62 $ -
Diluted . 1.50 .61 \ > -
Weighted Average Common Shares Outstanding ‘ ,

Basic 136.9 137.6 136.5
Diluted . 137.9 139.3 137.7
Cash Dividends Per Common Share $ .10 $ .10 $ .10

The accompanying notes are an integral part of these financial statements.
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CONSOLIDATED BALANCE SHEET
December 31,
{in millions, except par value amounts) ‘ 2001 2000
ASSETS
Current Assets
Cash and cash equivalents $ 278.8 $ 106.6
Shortterm investments : ) 31.6 -
Accounts receivable, net . 116.5 1591
Prepcié expenses and other ‘ 344 23.0
Total current assets ' 461.3 288.7
Property and Equipment, of Cost e 2,386.6 2,269.0
Less accumulated depreciation . 671.3 583.7
Property and equipment, net : ‘ 1,715.3 1,685.3
Other Assets, Net ' 147.2 134.0
o ~ $23238  $2,108.0
LIABILITIES AND STOCKHOLDERS' EQUH"Y
Current Liabilities
Accounts payable $ 101 $ 132
Accrued liabilities _ , ‘ 126.5 91.2
Current maturities of long-term debt . 12.7 12.7
Total current liabilities ‘ 149.3 117.1
Long-Term Debt ) 462.4 422.2
Deferred Income Taxes ' - 2591 230.3
Other Liabilities ' ' 12.8 9.5
Commitments and Contingencies
Stockholders’ Equity
Common stock, $.10 par value, 250.0 million shares authorized,

157.8 million and 157.3 million shares issued : 15.8 157
Additional paid-in capital B : : . 888.6 876.5
Retained earnings ‘ 790.2 596.6
Restricted stock (unearned compensation) , ' (5.4) 4.9
Accumulated other comprehensive loss . ‘ (9.9) (1.1
Treasury stock, at cost, 23.2 million and 18.8 million shares (239.1) (153.9)

Total stockholders’ equity 1,440.2 - 1,328.9

_ . $23238  $2,1080

The accompanying notes are an integral part of these financial statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS

. Year Ended December 31,

{in millions) . i 2001 2000 1999
Operating Activities L ,
Net income . $2073 $ 854§ 3
Adijustments fo reconcile net income to net cash provided by operating activities: . v
Depreciation and amortization : ‘ o 124.4 98.7 98.2
Deferred income tax provision ' 28.7 22.0 31.6
. Tox benefit from stock compensation : 3.0 70 1.2
Amortization of other assets ' 10.2 7.0 10.0
Net gain on asset dispositions . (1.5) (1.6) 7.9}
Other : S 1.8 15 1.6
Changes in operating assets and liabilities: k ’
(Increase) decrease in accounts receivable 43.1 (73.8) 33.1
Increase in prepaid expenses and other assets . B {21.5) (14.6) (8.2)
' Increase {decrease) in accounts payable : ‘ (3.1) 50 . (1.0}
Increase (decrease) in accrued and other liabilities 29.1 [N (42.7)
Net cash provided by operating activities : 421.5 137.8 116.2

Investing Activities
Additions to property and equipment . (145.2) (256.1) (248.1)
Proceeds from disposition of assets | 5.0 9.4 10.5
Sale {purchase) of shortterm and |ong-terﬁ investments ' ‘ {54.6) 20.9 . {20.9) a7l
Acquisition of minority inferest -  (9.7) , - ‘

Net cash used by investing activities ) ‘ (194.8) (235.5) (258.5)
Financing Activities ‘
Proceeds from long-term borrowings - 527 137.3 o=
Reduction of long-term borrowings ' ' ‘ : (12.7) {77 .6) {23.7)
Repurchase of common stock . (84.2) - -
Cash dividends paid ‘ (13.7) {13.8) (13.7)

* Proceeds from exercise of stock options ’ 7.1 16.9 2.0
Deferred financing costs . : : {3.3) (- (6.3)
Other (.4) (2.8) (1.7)

Net cash provided (used) by financing activities v {54.5) 59.9 (43.4)

Increase (Decrease) in Cash and Cash Equivalents : © 1722 ~(37.8) (185.7)

Cash and Cash Equivalents, Beginning of Year : ) 106.6 144.4 330.1

Cash and Cash Equivalents, End of Year 4 $278.8 $106.6 $144.4

- The accompanying notes are gn infegral part of these financiol statements.
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NOTES TO CONSOLIDATED

ENSCO Internatlonal Incorporated (the “Company ") is one of
the leading international providers of offshore drilling and
marine transportation services to the oil and gas industry. The
Company’s contract drilling and marine transportation opera-
tions are integral to the exploration, development and
production of oil and gas. Business levels for theé Company,
and its corresponding operating results, are significantly

. affected by worldwide levels of offshore exploration and

development spending by oil and gas companies. Levels of
offshore exploration and development spending may fluctuate
substantially from year to year and from region to region.
Such fluctuations result from many factors, including demand
for oil and gas, regional and global economic conditions,
political and legislative environments in major oil-producing
countries, the production levels and related activities of
OPEC and other oil and gas producers, technological
advancements that impact the methods or cost of oil and gas
exploration and development, and the impact that these and
other évents have on the current and expected future pricing
of oil and natural gas (see Note 12 “Segment Information” for
additional information concerning the Company’s operations
by segment and geographic region).

rineipies of Conselidaiios
The accompanying consolidated financial statements include
the accounts of the Company and its majority owned sub-
sidiaries. All significant intercompany accounts a{ld transac-

tions have been eliminated.

Pervesivensss of Esfimalies

The preparation of financial statements in conformity with
generally accepted accounting principles requires manage-
ment to make certain estimates and assumptions that affect
the reported amounts of assets and liabilities, the related
revenues and expenses, and disclosure of gain and loss con-
tingencies at the date of the financial statements. Actual

results could differ from those estimates.

\
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The U.S. dollar is the functional currency of all the
Company’s foreign subsidiaries. The financial statements of
foreign subsidiaries are remeasured in U.S. dollars based on
a combination of both current and historical exchange rates.
Gains and losses caused by the remeasurement process are
reflected in the consolidated statement of income. Translation’
gains and losses were insignificant for each of the three years
in the period ended December 31, 2001. In prior years, the
financial statements of certain foreign subsidiaries were
maintained in the local foreign currency. Foreign currency
translation adjustments for those ‘subsidiaries were accumu-
lated as a separate component of stockholders’ equity and are
included in accumulated other comprehensive loss at
December 31, 2001 and 2000.
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The Company con51ders all highly liquid investments to be
cash equivalents if they have maturities of three months or
less at the date of purchase.

Shori-Tarm | vesimenis

Short-term investments are comprised of highly liquid invest-
ments having maturities of greater than three months but less
than one year at the date of purchase.

Properiy end Eeutzmen?

All costs incurred in connection with the acquisition,
construction, enhancement and improvement of assets are
capitalized, including allocations of interest incurred during
periods that drilling rigs or marine vessels are under con-
struction or undergoing major enhancements and improve-
ments. Maintenance and repair costs are charged to operating
expenses. Upon sale or retirement of assets, the related cost
and accumulated depreciation are removed from the accounts
and the resulting gain or loss.is included in income.




The Company primarily provides for depreciation on the
straight-line method, after allowing for salvage values, over
the estimated useful lives of its assets. However, certain
drilling rigs and marine vessels acquired prior to 1991, with
an aggregate carrying value of $14.7 million at December 31,
2001, are depreciated using the units-of-production method.
Under the units-of-production method, depreciation is based
on the utilization of the drilling rigs and vessels with a
minimum provision when the rigs or vessels are idle. Drilling
rigs and related equipment are depreciated over estimated
useful lives ranging from four to 30 years. Marine vessels are
depreciated over estimated useful lives ranging from 12 to 20
years. Other equipment is depreciated over estimated useful

lives ranging from two to six years. Buildings and improve-

ments are depreciated over estimated useful lives ranging

from two to 30 years.

