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COVER: Cameron has facilities in a number of locations in Brazil, including Rio de Janeiro,
OPPOSITE: Cameron's new subsea manufacturing facility in Malaysia provides added capacily for
addressing global dermand for equipment to be used in subsea developments.
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We are a leading provider of flow equipment products,
systems and services to worldwide oil, gas and
process industries.

Why has the term “worldwide” become an increasingly important part of the description of Cameron’s business?

Gur traditional customers, particularly the major oil companies, have shifted more of their operations to
international venues as the search for oil and gas reserves has spread to rew regions; and our customer
base includes greater exposure to the many government-controlled national oil companies that have become
significant players in the energy markets.

As our customers’ business has spread, so has Cameron's service and manufacturing presence. We now
operate in nearly every oil- and gas-producing province around the world.

As a result, Cameron is a global employer, with more than half of our people located outside the United States,
and an employee base as diverse as any in the global community.

Companies who explore for new reserves, are involved in the processing or transportation of oil and gas, or use
any of our products or services, may not care how many global locations Cameren has; but they care that we
have one nearby.

Cameron’s business is everywhere... and right here.
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Lake Como, lialy. Cameron's ltalian manufacturing facilities were significant
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(% thousands except per share, number of shares and employees)
Years ended December 31: 2007
REVENUES .o $ 4,666,368
Earnings before interest, taxes,
depreciation and amortization (EBITDA) ...............
EBITDA (as a percent of revenues) ...
NEEINCOME e
Earnings per share:!
BASIC....overi et e 2.28
DITBA o 2.16
Shares used in calculation of earnings per share:’
Covtveirtirer et et st 219,355,000
........................................................ 231,387,000
.......... 245,589
Return on average common equity .........cc.oevevvevenn.. 27.2%

As of December 31;

Total @SS1S ...vvvvvvvivciririeice e $ 4,730,819
Net debt-to-capitalization® ...............cocoev e, 0.7%
Stockholders’ equity......................

Shares outstanding? ...........cccoecoeeviiiivevenn

Number of eMPIOYEES ..o e

2006
$3,742,907

583,689
15.6%
317,816

1.40
1.36

226,566,000
233,984,000
184,830
19.3%

$ 4,350,750
N/A
1,741,439
112,289,627+
13,200

'Basic and diluted shares used in the calculatlon of earnings per share and per share amounts

have been ravised to reflect the 2-for-1 stock split effective December 28, 2007,

2Net of cash and cash equivalents.
Net of treasury shares.
“Reflects share counts prior to stock split.

2005
$ 2517847

340,303
13.5%
171,130

0.77
0.76

221,464,000
225,216,000
77,508
12.4%

$ 3,098,562
5.3%
1,594,763
115,629,117¢
12,900

CAM
NYSE
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The global reach of our businesses is
apparent in the following numbers:

More than two-thirds of the Company’s 2007 revenues came from non-U.S. sources.

Other than the U.S., no country accounted for more than ten percent of our 2007 orders or revenues.




The Forbidden Palace, Beifing, China. Emerging Asian markels are driving global
energy consumplion and offer new opporiunities to Cameron's busingsses.
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A waterside scene near Macae, Brazil, Cameron has several manufacturing and
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oxecudon drives 2007 performancs; efficiently converting

JCA0g %o eamings remalins prmary challenge ‘or 2C08

A strong overall market and our leadership positions across our primary
product lines allowed the Drilling & Production Systems (DPS) group to
again post record revenues and profits. The drilling, surface and subsea
components of DPS once again posted their highest revenues in our
history, an¢ orders again exceeded revenues, leaving this group with a
record $3.2 hillion backlog at year-end. The largest of our three operating
segments, DPS is also the most international; more than 75 percent of its
2007 revenues reflect sales to customers outside the U.S.

Orders in the DPS group were modestly higher in 2007 than in 2006, but
the mix was different. We knew we would see a decline in drilling orders
from the record levels of 2006, and we expected that decline would be
offset by growth in subsea equipment bockings. That growth was not as
robust as we—and industry forecasters—anticipated it would be. Still, we
believe the subsea market will centinue to develop, and that a number of
farge project awards will be announced over the next several quarters, The
imminent delivery of numerous new deepwater driliships is expected to
support the next wave of subsea systems bookings.

Meanwhile, drilling orders declined less than we had anticipated; demand
for surface equipment, where Cameron remains the clear global leader,
continued to grow, particularly in international markets; and our separation
equipmeni business posted the highest level of bookings in its history.
These factors contributed to another increase in the BPS backlog for the
year, and execution is once again the primary challenge for this group.

Our Valves & Measurement (V&M) group generates most of its revenues
outside the U.S., and the addition of international manufacturing capacity
and the access to growing international markets has proven to be a
significant plus for that business.

Two large acquisitions in V&M within the past three years have driven
growth in revenues and profits, and have added a base of international
manufacturing facilities that we feel make us the premier manufacturer
of energy-related valves in the world. Since 2004, V&M's revenues have
more than tripled, and their earnings before taxes have increased at
twice that rate.

With revenues of nearly $1.3 billion and orders slightly above that figure,
V&M posted another increase in backlog and faces the same challenge as
DPS; to execute efficiently on the orders booked in the past year.

Compression Systems (CS) produced one of the best performances in their
history during 2007, as they began with a record backlog, and generated
steadily improving margins throughout the year, A tittle less than half of those
revenues were domestic, but nearly two-thirds of the orders they booked in
2007 were from international markets,

Their improving profitability reflects a combination of improved efficiency
in delivering products, a better level of cost absorption as a result of higher
revenues and the acceptance in the marketplace of new products and
product enhancements introduced in the last couple of years. They finished

the year with another record backlog, and will be challenged to repeat
their solid performance of 2007 by efficiently converting that backlog
into revenues.

