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Deloitte & Touche LLP

1010 Grand Boulevard

Suite 400

Kansas City, Missouri 64106-2232

Tel: (816) 474-6180
www.deloitte.com

Deloitte
&Touche

INDEPENDENT AUDITORS’ REPORT

To the Admimstrative Committee and Participants of the Layne Christensen Company Hourly 401(k)
Retirement Savings Plan:

We have andited the accompanying statements of net assets available for benefits of the Layne ,
Christensen Company Hourly 401(k) Retirement Savings Plan (the “Plan”) as of December 31, 2002
and 2001, and the related statements of changes in net assets available for benefits for the years then
ended. These financial statements are the responsibility of the Plan’s management. Our responsibility is
to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America. 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 examining,
on a test basts, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all matenial respects, the net
assets available for benefits of the Plan as of December 31, 2002 and 2001 and the changes in net assets
available for benefits for the years then ended in conformity with accounting principles generally
accepted in the United States of America.

Our audits were performed for the purpose of forming an opinion on the basic financial statements taken
as a whole. The supplemental schedule listed in the Table of Contents is presented for the purpose of
additional analysis and is not a required part of the basic financial statements but is supplementary
mformation required by the Department of Labor’s Rules and Regulations for Reporting and Disclosure
under the Employee Retirement Income Security Act of 1974. This schedule is the responsibility of the
Plan’s management. The supplemental schedule has been subjected to the anditing procedures applied in
the audits of the basic financial statements and, in our opinion, is fairly stated in all material respects in
relation to the basic financial statements taken as a whole.

Dokl § Toeeeke ALL

June 13, 2003
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LAYNE CHRISTENSEN COMPANY HOURLY 401(k) RETIREMENT SAVINGS PLAN

~ NOTES TO FINANCIAL STATEMENTS
- YEARS ENDED DECEMBER 31, 2002 AND 2001

(1) DESCRIPTION OF PLAN

The following brief ldescription of thelLayne ChﬁstenSen Company 401(k) Hourly Retirement
Savings Plan (the “Plan”) is provided for general information purposes only. Part1c1pants
should refer to the Plan document for more complete information.

(@)

(b)

General - The Plan is administered by Layne  Christensen Company and an
Administrative Committee comprised of individuals appointed by the Layne Christensen
Company Board of Directors. Merrill Lynch Trust Company (“Merrill Lynch”) serves as
the Plan’s trustee. The Plan is subject to the provisions set forth in the Employee
Retirement Income Security Act of 1974 (“ERISA”), as amended.

Eligibility - All houtly employees of Layne Christensen Company and its subsidiaries

~ (the “Company”) who have completed three months of service and are not represented by

©

(d)

a collective bargaining unit or covered under another quahﬁed proﬁt sharing plan are

eligible to participate in the Plan.

Contributions - Employee contributions are voluntary. Employees may make a basic
(pre-tax) contribution of at least 1% up to limitations imposed by the Internal Revenue
Service (“IRS”). The Plan does not allow for employer contributions. Effective January
2002, employees age 50 or older during 2002 who make the maximum allowable pre-tax
contribution to the Plan are entitled to make an additional “catch-up contribution” in
accordance with the Plan documents. '

Investment Options - The Plan has twenty-three types of investment funds available

through Merrill Lynch. Of these, eight are considered "core" investment options while
the remaining fifteen represent an expanded group of funds available to participants who
wish to invest beyond the core offerings. The funds are described in thelr individual
prospectus as follows:

The Layne Christensen Company Stock Account allows investment in shares of Layne
Christensen Company stock. ' |

The Merrill Lynch Retirement Preservation Trust seeks to provide preservation of
capital, liquidity and current income at levels that are typically higher than those
prowded by money market funds.

The PIMCO Total Return Fund seeks maximum total return, consistent with preservation

of capital and prudent investment management. The Fund maintains a portfolio primarily

consisting of investment grade fixed income securities. -

Page 7 of 19



The Davis New York Venture Fund stresses a baék-to-basics approach, using extensive
research to purchase large, fundamentally sound growth companies which appear to be
undervalued and can be held for the long-term.