Geodwill
Goodwill arising from acquisitions is included in Other
.Assets, Net on the consolidated balance sheet and is amor-

tized on the straight-line basis over periods ranging from 10

* to 40 years. Amortization of goodwill was $3.0 million for the
year ended December 31, 2001, and $3.3 million for the
years ended December 31, 2000 and 1999. o

Impairment of Assafis

The Company evaluates the carrying value of its long-lived
assets, consisting primarily of property and equipment and
goodwill, when events or changes in circumstances indicate
that the carrying value of such ‘assets may be impaired. For
property and equipment used in the Company’s operations,
the determination of impairment is based upon expectations
of undiscounted future cash flows, before interest, of the
related asset. Property and equipment held for sale is recorded
at the lower of net book value or net realizable value.

Operaling Revenuve and Expenses
Substantially all of the Company’s drilling and marine services

contracts are performed on a day rate basis and the term of .

such contracts is typically for a specific period of time or the

_period of time required to complete a specific task, such as
drilling a well. Contract revenue and expenses are recognized
on a per day basis, as the work 1s performed.

In connection with some contracts, the Company
receives lump-sum fees or similar compensation for the mobi-
lization of “equipment and personnel prior to contract
commencement or the demobilization of equipment and per-
sonnel upon contract completion. The net of mobilization
costs incurred and the compensation received is deferred and
recognized over the related contract period. Demobilization
costs and related compensatioh are recognized as incurred,
upon contract completion. Costs associated with the mobiliza-
tion of equipment and personnel to more promising market
areas without contracts are expensed as incurred.

In connection with some contracts, the Company
receives up-front, lump-sum fees or similar compensation for
capital improvements to its rigs or vessels. Such compensa-
tion is deferred and recognized as revenue over the related
contract period. The cost of such capital improvements is
capitalized and depreciated over the useful life of the asset.

The Company must obtain certifications from various
regulatory bodies in order to operate its drilling rigs and
marine vessels and must maintain such certifications through
periodic inspections and surveys. The costs incurred in con-
nection with maintaining such certifications, including
inspections, tests, surveys and drydock, as well as remedial
structural work and other compliance costs, are deferred and
amortized over the corresponding certification periods.
Deferred regulatory certification and compliance costs are

‘included in Current Assets - Prepaid Expenses and Other and

Other Assets, Net and totaled $14~’.1 million and $7.3 million
at December 31, 2001 and 2000, respectfully.

Derivative Finencial (nstruments ,

Effective January 1, 2001, the Company adopted Statement of
Financial Accounting Standards No. 133, “Accounting for
Derivative Instrumients and Hedging Activities” (“SFAS
133™), as amended. The Company uses derivative financial
instruments (“derivatives”), on a limited basis, to reduce its
exposure to various market risks, primarily interest rate risk
and foreign currency. risk. The Company employs an interest
rate risk management strategy that uses derivatives to mini-
mize or eliminate unanticipated fluctuations in earnings and
cash flows arising from changes in, and volatility of, interest
rates. The Company maintains a foreign currency risk
management strategy that occasionally utilizes derivatives to
reduce its exposure to unanticipated {fluctuations in earnings
and cash flows caused by changes in foreign currency
exchange rates. The Company does not use derivatives for
trading or other speculative purposes.
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All derivatives are recorded on the Company’s consoli-
dated balance sheet at fair value and are generally reported
in other current assets or accrued current liabilities.
Accounting {or the gains and losses resulting from changes in
the fair value of derivatives depends on the use of the deriv-
ative and whether it qualifies for hedge accounting.
Derivatives qualify for hedge accounting when they are for-
mally designated as hedges at inception of the associated
derivative contract and are effective~in reducing the risk
exposure that they are designated to hedge. The Company’s
assessment for hedge effectiveness is formally documented at
hedge inception and the Company reviews hedge effective-

ness throughout the designated hedge period on at least a
-quarterly basis. Changes in the fair value of derivatives that

are designated as hedges of the fair value of recognized assets
or liabilities or unrecognized firm commitments (“fair value
hedges™) are recorded in earnings currently. Changes in the
fair value of derivatives that are designated as hedges of the
variability in expected future cash flows associated with
existing recogrized assets or liabilities or forecasted transac-
tions (“cash flow hedges”) are recorded in the accumulated
other comprehensive loss section of stockholders’ equity.
Amounts recorded in accumulated other comprehensive loss
associated with cash flow hedges are subsequently reclassi-
fied into earnings as earnings are affected by the underlying
hedged forecasted transaction.

The Company occasionally enters into derivatives that

economically hedge certain risks, but the Company does not
designate such derivatives as hedges or the derivatives other-
wise do not qualify for hedge accounting under SFAS 133. In
these situations, there generally exists a natural hedging
relationship where changes in the fair value of the derivatives
offset changes in the fair value of the underlying hedged
items. Changes in the fair value of these derivatives are
recognized in earnings currently.
Deferred tax assets and liabilities are recognized for the
anticipated future tax effects of temporary differences
between the financial statement basis and the tax basis of the
Company’s assets and liabilities using the enacted tax rates in
effect at year end. A valuation allowance for deferred tax
assets is recorded when it is more likely than not that the
benefit from the deferred tax asset will not be realized.
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Certain portions of the Company’s Venezuelan operations are
conducted through ENSCO Drilling (Caribbean), Inec.
(“Caribbean™). Prior to February 10, 2000, the Company held
an 85% interest in Caribbean and a private Venezuelan com-
pany held the remaining 15%. On February 10, 2000, the
Company purchased the remaining 15% interest in
Caribbean from the privaie Venezuelan company and

Caribbean became a wholly-owned subsidiary of the

Company. Minority interest expense on the consolidated
statement of income reflects the minority shareholder’s 15%
equity interest in Caribbean. The minority shareholder is also
entitled to 15% of the net proceeds from any future sale of six
barge rigs currently owned by Caribbean.
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The Company uses the intrinsic value method of accounting
for employee stock options in accordance with Accounting
Principles Board Opinion No. 25, “Accounting for Stock
Issued to Employees.” Under the intrinsic value method, if
the exercise price of the Company’s stock options equals the
market value of the underlying stock on the date of grant, no
compensation expense is recognized.
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For each of the three years in the period ended December 31,
2001, there were no adjustments to net income for purposes
of calculating basic and diluted earnings per share. The
following is a reconciliation of the weighted average common
shares used in the basic and diluted earnings per share
computations (in millions}:

Year Ended December 31,
2001 2000 1999

Weighted average common
shares outstanding (basic] . 1369 1376 1385

Potentially dilutive common shares:

Restricted stock grants A 3 3

Stock options 9 1.4. 9
Weighted average common .

shares outstanding {diluted] 137.9 1393 1377




Options to purchase 2.1 million shares of common stock
in 2001, 71,000 shares of common stock in 2000 and 1.7 mil-
lion shares of common stock in 1999 were not included in the
computation of diluted earnings per share because the exer-
cise price of the options exceeded the average market price of
the common stock. '

2, NEBW AGCOUXVING® PRCRNOUNEEMENTS

In July 2001, the Financial Accounting Standards Board
(“FASB”) issued two new statements, Statement of Finaricial
Accounting Standards No. 141, “Business Combinations”
(“SFAS 141”) and Statement of Financial Accounting

Standards No. 142, “Goodwill and Other Intangible Assets”-

(“SFAS 142”).

SFAS 141 supersedes Accounting Principles Board
Opinion No. 16, “Business Combinations,” eliminates the
pooling-of-interests method of accounting for business com-
binations and modifies the application of the purchase
accounting method. SFAS 141 is effective for all transactions
completed after June 30, 2001, except transactions using the
pooling-of-interests method that were initiated prior to July 1,
2001. As the Company had no business combination trans-
actions in process or otherwise initiated at June 30, 2001,
adoption of SFAS 141 did not have an impact on the
Company’s consolidated financial statements.