Domestic natural gas production keeping pace with demand

Natural gas production in the U.S. increased during 2007 as gains from
onshore wells more than offset a decline in Gulf of Mexico production,
and new infrastructure investment is expected to lead fo increases in
GOM production during 2008. This, combined with continuing onshare
development and relatively high inventory levels, should allow supply
to keep pace with a projected modest increase in overall gas demand
in the coming year. Weather, as always, will be a significant factor in
consumption, storage and prizing, but narmal temperatures would fikely
lead to a relatively batanced market.

Imports of liquefied natural gas (LNG) increased in 2007 and are expected
to be higher in 2008; however, demand for LNG in other global markets
and delays in infrastructure development are fikely to limit any potential for
LNG to cause an excess of supply in domestic markets. As a consequence
of this and the factors describied above, natural gas prices appear likely to
remain in a range similar ta that of 2007—perhaps $6.00 to $9.00 per
mcf, with event-driven spikes or declines a virtual certainty. This is not to
be construed as a forecast, but simply an observation on the issues that
can cause price fluctuations, and therefore affect our customers’ spending
behavior. Whatever the market turns out to be, | am confident that we are
prepared to deal with it.

Growth in globai consumption of oil continues

Although higher prices finally appear to have somewhat dampened oil
demand in the U.S., continuing growth in global markets is expected to
drive total consumption higher again in 2008. The Midd!e East and Asia—
particularly China—are forecast to see demand growth. On the supply side,
OPEC has indicated that it expects to add to its productive capacity during
2008, but has not indicated a desire to increase quotas and production
to a level that would lower ol prices from their recent relative highs. Non-
OPEC production is anticipated to increase, but only modestly. The basic
economics, coupled with political uncertainty, appear likely to keep oil
prices near the levels seen so far in early 2008.

Clearly, these price levels are generating ample cash flows for our
custorners, and are making more of their prospects attractive for drilling
and development. That is confirmed by expectations that exploration and
production spending will increase again in 2008, with an emphasis on non-
North American prospects and on deepwater plays. As fong as oil prices do
not have a chilling effect on global industries, or cause demand destruction
that throws economieas out of balance, we should continue to see a brisk
market for our products and services, particularly internationatly.



Opportunities for identiied:
O

Our modet for reinvesting our cash flow remains simple: We will invest directly in our operations through capital
expenditures, consider acoretive.acqulisitions, or buy back our stock.

We invested $246 million in capitat spending in 2007, continuing our efferts to upgrade facilities, add new machine tools,
an¢ otherwise improve both efficiency and cost structure, We completed our new subsea facility in Malaysia, and it is now
in production. We also broke grotnd on a new surface equipment facility in Romania, where our exparience with the fabor
force, quality and costs of operation has been positive. That facility will come cnstream in late 2008 and will allow us to
reduce the outsorcing of certain activities and improve our cost structure and profit marging in our surface business.

Accepiable acquisitions were difficult to find in 2007, and we spent a modest amount (for us) on such transactions, but
we feel ihe acquisition of DES and its techrology will prove rewarding as subsea separation and processing become more
widely accepted in future years. We continue to actively evaluate options on the M&A front, and have ample resources to
move on any opportunities we sée as adding value.

And as always, we will consider share repurchases on an opportunistic basis. We spent more than $320 million in buying
ahout 10.7 million shares during 2007, and had board authorization to repurchase approximately 4.0 million shares as
of year-end.

Management succession plans

As of Aprit 2008, Jack B. Moose will become president and chief executive officer of the Company, repiacing me as CEQ.
Jaek has served as president andichief operating officer since January 2007, and | have no doubt that he and his management
team, with the suppori of our global employee base, will continue to deliver the solid performance that Cameron's customers
and sharehoiders have ceme to expect. | will remain as chairman of the board, and | look forward to supporting Jack and his
asseciates in an oversight role,

Also in Aprif, Charles M. Sledge will replace Franklin Myers as chief financial officer. Franklin has been an integral part of
the management team since the. Company was created in 1995, and he will continue for a time in a senior advisory role. I,
alng with all of Cameren’s shareholders, am indebted to him for his constant attention to creating value for the shareholder
and being a diligent steward of the Company’s assets. Chuck has been our vice president and corperate controller since
2001, and his financial expetience and familiarity with our global operations will be valuable in his new role as CFO.

In my thirteen years with this organization, I have had the oppertunity to visit nearly every Cameron location around the
world, including the ones depicted in this annval report. I'm pleased to tell you that the quality of our people is one constant
aeross the Company. § will miss the regular contact with many of them, but | assure you this business is in the hands of an
outstanding group.

To our employeas, tank you for your efforts and support over the years; your performance has led our customers around
the werld fo hold Cameron to a (deservedly) higher standard. | wish you well and hope you will continue to justity these
high expectations.

And to our shareholders, we are pleased with the returns we have been able to generate on your behalf, and | know
our peeple—many of whom are also owners of Cameron stock—uwill do their absolute best to continue to deliver above-
average results {hat should translate into superior returns. | am grateful for the opportunity { have had to work with this
outstanding group of people.

Sincerely,

Sheldon R, Erikson

Jack B. Moore
President and
Chief Operating Officer




Side street in Celle, Germany. Cameron's state-of-the-art facility in Celle
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Cameron’s presence in the global community extends well beyond
traditional roles as a manufacturer or supplier in the many countries
where we do business. Our responsibility includes a commitment to
core values that includes managing all facets of our operations in a
manner that protects and preserves the environment, and instills in
our people a sense of the importance of sustainable development.
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Caimeron emplovees from the Rio de Janeiro DPS office on the “Escadaria Sefaron”
These mosaic sleps in Santa Teresa in Rio are the life work of artist Jorge Selaron.
L. to R. Sidnai Cororatle, Graziela Paes, Carla Ghiotti, Elisa Mello and Luiz Aratijo.
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Cameron’s Drfiling & Produciion Systems (DPS) group is one aff the world's teading
providers of systems and equipment used to control pressures and alimsct flows of o
and ges wells. s products are emipleyed in & wids variety of cpsrating envirormsnts,
higinly comples enshers end ofisihons EavionmEnts,
despwealer subses applicaiions end
Camesron also hes & compreliensive aifermmearket services program, CAMSERY™ , which
is clesigned fo provids fiesdble, cest-eiieciive selutions fior customers’

through strefisgfically ward,

PRODUCTS - Surface and subsea production systems, blowout
preventers, diilling and production control systems, oil and gas
separation equipment, gate valves, actuators, chokes, wellheads,
drilling riser and aftermarket parts and services.