The Managers International Equity Fund seeks long-term capital appreciation as its
primary objective and i income as its secondary obJectxve by investing primarily in non-
U.S. equity securities.

The Merrill Lynch Basic Value Fund seeks capital appreciation and, secondarily, income
by investing primarily in equities that appear to be undervalued.

The Merrill Lynch Balanced Capital Fund seeks the highest total investment return
consistent with prudent risk primarily through a fully managed investment policy that
permits management of the Fund to vary investment in equity, debt and convertible
securities based on its evaluation of changes in economic and market trends.

The Merrill Lynch Fundamental Growth Fund seeks growth of capital and, secondarily,
income through a diversified portfolio of primarily equity securities, with principal
empbhasis on issues believed by Fund management to be undervalued.

The Merrill Lynch S&P 500 Index Trust seeks to approximate the total return of the
Standard & Poor’s 500 Composite Stock Index. This index is a means to measure the
performance of a broad base of large U.S. corporations. :

The Alliance Bond Fund Corporate Bond Portfolio invests primarily in corporate bonds

or other corporate debt securities that Alliance believes are likely candidates for credit

quality upgrades. The Portfolio invests at least 65% of assets in bonds rated investment

grade (BBB or higher) or non-rated bonds determined by Alliance to be of equal quality.

The Seligman Communications and Information Fund seeks capital appreciation by
investing primarily in securities of companies operating in all aspects of communications
information and related industries.

The State Street Research Global Resources Fund has historically had a low correlation
to the Standard & Poor's 500 and other broad market industries, focusing on small-
capitalization companies in the energy and natural resources industries.

The Pioneer Europe Fund invests for long-term growth of cap1tal primarily through
investments in securities of European companies.

The MFS Research Fund is managed by the analysts in the MFS Equity Research
- Department, rather than by an individual portfolio manager. Analysts purchase their
"best ideas" within their industries, while industry weightings are determined by the
committee on the relative strengths of the individual stocks.

Page 8 of 19 .
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The MFS Emerging Growth Fund invests primarily in common stocks of companies that
are either early in their life cycles or are major enterprises whose rates of earnings growth
are expected to accelerate.

The John Hancock Health Sciences Fund, seeking long-term appreciation of capital,

invests in the securities of companies engaged in the development, production and/or

distribution of products and services related to the health care field.

- The Alliance Worldwide Privatization Fund offers one of the first opportunities to
participate in privatizations - when ownership of a company changes from the public
- sector (govemment) to the private sector (sha:eholders)

- The Merrill Lynch Corporate Bond High Income F. und seeks a h1gh level of current
income consistent with the investment policies of the portfolio and with prudent
investment management. As a secondary objective, the portfolio seeks capital
appreciation, when consistent with its primary objective. As of December 31,2001 there
were no Plan investments in this fund

The Merrill Lynch Pacific Fund seeks long-term capltal appreciation by 1nvest1ng in
" companies in the Far East and the Western Pacific, including Japan Australia, Hong
Kong, and Singapore. .

The Alllance Quasar Fi und 1r1vests in what Alliance believes are rapidly growing small-
_sized companies that offer the potential for faster-than-average earnings growth.

The Van Kampen Emerging Growth Fund seeks capital appreciation primarily through
_ investment in the common stock or similar securities of domestic and foreign companies
of any size including larger, more estabhshed companies or smaller developing

. companies.

The Franklin Small-Mid Capital Growth Fund seeks long-terr‘neapital growth by
investing in equity securities of small and mid-capitalization growth companies.

The John Hancock Sovereign Investors Fund seeks long-term growth of capital and income
by investing at least 80% of funds in stock of companies with market capltahzatxons w1thm

- the range of the Standard & Poor’s 500 Stock Index.
Partlc1pants may allocate thelr elected deferral percentage to any or all of the funds in 1%

increments. Participants may change the allocation between funds any time during the
-year. :
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(e) Participant Accounts and Vesting - Investment income is allocated on a daily basis

®

(®

among the Plan members who are participants of the Plan. The income allocation is
made in proportion to the amount each participant's account bears to the aggregate
amount of all such accounts on the first day of the month. Participants are immediately
vested in their contnbutlons plus actual earnings thereon.