SFAS 142 supersedes Accounting Principles Board
Opinion No. 17, “Intangible Assets,” eliminates the require-
ment to amortize goodwill and indefinite-lived intangible
assets, addresses the amortization of intangible assets with a
defined life and requires impairment testing and recognition
for goodwill and intangible assets. SFAS 142 became effective
for the Company on January 1, 2002. Other than the
elimination of goodwill amortization, which would have
totaled $3.0 million in 2002 absent the tssuance of SFAS 142,
the adoption of SFAS 142 did not have an impact on the

, Company’s consolidated financial statements. At December
31, 2001, the Company’s goodwill totaled $103.8 million.

In August 2001, the FASB issued Statement of Financial
Accounting Standards No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets” (“SFAS 144”).
This supercedes
Accounting Standards No. 121, “Accounting for the

statement Statement of Financial

Impairment of Long-Lived Assets and for Long-Lived Assets

-to Be Disposed Of” (“SFAS 121”), and the accounting and

reporting provisions of Accounting Principles Board Opinion
No. 30 (“APB 30”), SFAS 144 retains the fundamental
provisions of SFAS 121 and the basic requirements of
APB 30; however, it establishes a single accounting model to
be used for long-lived assets to be disposed of by sale and it
expands the presentation of discontinued operations to
include more disposal transactions. The provisions of SFAS
144 became effective for the Company on January 1, 2002.
The Company’s adoption of SFAS 144 did not have an impact
on its financial position or results of operations. .

3. VENEZUELA GOXTRAGCY VERMINATIONS
ANDBD [RAZAIRIAENT ‘

In 1999, the Company completed construction of three barge
rigs that commenced five-year contracts for the same
customer on Lake Maracaibo in Venezuela. In September and

~ November of 2001, the customer elected to terminate two of

the three long-term contracts after approximately half of the
five-year contract terms had been completed. The termina-
tions resulted from the customer’s disappointing oil
production rates from the reservoir and the ensuing reduction
in their drilling plans, and were not due to any fault with the
Company’s drilling rigs. In connection with the two contract

terminations, the Company receivetd lump sum, early contract

termination payments totaling $28.8 million, all of which was
recognized as revenue during 2001. R

In addition to the three barge rigs discussed above, the
Company owns six other barge rigs in South America. In
December 2001, the Company decided to sell the two oldest,

. least capable rigs in its South America barge rig fleet and has

taken these rigs out of service. The carrying value of the two
rigs has been reduced to their estimated net realizable value
and the Company expects to complete their sale during 2002.
A $9.2 million charge was recognized as. a result of this
decision and is included in depreciation and amortization

. expense for the year ended December 31, 2001.
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The Company’s remaining four barge rigs have not oper-
ated, or operated only minimally, since 1999 due to reduced
demand for Venezuelan oil production, economic decline and
OPEC quota reductions. Accordingly, there is somé€ uncer-
tainty with respect to the Company’s South America barge rig
fleet, whose operations have historically been concentrated
on Lake Maracaibo in Venezuela. Lake Maracaibo market
conditions have been depressed as a result of reduced or
deferred exploration and development spending by
Venezuela’s national oil company and there currently is no
indication or expectation that such spending will be
increased in the near-term. In addition, a certain level of
instability currently exists with respect to the economic and
political situation in Venezuela. While several of the
Company’s barge rigs are suited for other markets, both
locally and globally, such markets are not nearly as qxtensive\
as the markets available to jackup or semisubmersible rigs.

The Company evaluates the carrying value of its rigs and
vessels when events or changes in circumstances indicate
that such carrying values may be impaired and the Company
has performed several of such evaluations with respect to its
South America barge rig fleet, most recently in December
2001 after the November contract cancellation. If the market
conditions on Lake Maracaibo remain depressed and the
Company is unable to secure attractive contracts for its barge
rigs in other markets, the Company will continue evaluating
the carrying value of its barge rigs and determine whether the
impairment and/or sale of some or all of its barge rigs is

- prudent. At December 31, 2001, the carrying value of the

Company’s seven barge rigs that remain in service totaled
$154.0 million,

Q‘q PREPRPIJTY AR HGIOIPIGEXNT <
Property and equipment at December 31, 2001 and 2000
consists of the following (in millions):

2001 2000
Drilling rigs and equipment $2,125.0 $2,114.3
Marine vessels 105.9 84.6
Other ‘ 30.6 28.1
Work in progress 125.1 42.0
| $2,386.6  $2,269.0

~
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During the fourth quarter of 2000, the Company entered
into an agreement with a major international shipyard and, in
connéection therewith, acquired a 25% ownership interest in a
harsh environment jackup rig under construction. The
Company will contribute $30.0 million and certain manage- *
ment and procurement services for its 25% interest.
Construction of the rig, which will be named the ENSCO 102,
is expected to be completed in the second quarter of 2002 and
the Company has an option to acquire the remaining 75%
interest in the rig at any time during the construction period
or the two-year period following construction completion. -

The Company completed construction of a harsh
environment jackup rig, the ENSCO 101, and a deepwater
semisubmersible rig, the ENSCO 7500, in February 2000 and
December 2000, respectively. Additions to property and
equipment for the ENSCO 102, ENSCO 101 and ENSCO
7500 totaled $14.6 million, $129.4 million and $206.6 mil-
lion 1n 2001, 2000 and 1999, respectively.

In addition to the rig construction projects discussed
above, the Company’s.additions to property and equipment in
2001, 2000 and 1999 included $102.9 million, $71.6 million
and $20.4 million, respectively, in connection with major
modifications and enhancements of rigs and vessels. '

The Company evaluates the performance of its drilling
rigs and marine vessels on an ongoing basis, and seeks oppor-
tunities to sell those that are less capalc;le or less competitive.
In connection with such evaluations, the Company sold seven
marine vessels during 2000 for aggregate proceeds of $6.1
million and recognized a net gain of $500,000 on the sales.
The Company also sold two marine vessels during the fourth
quarter of 1999 for aggregate proceeds of $1.9 million and
recognized a net gain of $500,000 on the sales. As a result of
the vessel sales in 2000 and 1999, the Company no longer
owns or operates mini-supply vessels.




‘In December 1999, the Company settled certain contrac-

tual disputes with Petroleos de Venezuela relating to the

October 1998 sale of four barge rigs. As a result of the settle-
ment, the Company received additional consideration and
recognized a gain of $6.8 million, or approximately $5.2 mil-
lion net after taxes and minority interest. The $6.8 million
gain 1s recorded in “Other, net” under Other Income
(Expense) in the consolidated statement of income for the

year ended December 31, 1999,

B. L@NG-TERM DEBT
Long-term debt at December 31, 2001 and 2000 consists of

the following (in millions):

2001 2000

6.36% Bonds due 2015 $1774  § -
Interim construction loan C- 137.3
6.75% Notes due 2007 149.4 149.3
7.20% Debentures due 2027 148.3 148.3

' 4751 4349
Less current maturities (12.7) (12.7)
Total long-term debt $462.4  $422.2

BNSCO 7300 Construction Fineneing
In December 1999, the Company entered into a floating rate
term loan agreement (the “Interim Construction Loan”) with a
major financial institution (the “Lender™) to provide interim
financing during the construction of the ENSCO 7500, the
Company’s deepwater semisubmersible rig. The Company
began borrowing under the Interim Construction Loan in
March 2000 and the balance outstanding at December 31,
© 2000 totaled $137.3 million. Interest on amounts borrowed
under the Interim Construction Loan was payable semiannu-
ally at a variable rate based on the Lender’s cost of funds plus
15% (6.78% at December 31, 2000). The Interim
Construction Loan was guaranteed by the United States
Maritime Administration (“MARAD").