CUSTOMERS — Qil and gas majors, nationa! oil companies, independent
producers, engineering and construction companies, drilling
contractors, rental companies and geotherma! energy producers.

OPERATING MILESTONES
Significant evenis during 2007 included the following:
» Orders in the DPS group were a record $3.4 billion,
= Operations began at a new $32 million subsea facility in Malaysia.
= Construction began on a $60 milion surface manufacturing facility in
Romania.

DRILLING SYSTEMS

Drilling equipment designed and manufactured by Cameron includes ram
and annufar BOPs, drilling riser, drilling valves, choke and kil manifolds,
surface and subsea BOP control systems, multiplexed electro-hydrautic
{MUX) control systems and diverter systems.

The pace of orders for new deepwater drilling rigs moderated in 2007
from the record levels of 2008, but this was stili the second largest bookings
year ever for the drilling business, and Cameron maintained its traditional
market share during this time. Several deepwater drilling packages—
including 18%", 15,000-psi subsea stacks, MUX control systems and
drilling riser—were booked in 2007, and there are as many as 15 to 20
¢igs for which erders may be placed in the nexi twelve to eighteen months.
Cameron's curcent backlog of subsea drilling systems includes projects that
will be delivered from the current year through 2010,

Orders for jackups and land rigs also slowed during 2007, but approximately
20 jackup rig orders and more than 150 stacks for land rigs were in the
Company's backleg at year-end 2007, included in those orders were
Cameron'’s initia bookings in Ukraine and Czech Republic, further expanding
Cameron’'s global presence,

The order pace of the past two years has resulied in Drilling Systems
investing in upgrades to its existing manufacturing facilities in Beziers, -
France and Berwick, Louislana. Beziers added a state-of-the-art riser
fabrication and assembly facility in response to orders totaling more than
26 miles of drilling riser, representing more than two years' worth of riser
production. In Berwick, a third stack pad was added, effectively providing a
50 percent increase in capacity for the assembly and testing of Cameron’s
large-scale deepwater drilling systems.

With the largest installed base of BOPs and drilling control systems in the
industry, and significant additions being made to this universe, Cameron’s
aftermarket business is increasingly more important. in 2007, Drilling
Systems opened a new 48,000-square foot aftermarket facility in Houston
to serve this market with a full range of machining, welding and testing
capabilities. The CAMSERV aftermarket program has also hired new
service technicians and developed a comprehensive customer training
pragram ingcorporating classroom material and hands-on training.

Cameron’s latest innovation in the drilling business was introduced at
the 2007 Offshare Technology Conferance. The EVO™ hlowout preventer
is a compact, lighter version of Cameron's traditional subsea BOP, and
is offered with a unique, patent-pending locking system, the EVO-Lac™,
and the EVO-Con™ connector, which allows the customer to latch on
to any wellhead with only one connector. By year-end 2007, Cameron
had received its first order for an EVO system, and expects more to be
placed as customers recognize the cost benefits and simpiified operating
characteristics of this new product offering.




Statistica¥ Operating Highlights (g mitions)

2007 2006 2005
REVENUES ..o B $2,887.1 $2,113.1 $1,507.8
EBITDA ... PO SOOTUURN 554.6 417.4 2227
EBITDA (as a percelt of revenues) . .. 19.2% 19.8% 14.8%

Capital eXpenditUurel ..o coivvimiieiinimies e . 1151 49.8
............................................................. 3,4179 3,256.9 23011

Backlog (as of yeargend} ..., 3,203.0 2,661.3 1,503.6

-‘g#zpps facility ifMacae, Brazii. The Macae facility provide,
elugingythe supporGof Cameron's aftermarket agreement wiligigel
N g:é',



SURFACE SYSTEMS

Surface Systems supplies a wide variety of product offerings for surface
prodiiction applications across a diverse worldwide customer base. This
business remains the largest revenue contributor to Cameron’s results,
and continues to build on the strengths of its global base of installed
equipment and its aftermarket presence in virtually every major
hydrocarbon-progucing region around the world.

During 2007, Cameron announced plans to add a facility in Ploiesti,
Romania that will be dedicated to manufacturing high-specification surface
equipment for the Eurapean, North Africa and Russian markets. The market
for such equipment is anticipated to continue to be strong, Romania
offers an efficient workforce and aftractive economic environment, and
this represents an opportunity to incorparate proven machining, welding,
assembly and testing practices into a new facility and reduce dependence
on outsourcing of equipment components to subcontract suppliers. The
new plant is expected to begin operations in the third quarter of 2008, and
become fully functional in 2009.

The Russian and Caspian Sea markets have been supplied by Cameran
for nearly 30 years, and no one has a larger installed base of surface
wellheads and trees in this market. Changes in production profiles have
led to the need for equipment better suited to corrosive environments and
buitt to higher standards; in addition to the previously noted new Romanian
facility, other investments are being made to address the market. A full-
service plant will open in the second quarter of 2008 in support of BP's
developments in the Azeri sector of the Caspian Sea: a new location will
soon be available in Kazakhstan 1o support customers in the Kashagan,
Karachaganak and Tengiz fields; and additional facilities are being
developed in Russia for the benefit of customers in the Sakhalin, Astrakhan
and Tyumen regions.