‘Loans to Participants - Participants may borrow from their fund accounts a minimum of

$1,000 up to a maximum of $50,000, not to exceed 50% of their vested employee
deferral account balance. Loan transactions are treated as a transfer between the
investment funds and the loan fund. Loan terms for repayment shall be no less than one
year and no greater than five years, unless the loan qualifies as a home loan, for which
repayment terms may be up to 15 years. Loans are secured by assignment of 50% of the
vested amount of the participant’s account and bear interest at a rate equal to the prime
rate. Principal and interest are paid ratably through payroll deductions.

Part1c1pants ehglble fora thhdrawal as a result of ﬁnanmal hardship may request that
all or a portion of their account be distributed. IRS regulations define severe financial
hardship as a condition caused by the need for funds required for the purchase of or

-eviction from a family s principal residence, college education for employees' dependent
‘children, ‘self or spouse, or for major uninsured family medical expenses. The

Administrative Committee must approve any such hardship withdrawals. The loan
provision must be exhausted prior to applying for a hardship withdrawal.

Payment of Benefits - Upon termination of employment or retirement, the participant or,
in the case of death, the surviving spouse, can elect to receive the participant's account

* balance in a single lump sum or in installments. Account balances which do not exceed

$5,000 may be paid in a single lump sum upon termination. Participants with an account
balance greater than §$5, OOO can elect to indefinitely maintain their account balance

' w1th1n the Plan.

(2) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a)

(b)

Basis of Accountmg The Plan's ﬁna.ncml statements are prepared on the accrual basis of
accounting.

Use of Estimates - The preparation of financial statements in conformity with accounting

* principles generally accepted in the United States of America requires management to

make estimates and assumptions that affect the reported amounts of net assets available
for benefits, and changes therein. Actual results could differ from those estimates.

The Plan utilizes various investment instruments. Investment securities, in general, are

exposed to various risks, such as interest rate, credit, and overall market volatility. Due

- tothe level of risk associated with certain investment securities, it is reasonably possible

" that changes in values of investment securities will occur in the near term and that such
. changes could materially affect the amounts reported in the financial statements.

7
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©

Valuation of Investments - The common/collective trust fund is stated at estimated fair
value which has been determined based on the unit values of the fund. Unit values are
determined by the institution sponsoring such fund by dividing the fund's net assets by its
units outstanding at the valuation dates.- The mutual funds are valued at quoted market
values which represent the net asset values of shares held by the Plan at year-end. - The
Plan’s investment in the Layne Christensen Company Stock Account is valued at quoted
-market prices as determined by closing sales prices reported on the last business day of
the year. Participant loans are valued at outstanding principal balances due which
approximate fair value. Investment transactions are recorded on a trade date basis.

Interest income is recorded on the accrual ba515 D1v1dends are recorded on the ex-

dividend date.

(d) Administrative Exj)enses Most adrmmstratwe costs (e.g., investment transaction fees,
. trustee fees, record keeping fees and audit fees) are paid by the Plan. Other costs are pald

(3)

(©

- by the Company

Payment of Benefits — Benefit payments to participants are recorded upon distribution.

At December 31, 2002 and December 31, 2001, there were no amounts allocated to

‘accounts of persons who have elected to withdraw from the Plan but have not yet been

- paid.