On January 25, 2001, the Company issued $190.0 mil-
lion of 15-year bonds to provide long-term financing for the
ENSCO 7500 (the “Bonds”). The Bonds are guaranteed by
MARAD and are being repaid in 30 equal semiannual prin-
cipal installments of $6.3 million, which commenced in June
2001 and will end in December 2015. Interest on the Bonds
is payable semiannually, in June and December, at a fixed
rate of 6.36%. Net proceeds from the Bond issuance totaled
$49.5 million after settlement of interest rate lock contracts,

.underwriting fees and repayment of the $137.3 million

Interim Construction Loan.

v

Netes Dua 2007 and Debantures Due 2027
In November 1997, the Company issued $300.0 million of
unsecured debt in a public offering, consisting of $150.0 mil-
lion of 6.75% Notes due November 15, 2007 (the “Notes™)
and $150.0 million of 7.20% Debentures due November 15,
2027 (the “Debentures”). Interest on the Notes and the
Debentures is payable semiannually in May and November.
The Notes and the Debentures were issued pursuant to a
$500.0 million universal shelf registration statement filed with
the Securities and Exchange Commission in October 1997,
The Notes and Debentures may be redeemed at any time’
at the option of the Company, in whole or in part, at a price
equal to 100% of the principal amount thereof plus accrued -
and unpaid interest, if any, and a make-whole premium. The
indenture under which the Notes and the Debentures were
issued contains limitations on the incurrence of indebtedness
secured by certain liens, and limitations on engaging in
certain sale/leaseback transactions and certain merger, con-
solidation or reorganization transactions. The Notes and
Debentures are not subject to any, sinking fund requirements.

Revelving Credit Agreemaent
In May 1998, the Company entered into a $185.0 million
unsecured - revolving credit agreement (the “Credit

" Agreement”) with a syndicate of banks. Interest on amounts

borrowed under the Credit Agreement is based on LIBOR
plus an applicable margin rate (currently .4%) depending on
the Company’s credit rating. The Company also pays a com-
mitment fee (currently .15% per annum) on the undrawn
portion of the available credit line, which also is based on the
Company’s credit rating. The Corhpany is required to main-
tain certain financial covenants under the Credit Agreement,
including a specified level of interest coverage, assets to
indebtedness, leverage ratio and tangible net worth. As of
December 31, 2001 and 2000, there were no amounts out-
standing under the Credit Agreement. The Credit Agreement
matures in May 2003,
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In connection w1th the acquisition of DUAL DRILLING
COMPANY (“Dual”) in June 1996, the Company assumed
Dual’s 9.875% Senior Subordinated Notes due 2004 (the
“Dual Notes”). Interest on the Dual Notes was payable semi-

annually and the Dual Notes were redeemable at the option of
the Company, in whole or in part, at prices decreasing annu-
ally from 103.29% of the face amount on January 15, 2000,
to 101.64% of the face amount on January 15, 2001, to par on
January 15, 2002 and thereafter.

On March 15, 2000, the Company exercised its option to
redeem all of the Dual Notes at a price equal to 103.29% of

the face amount, or $74.2 million, plus accrued interest. The )

excess of the amount paid over the carrying value of the Dual
Notes totaled $500,000 and has been charged to “Other, net”

~under Other Income (Expense) in the consolidated statement

of income for the year ended December 31, 2000.
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In October 1993, the Company entered into a $25.0 million
secured term loan from a financial institution that accrued

~ interest at a fixed rate of 7.91%, was repayable in 28

quarterly installments and was collateralized by certain of the
Company’s marine vessels. The secured term loan was paid in
full and retired in October 2000. :

In December 1995, the Company entered into a $4.7
million secured term loan from the seller of four supply
vessels that accrued interest at a fixed rate of 7.75%, was
repayable in 20 equal quarterly installments and was
collateralized by the four vessels purchased. The secured
term loan was paid in full and retired in December 2000,

JATaP . 2
PNENERITIES

Maturities of long-term debt, excluding amortization of
discounts, are $12.7 million in each of the five years ending
December 31, 2006 and $414.0 million thereafter. .
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Effective J anuary 1 2001 the Company adopted Statement of
Financial Accounting Standards No. 133, “Accounting for
Derivative Instruments and Hedging Activities” (“SFAS
133”), as amended. The adoption of SFAS 133 had no impact
on the Company’s net income. However, in accordance with
the provisions of SFAS 133, the Company recorded a
one-time, non-cash transition adjustment to comprehensive
income and the accumulated other comprehensive loss
section of stockholders’ equity effective January 1, 2001 as
follows (in millions):

Recognition of outstanding derivative

instruments at fair valve - $ 3.8
Reclassification of unrealized losses on

derivative instruments 7.4

Total transition adjustment - $11.2

The $3.8 million transition adjustment resulted from the
recognition of the fair value of the Company’s outstanding
treasury rate lock agreements to set the interest rate on
$150.0 million of its pending 15-vear bonds. The treasury
rate lock agreements, which were designated and effective as
cash flow hedges, were setiled for $2.7 million on January 25,
2001, concurrent with the issuance of the Company’s bonds.
The $2.7 million unrealized loss is being reclassified from
accumulated other comprehensive loss to interest expense
over the 15-year life of the bonds. The $1.1 million change in
the fair value of the treasury rate lock agreements from
January 1, 2001 to January 25, 2001 has been included in
other comprehensive income (loss) for the year ended
December 31, 2001. -

The $7.4 million transition adjustment resulted from the
reclassification of unrealized losses on derivatives previously
reported as deferred finance costs and included in other
assets on the consolidated balance sheet. These unrealized

.losses are being reclassified from accumulated other

comprehensive loss to interest expense over the life of the
associated debi.




’

Accumulated other comprehensive loss at December 31,
2001, also includes $400,000 of unrealized gains resulting
from the increase in fair value of various qualifying foreign
currency cash flow hedges. These unrealized gains will be
reclassified to operating expenses over periods corresponding
to the associated hedged forecasted transactions, which range
from January 2002 to May 2002.

The estimated amount of unrealized gains and losses on
derivatives included in accumulated other comprehensive
loss at December 31, 2001 that will be reclassified into earn-
ings during the next 12 months, is as follows (in millions):

Unrealized losses reclassified to interest expense $

s @

Unrealized gains reclassified to operating expenses (.

Net unrealized loss reclassified to earnings $.4

- CONIPREBEINSIVE INCOLME
The components of the Company’s comprehensive income for
the years ended December 31, 2001, 2000 and 1999, are as

follows (in millions):

2001 2000 1999
$207.3 A$85.4 . $3

Net Income
Other comprehensive income {loss)
Transition adjustment for
cumulative effect of
adopting SFAS 133 (11.2)

Net change in fair valve

of derivatives 15 - -
Reclassification of unrealized

gains and losses on
* derivatives from other

comprehensive income {loss)

into net income o .9 - -

Net other comprehensive
income (loss) (8.8) - -

. §l98.5 $85.4 $.3

Total comprehensive income

t

The components of the accumulated other comprehen-
sive loss section of stockholders’ equity at December 31,
2001 and 2000, are as follows (in millions):

December 31,
2001 2000
Cumulative translation adjustment $1.1 81
Net unrealized losses on derivatives 8.8 -

Total accumulated other comprehensive loss - $9.9  $1.1

' 8. STOCKREOLRERS? ZQUITY

The Company. initiated the payment of a $.025 per
share quarterly cash dividend on its common stock during the

_ third quarter of 1997. Cash dividends of $.10 per share were
paid in each of the three years in the period ended December

31, 2001.

During 2001, the Company repurchased 4.3 million
shares of its common stock at a cost of $84.2 million (an aver-
age cost of $19.37 per shaie).

4
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31, 2001 is as follows (shares in thousands, dollars in millions):

A summary of activity in the various stockholders’ equity accounts for each of the three years in the period ended December.