Cameron’s existing Romanian facility continues to support Petrom/OMV
in its ongoing well rehahilitation efforts, designed to increase and maintain
production in central Romania ailfields through application of artificial lift
systems. Cameron began with a 20-well pilot program in 20086, contracted
for a 200-well phase that was completed in December 2007, and is now
working under an early 2007 agreement 1o provide artificial lift systems
to another 1,000 wells in Bomania, continuing into 2008. An additional
contract to provide recycled equipment to Petrom/OMV for use in low-

Subsea facility, Johor, Malaysia. Camprog’s new subsea manuiactuning” "
facility began ope;a’lfon,safﬁ the thfr%er of 2007 and made its initial ~ -.
shipmentis of ;;Jbsqa weltheads and trges b?fore the and of the year.
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praducing wells was begun in late 2007, and is also expected o continug
throughout 2008. These programs are expected to generate an incremenial
$130 million in cumulative revenues over the 2006 to 2008 time period.

As the largest LNG-producing country in the world, Qatar requires high-
pressure, high-specification surface wellheads and Christmas trees to
support its production efforts; as a result of ongoing contracts with Rasgas
(ExxanMobil), Qatargas {ConocoPhillips and Shall) and Shell Qatar, more
than half o Qatar’s natural gas production will flow through Cameron-
supplied equipment. By the end of 2008, more than 100 high-pressure,
critical service Christmas trees, with a total value in excess of $50 million,
will have heen delivered by Cameron in Qatar. In other parts of the Asia
Pacific/Middle East markets, new contracts have been signed to provide
standard equipment to PDO Oman, British Gas and BP in Oman, with a
totat value of approximately $40 million; more than 350 compact welthead
systems have been supplied to Total Indonesia since 2002: and Cameron
and its joint venture partner have added capacity in response to continued
growth in drilling activity in Saudi Arabia, where there are approximately
130 rigs active.

In Mexico, Cameron has historically been the primary supplier to Pemex
in its efforts to maintain and increase the country’s oil and gas production.
Now, aided by Cameron’s position as a preferred supplier to Schiumberger,
and Schlumberger's role as a primary consuliant to Pemex in its
tlevelopment efforts, Cameron's market share with Pemex is increasing.
As a result, an expansion program in Cameron’s Vera Cruz manufacturing
facility was initiated, and was completed in 2007, reducing cycle time and
improving process flow, and ensuring Cameron’s ability to continue as
Pemex’s primary supplier of surface equipmant,

Cameron’s North American presence includas four sarvice bases within the
Rocky Mountain region. Surface equipment demand inthis area is benefiting
from anincrease in unconventional gas activity and the potential for enhanced
market access as regional pipeling construction projects near completion.
In addition, operators are using Cameron technology to reduce rig time
and enhance safety performance while drilling multiple welts from pad
locations and conducting simultaneous operations on adjacent wells. As
a result, Cameron has seen meaningful increases in demand for related
surface equipment, and the operators are able to bring production
onstream mare quickly and efficientty, improving their overall rates of return.

SUBSEA SYSTEMS

Subsea Systems provides subsea wellheads, Christmas trees,
manifolds, and production controls to customers worldwide, from
basic tree orders to integraled solutions that require systems
engineering and project management as well as installation and
aftermarket support.

Ouring 2007, Cameron delivered approximataty 115 subsea trees, and
received orders for approximately 110. With arders for about 125 trees in
the year-end backlog, Cameran expects to deliver more than 120 subsea
trees and the associated manifolds, production centrols and other equipment
during 2008.

While concerns arose during 2007 about defays in subsea project awards
and the impact on capacity utilization and revenues for manufacturers
of subsea trees and related equipment, there is no indication that such
projects have a significant rislc of being cancelled. In fact, Cameron’s
internal forecasts indicate that there are as many potential awards
outstanding as there have ever been, and cancellations are unlikely unless
ail prices drop significantly. Cameron accounts for about 25 percent of all
the subsea trees ordered or installed in the global market, and does not
expect that share to change materially.

Subsea project deliveries continue

During 2007, Cameron completed delivery of the equipment for
Chevron’s Tahiti installation in the Gulf of Mexico. This $110 million project
included eight high-pressure/high-temperature trees, subsea production
contrals, manifolds, chokes and flowline connection systems. The contract
was awarded in late 2004, anc initial deliveries and installation began in
the third quarter of 2006.

Installation of equipment for Total’s Akpo project offshore Nigeria began
during the year. The initial $350 million contract was awarded in 2005,
and originally included 39 subsea wellheads and trees, production
controls, ten manifolds and a hrizental connection system. Another seven
wells were added to this development in late 2007, and the total vatue to
Cameron is now in excess of $500 million. The first phase of installation
included wellheads, trees and controls, and manifold installation began in
early 2008, with initial production expected to begin later in the year.




Brazifian market importance grows Long-term supply agreement portfolio expands

Capital investments add capacity, improve efficiency

Additional subsea project orders booked
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Jairo Paes, Macag, Brazil. Traimed leclivicians in Cameron's Macae facility perform
service, assembly and testing on a wide variaty of customers” squipment.