INVESTMENTS

The following table presents the fair value of investments. Investments in the Merrill Lynch
Retirement Preservation Trust, Merrill Lynch Basic Value Fund and the Loan Fund
represented 5% or more of the net assets available for plan benefits as of December 31, 2002

and 2001.
Description ' . December 31, 2002 December 31, 2001
Investments at estimated fair value: - | B :
Merrill Lynch Retirement Preservation Trust § 3,234,335 - $2,915,704
Investments at fair value as determmed by quoted
market price: : : :
Layne Chnstensen Company Stock Account 62,346 55,533
PIMCO Total Return Fund 274,886 ‘ 235,466
‘Merrill Lynch S&P 500 Index Trust 103,259 119,439
-~ MFS Research Fund _ 14,295 ' 37,184
" Davis New York Venture Fund 236,316 250,336
Managers International Equity Fund o 71,857 56,026
John Hancock Health Sciences Fund 21,939 5,937
Merrill Lynch Basic Value Fund Lo 1,384,273 1,635,783
- Merrill Lynch Balanced Capital Fund 246,832 278,667

‘Merrill Lynch Fundamental Growth Fund 56,308 77,086

8
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~ Seligman Communications and

~Information Fund . 69,921 149,659
Alliance Quasar Fund - o 220 —_ - 319
MFS Emerging Growth Fund 21,210 30,327
Franklin Small-Mid Capital Growth Fund - 23,357 10,904
Alliance Worldwide Privatization Fund 02,636 6,626
Merrill Lynch Pacific Fund - 3,845 8,212
Van Kampen Emerging Growth Fund 51,620 38,113
State Street Research Global Resources Fund 365 409
John Hancock Sovereign Investors Fund : 444 475
Alliance Bond Fund Corporate Bond Portfolio 269 - - 118
Merrill Lynch Corporate Bond High Income Fund 84 -
Pioneer Europe Fund , ~ 1,559 . . 773

Sub-Total v . : 5,882,176 - 5,913,096
Participant Loans = 597,558 623,617
Total -~ $6.479.734 - $6.536,713

- During 2002 and 2001, the Plan's investments (including investments bought, sold, and held
during the year) depreciated in value by $593,326 and $310,459, respectively, as follows:

Year Ended Year Ended
December 31, 2002 December 31, 2001

Investments at fair value as determined
By quoted market price:

Common stock s $ (355  $ 25088
Mutual funds ‘ - (592,971) (335,547)
Net change in fair value $  (593.326) - § (310.459)

(4) PLAN TERMINATION

Although it has not expressed any intention to do so, the Company has the right under the
Plan to terminate the Plan subject to the provisions set forth in ERISA. ‘

(5) TAX STATUS

The IRS has determined and informed the Company by a letter dated June 10, 2002, that the
Plan is qualified and the trust established under the Plan is tax-exempt, under the appropriate
sections of the Internal Revenue Code (the “Code”). The Plan administrator believes that the
Plan is designed and is currently being operated in compliance with the applicable
requirements of the Code. Therefore, the Plan administrator believes that the Plan is qualified
and the related trust is tax-exempt. '

9
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(6) RELATED-PARTY TRANSACTIONS

Certain Plan investments are shares of mutual funds and units in a common collective trust
fund managed by Merrill Lynch. Merrill Lynch is the trustee as definéd by the Plan and,
therefore, these transactions qualify as party-in-interest transactions. Also, the Layne
Christensen Company Stock Account 1nc1udes transactlons that also qualify as party in-
interest transactions.’ :

10
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SIGNATURES

The Plan. Pursuant to the requirements of the Securities Exchange Act of 1934, the trustees
(or other persons who administer the employee benefit plan) have duly caused this annual report to
be signed on its behalf by the undersigned hereunto duly authorized.

LAYNE CHRISTENSEN COMPANY
HOURLY 401(k) RETIREMENT
SAVINGS PLAN

DATE: June 27,2003 By Layne Christensen Company

< %i Fanska
\Y

ice Pre51dent Finance - Treasurer
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Number

24

EXHIBIT INDEX

Deséription of Documents -

vInd'ependent Auditors' Consent
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Exhibit 24

INDEPENDENT AUDITORS’ CONSENT

We consent to the incorporation by reference in Registration Statement No. 333-64714 of Layne
Christensen Company on Form S-8 of our report dated June 13, 2003, appearing in this Annual Report
on Form 11-K of Layne Christensen Company Hourly 401(k) Retirement Savings Plan for the year
ended December 31, 2002.

Dol & Toveele ALL

Kansas City, Missouri
June 27, 2003
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