: Restricted Accumulated
Additional Stock Other
Common Stock Paidin  Retained  (Unearned  Comprehensive Treasury
Shares  Amounts  Capital  Earnings Compensation) Loss Stock
BALANCE, December 31, 1998 ]55,5{6 $15.6  $846.1 $538.4 $(7.7) $(0.1) - $(146.3)
Net income - - - 3 - - -
Cash dividends paid - - - (13.7) - - -
‘Common stock issued under employee and
director incentive plans, net 334 - 3.0 - (1 - (2.6)
Amortization of unearned stock compensation - - - - 1.5 - -
Tax benefit from stock compensation - - 1.2 - - - -
BALANCE, December 31, 1999 155,910 15.6 850.3 525.0 (6.3) (1.1} (148.9)
Net income - - - 85.4 - - -
Cash dividends paid - - - (13.8) - - -
Common stock issued under employee and
director incentive plans, net 1,364 B 19.2 - - - (5.0}
Amortization of unearned sfock compensation - - - - 1.4 - -
Tax benefit from stock compensation - - 7.0 - - - -
BALANCE, December 31, 2000 157,274 15.7 876.5 596.6 {4.9) (1.1 (153.9)
Net income - - - 207.3 - - -
Cash'dividends paid - - - (13.7) - - -
Common stock issued under employee and »
director incentive plans, net 567 A 9.1 - (1.4) - (1.0)
Repurchase of common stock - - - - - - (84.2)
Amortization of unearned stock compensation - - - - - -
Tax benefit from stock compensation - - 3.0 - - - -
Transition adjustment for cumulative effect
of adopting SFAS 133 - - - - - {11.2) -
Net change in fair value of derivatives - - ~ - - 1.5 ~
Reclassification of unrealized gains and
losses on derivatives from other compre-
hensive income {loss) into net income .- - - - - .9 -
BALANCE, December 31, 2001 157,841 $158  $888.6  §790.2  S(54)  S99)  $239.1)

/

At December 31, 2001 and 2000, the outstanding shares of thé Company’s common stock, net of treasury shares, were 134.6

million and 138.5 million, respectively.

ENSCO INTERNATIONAL 2001 ANNUAL REPORT




On February 21, 1995, the Board of Directors of the
" Company adopted a shareholder rights plan and declared a
dividend of one preferred share purchase right (a “Right”) for
each share of the Company’s common stock outstanding on
March 6, 1995. Each Right initially entitled its holder to pur-
chase 1/100th of a share of the Company’s Series A Junior
Participating Preferred Stock for $50.00, subject to adjust-
ment. In March 1997, the plan was amended to increase the
purchase price from $50.00 to $250.00. The Rights generally
will not become exercisable until 10 days after a public
announcement that a person or group has acquired 15% or
more of the Company’s common stock (thereby becoming an
“Acquirihg Person”) or the commencement of a tender or
exchange offer upon consummation of which such person or
group would own 15% or more of the Company’s common
stock (the earlier of such dates being called the “Distribution
Date”). Rights will be issued with all shares of the Company’s
common stock issued from March 6, 1995 to the Distribution
Date. Until the Distribution Date, the Rights will be
evidenced by the certificates representing the Company’s
common stock and will be transferrable only with the
Company’s common stock. If any person or group becomes an
Acquiring Person, each Right, other than Rights beneficially
owned by the Acquiring Person (which will thereupon
become void), will thereafter entitle its holder to purchase, at
the Rights’ then current exercise price, shares of the
Company’s common stock having a market value of two times
the exercise price of the Right. If, after a person or group has
become an Acquiring Person, the Company is acquired in a
merger or other business combination transaction or 50% or
more of its assets or earning power are sold, each Right (other
than Rights owned by an Acquiring Person which ‘will have
become void) will entitle its holder to purchase, at the Rights’
then current exercise price, that number of shares of common
stock of the person with whom the Company has engaged in
the foregoing transaction (or its parent) which at the time of
such transaction will have a market value of two times the
exercise price of the Right. After any person or group has
become an Acquiring Person, the Company’s Board of
Directors may, under certain circumstances, exchange each
Right (other than Rights of the Acquiring Person) for shares of
the Company’s common stock having a value equal t6 the
difference between the market value of the shares of the
Company’s -common stock receivable upon exercise of the
Right and the exercise price of the Right. The Company will
generally be entitled to redeem the Rights for $.01 per Right
at any time until 10 days after a public announcement that a
15% position has been acquired. The Rights expire on
February 21, 2005.

9. CMPLOYEE BEXEERIT PLANS

Stock Opiieons

In May 1998, the stockholders approved the ENSCO
International Incorporated 1998 Incentive Plan (the “1998
Plan”). The 1998 Plan replaced the Company’s previous stock
incentive plan, the ENSCO Incentive Plan. Under the 1998
Plan, a maximum of 11.3 million shares are reserved for
issuance as options and awards of restricted stock. Stock
options generally become exercisable in 25% increments
over a four-year period and to the extent not exercised, expire

on the fifth anniversary of the date of grant.

In May 1996, the stockholders approved the Company’s
1996 Non-Employee Directors Stock Option Plan (“Directors
Plan”). Under the Directors Plan, a maximum of 600,000
shares are reserved for issuance. Options granted under the
Directors Plan become exercisable six months after the date
of grant and expire, if not exercised, five.years thereafter.

The exercise price of stock options granted under the
1998 Plan and the Directors Plan is the market value of the
stock at the date the option is granted.

Statement of Financial Accounting Standards No. 123,
“Accounting for Stock-Based Compensation” (“SFAS 1237,
requires the disclosure of pro forma net income and net
income per share as if the Company had adopted the fair-
value method of accounting for its employee stock options.
The fair value of each option grant is estimated on the date of
grant using the Black-Scholes option pricing model with the
following weighted average assumptions: -

2001 2000 1999

Risk-free interest rate 4.7% 6.6% 5.1%
Expected life (in yeors) 4.2 3.8 4.3

Expected volatility : 53.3% 52.7%  44.2%
Dividend yield 3% 3% 1%
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The following table reflects pro forma net income and earnings per share as if the Company had accounted for employee stock
options under the fair value method prescribed by SFAS 123 (in millions, except per share amounts):

) 2001 2000 - 1999
_ ‘ As Reported  Proforma  As Reported  Proforma  As Reported  Pro forma
Net income (loss) v $207.3 $200.8 $85.4 $80.6 $.3 $(4.5)
Basic net income (loss) per share. 1.51 1.47 .62 .59 - - {0.3)
Diluted net income (loss) per share 1.50 1.47 .61 .58 -. {.03)

The pro forma adjustments in 2001, 2000 and 1999 may not be representative of pro forma adjustments in future years since
the estimated fair value of stock options is amortized to expense over the vesting period, additional options may be granted in
future years and the assumptions used to determine fair value can vary significantly.

A summary of stock option transactions under the 1998 Plan, Directors Plan and the ENSCO Incentive Plan is as follows
(shares in thousands):

2001 2000 1999
Weighted Weighted Weighted
Average Average Average
Exercise Exercise © Exercise
Shares Price Shares Price Shares Price
Outstanding at beginning of year ‘ 3,427 $15.80 4,736 $14.87 2,922 $18.44
Granted : 2,118 33.98 104 32.24 2,176 9.19
Exercised (520) 14.57 (1,351) 13.93 {319} 8.63
Forfeited (180)  24.35 62)  13.39 (43]  15.92
Outsfondlng at end of year 7 ~ 4,8 845 ~ $23"57 773:127? $15.80 4 736 $14 87
Exercisable ot end of year 1,780 $19.83 1,433 $20.23 1,718 $17.61
Weighted average Folr value of options granted during the year $15.74 $14.93 $3.60

The following table summarizes information about stock options outstanding at Becember 31, 2001 (shares in thousands):

Options QOutstanding Options Exercisable
Number Weighted Average Number
Outstanding Remaining Weighted Average Exercisable Weighted Average
Exercise Prices at 12/31/01 Contractual Life Exercise Price at 12/31/01 Exercise Price
$9 1,577 2.1 years $ 9.00 594 $ 9.00
15-19 84 2.0 years 17.43 50 17.36
19-23 ) 15 3.0 years 21.59 15 21.59
23-27 1,026 0.4 years 24.70 1,015 24,71 -
27 -30 : 15 1.3 years 29.31 14 29.31
30-34 1,987 4.3 years 33.87 11 31.05
34-38 ‘ 141 3.9 years 36.46 81 ' 36.08
4845 27years _$2857 1780 §19.83
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At December 31, 2001, 6.9 million shares were available
for grant as options or incentive grants under the 1998 Plan
and 378,000 shares were available for grant as options under
the Directors Plan.