Florian Tegt, Celle, Germany. Cameron's subsea control modules, used in subsea
production systems, are assembled and tested to exacting standards in the Celle facility

20
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5, water depths and customer requirements, among others. As
A result of the ypes of mEEStments{ described ahove, Cameron’s general
) bUBSBH i ,e manufacterin capaeity has increased by appm)qmateiy 56

L ependlng on the specific products hemg provided,
and review, the first commereiat application of
. 411[ erectnc subs apraducnen system, CameronDC™, is expasted
o eplayed in Total's Kﬁf development in the Dutch North Sea in 2008, The
- systems infegration test process was gonducted as an open demonstration for
; . thebenelitiof several operators whe have expressedintgrestin the CameronDG
" system, szemn and a aumber of potentlal eustomers will clasely monttor
50 ang evaliate ihe perfermance of thF all-eleciric system versus traditional
=i subsea eq*npmem

m@m@mmm
| Camemrr has continued its efforts to develop subsea processing sofutions
o fielp eperators mamm;ze produétmn from subsea installations. While
c o subisea pro essmg, subsea separation and multiphase pumping systems,
separalely or in combinasion, are aot expected o be required in every
sulisea development project, Camejon is able to provide customars with
opﬂsms Hiat allow them {oladdress specailic needs for sueh services,
Purlng 13007, Cameron Irtroduced | CAMFORCE™, a collection of subsea
pmduets andsertices demg&ed*ie enhanoe prodictien from despwater
: wifertags include the multiphase boosting applications made possible
'S jolnk veniwe Witk Curliss-Weight EMD, as well as the separation
gW avalahble threugkg the Patrego Process Systems group.
L Cameron acqmrfed DES Operations Limited, an Aberdeen, Scotland-
based sy er of pmductmn enhaneément technetogy, and devemper of the

exlsting ﬂ velm:ments w:jeut dlSl’U tmg ex:stmg ﬂawhnes oF mfrastrueiuce

- applications on new subsea install huﬂs The patented MARS technemgy
received:d New Horzons (dea Award irom e Warld Oil Awards program i
2007, aned hay been used by a couple of Cameren's major cusiomers on
existing é hsea systenas ta improve production and generate cost savings.

FLOW'COMTROL
Gameso; Flawﬁommfl usiness prodices driling and production

- chokes, QWEHEQ acfuatta; for gate and balt vaives, for
Gameromand ofher industy | rs’ Eguipment.

Buiiag 2067, REW P0G i intigduetions m@uﬂedanaw subsea ﬁhemlcal

hydrosaik
new szaTaf

“Sea and for gas and

é :
Also in 2007, a mufti-siage surface control choke with the SILENCER™™

i was introduced. [This unigue ¢hoke valve is designed to address
naise and velocity confral issues in high pressure: drap and surge coniat
applications, and it expands Flow Conirol's exposure into specialized,
erilical service appliucaﬁcms bevend ihe Company's traditional markets.
Initiatives underakep in 2006, Including the introduction of a new
generation compact stbsaa ehoke, production of the AOP surface choke
ling in Houston ang [egtablishing LEDEEN® as a primary supplier of
quarter-turn actuators tg the entire industry (particularly North America),
all conisibuted to improved orler levels and revenue gains n 2007.
Shipments in the Flow Condrol business were up nearly 24 pereent
during 2007, with growth across all product lines. The challenge in 2008
will e ensiring that production capacity and seivice capability keep pace

! with demane {or each of these preduct lines, as the global market for 41
, Fow Control preducts js expected to continue 1o grow, with subsea aclivily

semaining one of the pritmary drivers.

PETRECO PROCESS SJ!STEMS
Petreco Process Sysfpms provides custom-engineered process

i packages to operators worldwide far separation and treatment of oil,

gas, water and sofids. |

In the oil production glnd refining industries, Pefreco is Known for ifs
proven, reliable separation products, and is considered to be the market
feader in separation| igchnology. lis global prodhuct offerings inclue
Peireco® electrostatic) dehydrators and desalters, WEMCO® gas flolation
systenis and Vortoil® ﬂleilﬂing hydrocyelones. During 2007, Petreco added
the patented Deep Bed kydremailon filfer, used for purification of eilfield-
produced water, to its produet line,

20607 marked the sf oconsecutiva year of record orders in thisbusiness,
a5 bookings increase h nearly 50 percent, driven primarily by projects En
fhe North Sea and Br@E . Significant orders received in 2007 included an

arder for gas treating equipment for Stateil-Hydro's Gjoa fistd ini the Norfh
riide sepasation products for installation on FPSD
vessels for Petrobras.,

Much of Petrecos 1 eremental business came from contracis for
the supply of MEG fono-ethylene glycolj Reclaiming Systems. These
instaliations use pate téd technology to fecover and punfy MEG, which
is used to inhibit hydr té formeation in gas production applications, In July
2007, Peireco eom sstaned ihe world's fargest MEG system, with a
total vaiue of appro stety $90 milflon, on the Independence Hub 920
platform in the Gulf of Mexico.

- Customer preferences and size {imitations often require that Patredo
supply its products as skid-maunted packages or rodular-buflt systems.

 {n August 2007, Peircoq compleled the largest order in its history, a $39
- saillion system for Peibbras’ P-53 project in Brazll. Shipped from ifs
Strigapere fabrication fabihty. the preject was comprised of three gas and

4il processing modules, Icolle( tivefy weighing more then 3,300 lons. -
Petreco also contslbltes is products and technology to 2 jeinteffori with

- Cameron’s Subsea S tems greup aimed at continuing develapment af

subsea processing so uﬁlens for customers.
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Cameron employees from the Colico facility on Lake Como, ifaly
L. io B. Bruno Pellegatta, Stefania Merlina. Sabiina Bordoli F
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istcar/Operating

Revenues
EBITDA

EBITDA (as a percent of revenues)
Capital expenditures

Orders

Backlog (as of year-end) ... 685.2

IgNTS (3 milions)

2007 2006
$1.177.9
198.2
16.8%
333
1,296.0

620.8

1,315.5

Cameron’s Ve ves & Meestremer (VEM) group s & ceding provider of veves and
eES.IETENt Sysiems primarty Jsed o contrel, drect and measume e fiow of of and gas as
They are Tiever from individue, welineads troug flow ines, gathering fres and ransmission
systerns to referes, perocherical ang ‘Mousirial ceniars for processing.

PRODUCTS —Valve offerings include gate valves, ball valves, butterfly
valves, ORBIT® valves, double block & bleed valves, plug valves,
globe valves, check valves, actuators, chokes, and aftermarket parts
and services. Measurement products include totalizers, turbine
meters, flow computers, chart recorders, ultrasonic flow meters and
sampling systems.