Inconiive Stock Gramts

Key employees, who are in a position to contribute materially
to the Company’s growth and development dnd to its long-
term success, are eligible for incentive stock grants under the
1998 Plan and previously under the ENSCO Incentive Plan.
A maximum of 1.1 million shares may be issued as incentive
stock grants under the 1998 Plan. Shares of common stock
subject to incentive grants generally vest at a rate of 10% per

year, as determined by a committee of the Board of Directors. -

Compensation expense is recognized on a straight-line basis
over the vesting period.

An aggregate 2.7 million shares of common stock have
been issued as incentive stock grants under the 1998 Plan
and previous plans, of which 2.3 million were vested at
December 31, 2001. Incentive stock grants issued during the
three years in the period ended December 31, 2001, were as
follows: 40,000 shares at a fair value of $37.86 per share in
2001, 10,000 shares at a fair value of $35.19 per share in
2000 and 10,000 shares at a fair value of $16.44 per share in
1999. At December 31, 2001, there were 952,500 shares of
common stock available for incentive stock grants under the
1998 Plan. Incentive stock grants for 294,500 shares of com-
mon stock were outstanding at December 31, 2001, and vest
as follows: 54,000 shares in years 2002 through 2004, 42,000
shares in 2005, 31,500 shares in 2006, 26,500, shares in
2007, 17,500 shares in 2008, 6,000 shares in 2009, 5,000
shares in 2010 and 4,000 shares in 2011. -
Sevings Plan
The Company has a profit sharing plan (the “ENSCO Savings
Plan”) which covers eligible employees with more than one
year of service, as defined. Profit sharing contributions
require Board of Directors approval and may be in cash or
grants of the Company’s cornmon stock. The Company recorded
profit sharing contribution provisions of $8.5 million and $3.5
million for the years ended December 31, 2001 and 2000,
respectively. The Company recorded no profit sharing contri-
bution provision for the year ended December 31, 1999.

The ENSCO Savings Plan includes a 401(k) savings plan
feature which allows eligible employees with more than three
months of service to make tax deferred contributions to the
" plan. The Company makes matching contributions based on
the amount of employee coniributions and rates set by the
Company’s Board of Directors. Matching contributions totaled
$4.2 million, $1.6 million and $2.6 million in 2001, 2000 and

1999, respectively. The Company has reserved 1.0 million

sharés of common stock for issuance as matching contribu-
tions under the ENSCO Savings Plan.

Supplemental Execuiive Retirement Plan

The Company’s Suppleméntal Executive Retirement Plan (the
“SERP”) provides a tax deferred savings plan for certain
highly compensated employees whose participation in the
profit sharing and 401(k) savings plan features of the ENSCO
Savings Plan is restricted due to.funding and contribution
limitations of the Internal Revenue Code. The SERP is a non-
qualified plan and eligibility for participation is determined
by the Company’é Board of Directors. The contribution and
Company matching provisions of the SERP are identical to
the ENSCO Savings Plan, except that each participant’s con-
tributions and matching contributions under the SERP are
further limited by contribution amqunts under the 401(k)
savings plan feature of the ENSCO Savings Plan. Matching
contributions totaled $200,000 in 2001, $93,000 in 2000 and
$117.000 in 1999. A SERP liability of $3.9 million and $3.6
million is included in other liabilities at December 31, 2001
and 2000, respectively.

10, INEOMZE VAXES
The Company had income of $193.8 million, $122.8 million
and a loss of $40.1 million from its operations before income
taxes in the United States and income of $98.1 million, $2.4
million and $45.3 million from its operations bé_fore income
taxes in foreign countries for the years ended December 31,
2001, 2000 and 1999, respectively. /

The components of the provision for income taxes for
each of the three years in the period ended December 31,

2001 are as follows (in millions):

2001 2000 1999

Current income tax expense (benefit):

Federal $32.5 $13.1 $(34.6)
State 1.0 - -
Foreign 261 4.7 6.5

596 17.8  (28.1)

Deferred income tax
expense (benefit):

Federal 26.6 23.4 . 244
Foreign o (1.6} {1.4) 7.2
25.0 22.0 31.6

Totcll income tax expense $84.6 $398 § 3£
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Significant components of deferred income tax assets
(liabilities) as of December 31, 2001 and 2000 are comprised
of the following (in millions):

2001 2000
Deferred tax assefs: -
Net operating loss carryforwards $ 9 $ 67
Foreign tax credit carryforwards 23.1 12.2
Alternative minimum tax
credit carryforwards 4.4 -
Liabilities not deductible for tax purposes 3.0 28
Accrued benefits 23 1.1
Other ) - A
Total deferred tax assets V 337 229
Deferred tax liabilities: . ‘
Property ’ (247.6) (211.0)
[ntercompany transfers of property (23.7) (25.8)
Maritime capital construction fund {9.4) (9.4)
Other (6.7) (5.3)
Total deferred tax liabilities (287.4) (251.5)

Net deferred tax liabilities $(253.7)  $(228.6)

$ 54 $ 17
(259.1)  (230.3)

$(253.7)  $(228.¢)

Net current deferred tax asset
Net noncurrent deferred tax liability

Net deferred tax liability

The consolidated effective income tax rate for each of the
three years in the period ended December 31, 2001, differs
from the United States statutory income tax rate as follows:

2001 2000 1999
Statutory income tax rate 35.0% 35.0%  35.0%
Foreign taxes (7.3} (4.4) 31.6
Goodwill amortization 1.0 .9 22.4
Other .3 .3 21.7)

Effective income tax rate

200% _31.8%  67.3%

At Decémbér 31, 2001, the Company had net operating
loss carryforwards of $2.4 million and foreign tax credit carry-
forwards of $23.1 million. If not utilized, the net operating
loss carryforwards expire in 2007 and the foreign tax credit
carryforwards expire from 2002 through 2006. As a result of
certain acquisitions in prior years, the utilization of a portion
of the Company’s net operating loss carryforwards is subject
to limitations imposed by the Internal Revenue Code of 1986.
However, the Company does not expect such limitations to
have an effect upon its ability to utilize its net operating
loss carryforwards.
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It is the poli‘cy‘ of the Company to consider that income
generated in foreign subsidiaries is permanently invested. A
significant portion of the Company’s undistributed foreign
earnings at December 31, 2001 was generated by controlled
foreign corporations. A portion of the undistributed foreign
earnings were taxed, for U.S. tax purposes, in the year that
such earnings arose. Upon distribution of foreign earnings in

“the form of dividends or otherwise, the Company may be sub--

ject to additional U.S. income taxes. However, deferred taxes
related to the future remittance of these funds are not expected
to be significant.
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The Company is obligated under leases for certain of its
offices and equipment. Rental expense relating to operating
leases was $4.3 million in 2001, $3.2 million in 2000 and

* $3.3 million in 1999. Future minimum rental payments under

the Company’s noncancellable operating lease obligations

- having initial or remaining lease terms in excess of one year

are as follows: $3.9 million in 2002; $1.7 million in 2003;
$1.7 million in 2004; $1.6 million in 2005; $1.6 million in
2006 and $2.5 million thereafter.
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In September 2000, the Company and a number of other |

offshore drilling companies were named as a defendant in a
purported class action, anti-trust lawsuit. The lawsuit alleges,

- among other things, that the Company and more than 15 other

defendant companies, whose collective operations represent a

majority of the U.S. offshore contract drilling industry,

conspired to avoid competition for drilling labor by illegally
fixing or suppressing the wages and benefits paid their
drilling employees in violation of certain provisions of the
Sherman and Clayton Acts. The plaintiffs alleged damages in
excess of $5 billion, which could be trebled under anti-trust

laws, as well as attorney’s fees and costs. Although the .

Company denies the plaintiffs’ claims, it has agreed to settle
the case in order to avoid costly and time consuming litigation.
In connection with the settlement and in consideration for the
release of all claims regarding the Company’s alleged actions,
the Company has agreed to pay the plaintiffs $625,000. The
settlement is awaiting (1) the expiration ‘of an applicable period
of time during which parties affected by the settlement can file
objections, and (2) final court approval. An amount equal to the
settlement has been accrued in “Other, net” under Other
Income (Expense) for the year ended December 31, 2001.




12, SEEMINTY [(KEFORMATI®N .
The Company’s operations are categorized into two operating segments which are differentiated based on the core services
provided by the Company, (1) contract drilling services and (2) marine transportation services. At December 31, 2001, the
Company’s contract drilling segment owned and operated a fleet of 50 offshore drilling rigs, including 37 jackup rigs, seven barge
rigs, five platform rigs and one semisubmersible rig. At December 31, 2001, the Company’s marine transportation segment owned
and operated a fleet of 28 oilfield support vessels. Operating income for each segment includes an allocation of general and
administrative expenses of the Company’s corporate office. Assets and depreciation expense of the'Company’s corporate office are
not allocated to the operating segments and are included in “Other” in the table helow. Segment information for each of the three
years in the period ended December 31, 2001 is as follows (in millions):

INDUSTRY SEGMENT

Contract Marine
Drilling Transportation Other Total

2001 _ < .

Revenves . $ 7527 $647 $ - $ 8174
Operating income {loss) 300.9 18.9 (2.5) 317.3
Assels ' 1,899.4 85.0 339.4 2,323.8
Capital expenditures 128.2 13.8 \ 3.2 145.2
Depreciation and amortization ©115.7 6.2 2.5 124.4
2000

Revenues . $ 496.1 $37.7 $ - $ 5338
Operating income (loss) l : 130.0 3.2 (2.0) 131.2
Assets 1,897.6 76.6 . 1338 2,108.0
Capital expenditures . 230.2 22.4 3.5 256.1
Depreciation and amortization ) 92.1 4.6 2.0 98.7
1999

Revenues ) $ 3276 $36.1 $ - $ 3637
Operating income {loss) ' 7.4 2.2) (1.7) 3.5
Assets 1,817.3 727 93.7 1,983.7
Capital expenditures 246.5 .9 7 248.1
Depreciation and amortization 91.4 5.1 1.7 98.2

The Company’s operations are concentrated in four geographic regions: North America, Europe, Asia Pacific and South

America. At December 31, 2001, the Company’s North America operations consisted of 21 jackup rigs, five platform rigs, one .

semisubmersible rig and 28 oilfield support vessels, all located in the U.S. waters of the Gulf of Mexico. The Company’s European
operations consist of eight jackup rigs currently deployed in various territorial waters of the North Sea. In Asia Pacific, the
Company’s operations currently consist of eight jackup rigs deployed in various locations. In South America, the Company’s oper-
ations consist of seven barge rigs, six of which are located in Lake Maracaibo, Venezuela and one is located in the Gulf of Paria,
Trinidad and Tobago. The Company attributes revenues to the geographic location where such revenue is earned and assets to the
geographic location of the drilling rig or marine vessel at December 31 of the applicable year. For new construction projects,
assets are attributed to the location of future operation if known or to the location of construction if the ultimate location of oper-
ation is undetermined. '
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Information by country for those countries that account for more than 10% of total revenues or 10% of the Company’s long-
lived assets is as follows (in millions):

Revenues Long-lived Assets
2001 2000 1999 2001 2000 1999
United States ' $468.5 $352.3 $201.7 $ 7780 $ 7055 $ 6253
Netherlands 35.9 10.1 20.5 201.1 288.3 334.9
Venezuela L 73.3 44.9 52.1 145.5 177.7 198.6
Denmark 69.3 1 - 212.6 65.0 -
Other foreign countries - 170.4 1154 89.4 378.1 448.8 418.3
Total - .88174  $533.8 $363.7 81,7153 $1 685.3 $1,577.1

Revenues from two customers exceeded 10% of consolidated revenue in each of the three years in the period ended December
31, 2001. Revenues from the first customer were $110.9 million, or 14% of consolidated revenue, in 2001, $60.5 million, or 11%
of consolidated revenue, in 2000 and $45.5 million, or 13% of consolidated revenue, in 1999. Revenues from the second customer
were $100.5 million, or 12% of consolidated revenue, in 2001, $96.6 million, or 18% of consolidated revenue, in 2000 and $44.5
million, or 12% of consolidated revenue, in 1999.

Other assets, net at December 31, 2001 and 2000 consists
of the following (in millions):

: @ 50 L 30 _ 2001 2000
Accounts recelvable, net at December 31, 2001 and 2000 Goodwill, net of accumulated
consists of the following (in millions): omortization of $17.3 million
2001 2000 and $17.2 million $103.8  $106.8
Long-term investments N 23.6 -
Trade ST $128.6 Deferred finance costs 5.2 13.7
Income fax refunds - 27.1 Prepaid taxes on intercompany
Other 9.3 7.6 transfers of property 6.5 7.1
120.4 163.3 Deferred regulatory certification
Allowance for doubtful occounts {3.9) [4.2) and compliance costs 4.4 2.3

$'i472 $1340

Prepaid expenses and other current assets at December
31, 2001 and 2000 consists of the following (in millions): Accrued liabilities at December 31, 2001 and 2000
' consists of the following-(in millions):

2001 2000
Prepaid expenses $ 95 $10. ' 2001 2000
Inventory 5.1 54 Operating expenses $ 209 $22.7
Deferred tax asset 5.4 1.7 Accrued capital additions 26.9 17.1
Deferred regulatory certification and Taxes 46.8 26.7
compliance costs 9.7 5.0 Payroll . 23.9 16.8
Other ) 4.7 .8 Accrued interest 4.7 4.4
$34.4 $23.0 Other 3.3 3.5

$1265  §91.2
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Consolidated Siaternent of Income Information
Maintenance and repairs expense for the years ended

December 31, 2001, 2000 and 1999 is as follows (in millions):

2001 2000 1999
Maintenance and repairs $44.7  $42.3 $31.5

Consolidaiad Siatemaent of Cash Flows Informaiion
Cash paid for interest and income taxes for each of the three
years in the period ended December 31, 2001 is as follows (in
millions):

2001 2000 1999

Interest, net of amounts capitalized ~ $30.3  $15.5 $16.8
Income taxes 12.2 22.4 15.8

. o r ] i
Fimancial Instrumentis

Capitalized interest totaled $2.2 million in 2001, $16.7
million in 2000, and $12.4 million in 1999.

In connection with the Company’s acquisition of the 15%
minority interest in Caribbean on February 10, 2000, the
Company reduced the value of Caribbean’s prdperty and
equipment by $6.6 million, which represented the excess of
the net assets acquired over the Company’s acquisition cost.

The carrying amounts and estimated fair values of the Company’s debt instruments at December 31, 2001 and 2000 are as follows

(in millions):

¢

2001 2000
Estimated ‘ Estimated
Carrying Fair . Carrying Fair
Amount Value Amount Value
8.75% Notes $149.4 $154.1 $149.3 $146 4
7.20% Debentures 148.3 150.4 148.3 135.7
6.36% Bonds, including current maturities 177.4 177.3 - -
Interim construction loan, including current maturities - - 137.3 137.3

The estimated fair values of the Notes, Debentures and
Bonds were determined using quoted market prices. The
estimated fair value of the Interim Construction Loan was
determined ‘using interest rates available to the Company at
December 31, 2000 for issuance of debt with similar terms
and remaining maturities.

The estimated fair value of the Company’s cash and cash
equivalents, short-term and long-term investments, receiv-
ables, trade payables and other liabilities approximated their
carrying values at December 31, 2001 and 2000. The
Company has cash, receivables and payables denominated in

currencies other than functional currencies. These financial
assets and liabilities create exposure to foreign currency
exchange risk. When warranted, the Company hedges such

risk by entering into purchase options or futures contracts.