CUSTOMERS- Oil and gas majors,independentproducers,engineering
and construction companies, pipeline operators, drilling contractors
and major chemicat, petrochemical and refining companies.

ACQUISITIONS ENHANCE INTERNATIONAL EXPOSURE, PROFITABILITY
V&M's two major acquisitions—the PCC valve manufacturing businesses
in late 2004 and the On/Off valve businesses of Dresser, Inc. in late
2005—have generated measurable benefits on several fronts, including
validation of the Company’s role as a global supplier to energy markets.
More than half of V&M's orders have traditionally come from outside the U.S,
After the acquisitions, which have more than tripled V&M's orders and revenugs,
international customers still constitute a majority of the group’s business.
Further, the more comprehensive product portfolio has allowed the Company
to extend its reach into additional markets and also resulted in increasec
exposure for V8M's traditional product lines with an expanded customer base.

This broadened diversity in geographic reach and product lines will allow the
V&M group to minimize the impact of down cycles in the industry,

In addition to the benefits realized through the acquisitions, V&M has
continued to upgrade its manufacturing processes, including investment
in new machine tools and the application of Six Sigma-driven programs
aimed at increasing capacity, lowering labor and overhead costs and
reducing Jead times.

ENGINEERED VALVES
The Engineered Valves division provides large-diameter valves for use in
natural gas, LNG, crude oil and refined products transmission fines.

The greatest impact from the acquisition of the former Dresser
operations was in the Engineered Valves division. The related integration
and consolidation efferts were completed in the first quarter of 2007, and
the result was a significant reduction in operating costs and the creation
of an organization well-prepared to capitalize on the higher demand
environment. The added facilities boosted production capacity and
improved manufacturing efficiency.

Orders ingreased in 2007 on the strength of enhanced product offerings,
major project activity and solid performance in the base business of
the division. The primary markets for these products—pipelines, field
development and transmission projects—-are expected to continue to be
active through 2008,
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seifo, Cofico, ltaly. High-pressure subsea ball valves are assembled

on's Colico plant for use in offshore developments worldwide.
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Rgbotic weiding processes in Cameron's Colico, ltaly manufacturing lacilities ensure that
progucts c‘vnsr'sten!fy meet the Company's high standards of quality and reliability.
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DISTRIBUTED VALVES
Distributed Valve products are sold through distributor networks,
primarily for use in North American oif and gas markets.

Orders in the Distributed Valve division declined in 2007, as several
cusiomers entered the year with excess inventory, causing them to slow
their order pace, and the decling in the Canadian gas markets had a
dampening effect on orders as well. Revenues, however, remained fairly
constant throughaut the year, and were slightly above the 2006 levels.
Meanwhile, integration of product lines acquired In the Dresser transaction
into the Company's Oklahoma City operations was completed during the
year, and process enhancements undertaken during the integration have
improved the efficiency and profitability of this business.

Activity in Digtributed Valves has historically followed the North American
119 count and related spending by oil and gas operators, Progress was made
during 2007 on pursuing opportunities in domestic industrial markets,
including HVAC, power generation, food and beverage, chemical and
petrochemical applications, with certain high-performance valve offerings,
This added exposure may help offset any potential softness in North
American natural gas markets during 2008.

PROCESS VALVES ‘

Process Valves are used in critical service applications that are subject
lo extreme conditions, including refinery, chemical and petrochemical
processing businesses and for associated storage terminal
applications such as liquid products and LNG.

While LNG liquefaction orders, as expected, were softer in 2007, other
imternational markets for this business remained active during the year.
Process Valves booked several relatively large orders for ORBIT brand
applications in 2007, primarily for gas processing and gas-to-fiquids
facifities ih the Middle East, the Asia-Pacific region and China. Project
activity, particularly in international markets, is expected to continue
in 2008, providing opportunities for the Process Valves division to book
additional orders.

MEASUREMENT SYSTEMS

Measurement Systems designs, manufactures and distributes
insfrumentation used in the measurement and control of pressures,
femperatures, levels and flows.

The division's four main product lines, NUFLO™, BARTON®, CALDON®
and CLIF MOCK™, are noted for their accuracy and durability. In 2007,
Measurement Systems acquired a range of products and the intellectual assets
of PRIME Measurement Products, which has been a supplier to Measurement
Systems. The transaction gives VAM a stronger position in differential pressure
{DP} sensing techinology, (a core strength of much of the division’s mechanical
products), and wifl provide additional production capacity.

Measurement Systems' revenues are closely aligned with onshore
North American oil and gas aclivity, especially in the upstream production
markets, and benefited from sustained rig activity and spending from oil
and gas operators in the U.S. during 2007. Natural gas-producing areas
such as the Barnett Shale in Central Texas and coalbed methane fields in
the Eastern U.S. were particularly active, while demand in Canada declined
with the markets.

AFTERMARKET SERVICES

Aftermarket Services provides OEM parts, repair, field service, asset
management and remanufactured prodict to customers, particularly
in support of the installed base of equipment originally sold under the
numerous brands within Cameron’s expanded V&M businesses.

In 2007, V&M acquired Paradigm Valve Services, adding two new locations
to the roster of field service centers, and providing new aftermarket product
offerings and service capatylities. Paradigm is particularly strong in the
chemical, petrochemical and refining segments of the valve repair business.

In addition to the Paradigm acquisition, three new service locations were
added, two in the U.S. and one to serve international custemers; and an
expansion of the Company's Housten aftermarket facilities was completed,
adding needed capacity in support of the large installed base of Cameron
legacy products in the Gulf Coast region.
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Cameron employees from fhe'Beijing Compression office on the Greal Wall.
L fo R. David Wu, Lily Fan and Sherry Shen.
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Cameron's Compression Systems group is an established provider of reciprocating
compression equipment and related aftermarket parts and services for the oil and gas industry,
and also manufactures and supplies integrally geared centrifugal compressors and aftermarket
services to customers worldwide. The Reciprocating Compression division markets its products
and services under the AJAX®, SUPERIOR®, COOPER-BESSEMER®, TSI®, TEXCENTRIC®,
ENTERPRISE™ and CSI™ brand names, while the Centrifugal Compression division markets its
products and services under the MSG®, TURBO-AIR® and JOY™ brand names.

Reciprocating Compression benefits from return to selected
engine markets

Activity levels, pricing drive margin improvement

Centrifugal business sees growth internationally and in product
line diversity

Order gains refiect greater international exposure




statistical/Operating Highlights ($ milions)

2007 2006 2005

REVENLIES ..o 1$505.6 $452.0 $384.9

. EBITDA oo, 90.2 586 421
h, EBITDA (as a percent of ravenues) .....ccocveivveiiinn, 17.8% 13.0% 10.9%

Y Capital expenditires ..., 228 205 73

OFLBIS oot 6548.7 521.3 449.8

Backlog (as of year-end) ..., 380.1 248.9 i83.2

Jimmy Tang, General Manager, Asia Pacificsoversess the Company's

growing sales of compression equipment inlto the Chinese markets.
- 31
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Singepore has become an important regional and ¢ global fuib for economic development in all industries, inchiding
me_energy sector. and is the home of one of Cameron's largest surface equipment manuf?crunng facitities.
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Managsment's Discussion and Analysis of Results of Operations and
Financial Condition of Cameron International Corporation

The following discussion of Cameran International Corporation's (the Company or Cameron) historical results of operations and financial condition
should be read In conjunction with the Compary's consolidated financial statements and notes thersto included elsewhere in this Annual Report.
All per share amounts included in this discussion are based on diluted shares outstanding and have been revised to reflect the 2-for-1 stock split
effective December 28, 2007,

Overview

Cameron is a provider of flow equipment products, systems and services to worldwida oil, gas and process industries. The Company's
operations are organized into three business segments — Drilling & Production Systems (DPS), Valves & Measurement (V&M) and Compression
Systems (CS).

Based upon the amount of equipment installed worldwide and available industry data, DPS is one of the world's leading providers of systems and
equipment used to control pressures, direct flows of oil and gas wells and separate oil and gas from impurities. DPS's products are employed in a wide
variety of aperating environments including basic onshore fields, highly complex onshore and offshore environments, deepwater subsea applications
and ultra-high temperature geotharmal operations. DPS's products include surface and subsea production systems, blowout preventers (BOPs),
drilling and production control systems, oil and gas separation equipment, gate valves, actuators, chokes, wellheads, driling riser and aftermarket
parts and services. DPS's customers include oif and gas majors, national oil companies, independent producers, engineering and construction
companies, driling contractors, rental companies and geothermal energy producers. Based upon the amount of equipment installed worldwide and
available industry data, V&M is z leading provider of valves and measurement systems primarily used to control, direct and measure the flow of oil
and gas as they are moved from individual weltheads through flow lines, gathering lines and transmission systems to refineries, petrochemical plants
and industrial centers for processing. V&M's products include gate valves, ball valves, butterfy valves, Orbit® valves, double block and bleed valves,
plug valves, globe valves, check valves, actuatars, chokes and aftermarket parts and services. Measurement products include totalizers, turbine
meters, flow computers, chart recorders, ultrasonic flow meters and sampling systems. V&M's customers include ofl and gas maars, independent
producers, engineering and construction companies, pipeline operators, drilfing contractors and major chemical, petrochemical and refining
companies. CS provides reciprocating and integrally geared centrifugal compression equipment and related aftermarket parts and services. The
Company's compression equipment is used by gas transmission companies, compression leasing companies, oil and gas producers and processors,
intependent power praducers, petrochemical and refining companies, natural gas processing companies, durable goods manufacturers, utilities, air
separation and chemical companigs.

Revenues for the years ended December 31, 2007, 2006 and 2005 were generated from shipments to the folfowing regions of the warld (dollars
in mitlions):

Region 2007 2006 2005
North America $ 17410 $ 16735 $ 11459
South America 307.7 301.2 1418
Asia, including Middle East 970.9 693.3 486.8
Africa 614.9 471.8 348.2
Europe 9477 525.7 3594
Other 84.2 774 35.7
$ 4,666.4 $ 37429 $ 25178

In addition to the historical data contained herein, this Annuat Report, including the information set forth in the Company's Management’s
Discussion and Analysis and elsewhere in this report, may include forward-looking statements regarding future market strength, order levels,
revenues and eamings of the Company, cash generated from operations, capitat expenditures and the use of existing cash balances and future
anticipated cash flows made in refiance upon the safe harbor provisions of the Private Securities Litigation Reform Act of 1995. The Company’s
actual results may differ materially from those described in any forward-looking statements. Any such statements are based on current expectations
of the Company's performance and are subject to a variety of factors, some of which are not under the control of the Company, which can affect the
Company's results of operations, liquidity or financial condition. Such factors may include overall demand for, and pricing of, the Company's products;
the size and timing of orders; the Company’s ability to successfully execute large subsea and driliing projects it has been awarded; the Company's
ability to convert backlog into revenues on a timely and profitable basis; the impact of acquisitions the Company has made or may make; changes in
the price of (and demand for) ¢il and gas in both domestic and international markets; raw material costs and availability; political and social issues
affecting the couniries in which the Company does business; fluctuations in currency markets worldwide; and variations in globa! economic activity. In
particular, current and prejected oil and gas prices historically have generally directly affected customers’ spending levels and their related purchases
of the Company's products and services. Additionally, changes in il and gas price expectations may impact the Company’s financial results due to
changes in cost structure, staffing and spending levels. See additional factors discussed in “Factors That May Affect Financial Condition and Future
Results™ contained herein.
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Because the information herein is based solely on data currently available, it ts subject to change as a result of, among other things, changes in
conditions over which the Company has no control or influence, and should not therefore be viewed as assurance regarding the Company’s future
performance. Additionally, the Company is not obligated to make public indication of such changes unless required under applicable disclosure rules
and regulations.