The Company does not enter into such contracts for trading
purposes or to engage in speculation. The fair value of such

contracts outstanding at December 31, 2001 and 2000 was

insignificant.
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The Company is exposed to credit risk relating to its receivables
from customers, its cash and cash equivalents, its short-term
and long-term investments and its use of derivative instru-
ments in connection with the management of interest rate risk
and foreign currency risk. The Company minimizes its credit
risk relating to receivables from customers, which consist
primarily of major and independent oil and gas producers as
well as government-owned oil companies, by performing
ongoing credit evaluations. The Company also maintains
reserves for potential credit losses, which to date have been
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share amounts):
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within management’s expectations. The Company minimizes
its credit risk relating to cash and investments by maintain-
ing such instruments in high-grade investments through a
portfolio of major financial institutions, and by monitoring the

financial condition of those financial institutions. The

Company minimizes its credit risk relating to the counterpar-
" ties to its derivative instruments by transacting with multiple,
high-quality 4counterpartieAs, thereby limiting exposure to
individual counterparties, and by monitoring the financial
condition of those counterparties. ‘
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A summary of unaudited quarterly consolidated financial information for 2001 and 2000 is as follows {in millions, except per
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2001 First Quarter Second Quarter Third Quarter Fourth Quarter Year
Revenues
Contract drilling $180.5 $197.8 $210.3 $164.1 $§752.7
Marine transportation 14.8 17.7 17.2 15.0 64.7
1953 215.5 227.5 179.1 817.4
0 Direct operating expenses B
— Contract drilling 80.3 80.1 81.2 78.9 320.5
Marine transportation 9.3 9.6 9.7 9.8 384
89.6 89.7 90.9 88.7 358.9
Operating margin 105.7 125.8 136.6 90.4 458.5
Depreciation and amortization 28.9 29.1 28.6 . 37.8 124.4
General and administrative 3.7 4.2 4.0 4.9 16.8
Operating income 73.1 92.5 104.0 47.7 317.3
[nterest income 23 2.3 2.0 17 8.3
Interest expense, net {8.3) {8.5) (8.2} {7.8) (32.8)
Other income [expense) 2 - (1.2) ‘ . ] (.9
income before income taxes 67.3 86.3 96.6 4.7 291.9
Provision for income taxes 20.4 25.1 27.3 1.8 84.6
Netincome ~ § 469 _§e12 - §693° §299 @ §207.3
Earnings per share
Basic $ .34 § 44 $ .5 $ .22 $ 1.51
Diluted 34 44 51 22 1.50




2000 First Quorter Second Quarter Third Quarter Fourth Quarter Year

Revenues
Coniract drilling’ $88.1 $109.1 $140.4 $158.5 $496.1
Marine transportation 8.1 7.5 9.4 12.7 37.7
96.2 116.6 . 149.8 171.2 533.8
. Direct operating expenses ]
Contract drilling 56.6 60.7 742 70.0 ] 261.5
Marine transportation 7.2 : 7.0 ‘ 6.8 8.1 29.1
- 63.8 67.7 81.0 . 78.] R 290.6
Operating margin : 32.4 489 68.8 93.1 243.2
Depreciation and amortization 23.5 . 238 $ 252 26.2 98.7
General and administrative 3.1 3.2 3.3 3.7 13.3
Operating income 5.8 21.9 { 403 63.2 131.2
Interest income ] 2.0 1.3 1.7 2.1 7.1
Interest expense, net (3.0) (1.9) (4.0} (4.5) (13.4)
Other income (expense) A 2 i 2 {.2) .3
Income before income taxes 4.9 215 38.2 60.6 125.2
Provision for income taxes 1.8 7.2 12.9 17.9 - 39.8
Net income $ 3.1 $ 143 $ 253 $ 427 $ 854
Earnings per share . '
Basic $ .02 $ .10 $ 18 $ .31 . $ .62
Diluted .02 10 .18 31 .61
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"SELECTED CONSOLIDATED FINANCIAL DATA

The selected consolidated financial data set forth below for the five years in the period ended December 31, 2001 has been
derived from the Company’s audited consolidated financial statements. This information should be read in conjunction with the
audited consolidated financial statements and notes thereto.

Year Ended December 31,

"ENSCO INTERNATIONAL 2001 ANNUAL REPORT

{in millions, except per share amounts) 2001 2000 1999 1998 1997
Consolidated Statement of Income Data
Operating revenues $ 8174 $ 533.8 $ 3637 $ 8132 $ 815.1
Operoting expenses, excluding D & A 375.7 303.9 262.0 344.5 321.0
Depreciation and amortization (D & A) 124.4 98.7 98.2 83.5 104.8
Operating income 317.3 131.2 3.5 385.2 389.3
Other income (expense), net {25.4) (670) 1.7 {2.7) (13.5)
Income before income taxes, minority interest and

extraordinary item 291.9 125.2 5.2 382.5 375.8
Provision for income taxes 84.6 39.8 35 123.8 137.8
Minority interest - - 1.4 4.8 3.1
Income before extraordinary item 207.3 85.4 -3 253.9 234.9
Extraordinary item — extinguishment of debt - - - - (1.0)
Net income , $2073 $ 854§ 3 $ 2539  § 2339
Basic earnings per sharé: \ .

30 Income before extraordinary item $ 1.51 $ 62 $ - $ 182 $  1.67

Extraordinary item - - - - (.01)
. Net income per share s s s 62 % -8 182§ 166
Diluted earnings per share:

Income before extraordinary item $ 150 $ .60 $ - $ 1.81 $ 1.64

Extraordinary item - - - - (.01)
_Net income per share . ~$ 150 $ 61 $ - $ 181§ .64
Weighted average common shares outstanding: )

Basic 136.9 137.6 136.5 139.6 141.0

Diluted 137.9 139.3 137.7 140.6 142.9
Cash dividends per common share 8 .0 $ 10 $ 10 $ Jo § .05
Consolidated Balance Sheet Data
Working capital $ 3120 $ 1716 $ 1384 $ 3169 $ 316.2
Total assets 2,323.8 2,108.0 1,983.7 1,992.8 1,772.0
Long-term debt, net of current portion 462.4 422.2 .371.2 375.5 400.8
Stockholders equity 1402 13289 12346 12450 10767
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STOCKHOLDER INFORMATION
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2000 ' High Low
First ‘ $36.88 - $20.25
Second $38.69 $27.56
Third : $43.13  $30.88
Fourth $41.13  $22.00
2001

First $44.49  $30.19
Second ' $40.44  $22.88
Third $23.68 $12.81
Fourth $26.23  $13.91
ISHECICH QDX SCNAN RIS

The Company s Common Stock (“ESV”) is traded on the New

York Stock Exchange. At December 31, 2001, there were

approximately 1,600 stockholders of record of the Company’s
Common Stock.

SUOEXK DIVIDINDE

The Company paid four quarterly cash dividends of $.025 per
share during 2001. - 1
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Arthur Andersen LLP

Dallas, Texas
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Amerlcan Stock Transfer and Trust Company
40 Wall Street

New York, New York 10005-2392

(718) 921-8200 '

(800) 937-5449
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2700 Fountain Place, 1445 Ross Avenue,
Dallas, Texas 75202-2792
(214) 922-1500

NEUIET ©F MDA MUY G
Ly 7R T RO PRV

The Annual Meeting of Stockholders will be held at 10:00
a.m., May 14, 2002, at the Fairmont Hotel, 1717 North Akard
Street, Dallas, Texas 75201-2344
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Coples of the Company’s Annual Report on Form 10-K
filed with the Securities and Exchange Commission
will be provided without charge, and copies of exhibits
thereto will be provided upon written request to:
Investor Relations Department, ENSCO International
Incorporated, 2700 Fountain Place, 1445 Ross
Avenue, Dallas, Texas 75202-2792.
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Communications concerning transfer requirements, lost
certificates and changes of address should be directed to the .
Transfer Agent.

Analysts requesting additional information should contact
Investor Relations Department, (214) 922-1500.

Please visit ENSCO’s Web Site:

www.enscous.com
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