The Company's discussion and analysis of its financial condition and results of operations are based upon the Company's consolidated financiaf
statements, which have been prepared in accordance with accounting principles generally accepted in the United States. The preparation of these
financial statements requires the Company to make estimates and judgments that affect the reported amounts of assets, liabilities, revenues and
expenses, and related disclosure of contingent assets and liabilities. On an ongoing basis, the Company evaluates its estimates, including those
related to warranty obligations, bad debts, inventories, intangible assets, assets held for sale, exposure to liquidated damages, income taxes, pensions
and other postretirement benefits, other employee benefit plans, and contingencies and litigation. The Company bases its estimates on historical
experience and on various other assumptions that the Company befieves are reasonable under the circumstances. Actual resutts may differ materially
from these estimates under different assumptions or conditions.

Critical Accounting Policies

The Company believes the following critical accounting policies affect the more significant judgments and estimates used in the preparation of
its consolidated financial statements. These policies and the other sections of the Company’s Management’s Discussion and Analysis of Results of
Operations and Financial Condition have been reviewed with the Company’s Audit Committee of the Board of Directors.

Revenue Recognition — The Company generally recognizes revenue once the following four criteria are met: (i) persuasive evidence of an
arrangement exists, (i} delivery of the equipment has occurred or services have been rendered, (i) the price of the equipment or service is fixed
and determinable and (iv) collectibility is reasonably assured. For certain engineering, procurement and construction-type contracts, which typically
include the Company's subsea and drilling systems and processing equipment contracts, revenue is recognized in accordance with Statement of
Position 81-1, Accounting for Performance of Construction-Type and Certain Production-Type Contracts (SOP 81-1). Under SQP 81-1, the Company
recognizes revenue on these contracts using a units-of-completion method. Under the units-of-completion method, revenue s recogrized once
the manufacturing process is complete for each piece of equipment specified in the contract with the customer, including customer inspection and
acceptance, if required by the contract. Approximately 21%, 17% and 13% of the Company's revenues for the years ended December 31, 2007,
2006 and 2005, respectively, was recognized under SOP 81-1.

Allowance for Doubtful Accounts — The Company maintains allowances for doubtful accounts for estimated losses that may result from the
inability of its customers to make required payments. Such allowances are based upon several factors including, but not limited to, historical
experience, the length of time an invoice has been outstanding, responses from customers relating to demands for payment and the current and
projected financial condition of specific customers, Were the financial condition of a customer to deteriorate, resulting in an impairment of its ability
to make payments, additional allowances may be required. See Note 3 of the Notes to Consolidated Financial Statements for additional information
relating to the Company's allowance for doubtful accounts.

Inventories — The Company’s aggregate inventories are carried at cost or, if lower, net realizable value. Invenitories located in the United States
and Canada are carried on the last-in, first-out {LIFO) method. inventories located outside of the United States and Canada are carried on the first-in,
first-out (FIFQ) method. The Company provides a reserve for estimated obsolescence or excess quantities on hand equal to the diféerence between
the cost of the inventory and its estimated realizable value. The future estimated realizable value of inventory is generally based on the historical
reafized value of inventory that has not had recent customer demand. The Company ages its inventory with no recent demand and applies various
valuation factors based or the number of years since the last demand from customers for such material. If future conditions cause a reduction in the
Company's current estimate of realizable value, cus to a decrease in customer demand, a drop in commodity prices or other market-refated factors
that could influence demand for particular products, additional provisions may be required. Additional information relating to the Company's allowance
for obsolete and excess inventory may be found in Note 4 of the Notes to Consolidated Financial Statements.

Goodwill— The Company reviews the carrying value of goodwill in accordance with Statement of Financial Accounting Standards No. 142, Goodwil
and Other Intangible Assets (SFAS 142), which requires that the Company estimate the fair value of each of its reporting units annually and compare
such amounts to their respective book values to determing if an impairment of goodwill is required. For the 2007, 2006 and 2005 evaluations, the
fair value was determined using discounted cash flows or other market-related valuation models. Certain estimates and judgments, including future
gamings and cash flow levels, future interest rates and future stock market valuation levels, are required in the application of the fair value modets.
Based upon each of the Company's annual evaluations, no impairment of goodwill was required. However, should the Company’s estimate of the fair
value of any of its reporting units decline dramatically in future periods, due to changes in customer demand, market activity levels, interest rates or
other factors which would impact future earnings and cash flow or market valuation levels, an impairment of goodwill could be required. Additional
information relating to the Company’s goodwill may be found in Note 5 of the Notes to Consolidated Financial Statements.

Product Wamranty — The Company provides for the estimated cost of product warranties at the time of sale based upon historical experience, or, in
some cases, when specific warranty problems are encountered. Should actuat product failure rates or repair costs differ from the Company’s current
estimates, or should the Company reach a settlement for an existing warranty claim in an amount that is different from what has been previously
estimated, revisions to the estimated warranty liability would be required. See Note 6 of the Notes to Consolidated Financial Statements for additional
details surrounding the Company's warranty accruals.

Contingencies — The Company accrues for costs relating to litigation, including litigation defense costs, claims and other contingent matters,
including liquidated damage liabifities, when such liabilities become probable and reasonably estimable. Such estimates may be based on advice
from third parties, amounts Specified by contract, amounts designated by legat statute or on management's judgment, as appropriate. Revisions to
contingent liability reserves are reflected in income in the period in which different facts or information become known or circumstances change that




affect our previous assumptions with respect to the likeiihood or amount of loss. Amounts paid upon the ultimate resolution of contingent liabilities
may be materially different from previous estimates and could require adjustments to the estimated reserves to be recognized in the period such new
information becomes known,

Deferred Tax Assets — The Company records a valuation allowance to reduce its deferred tax assets to the amount that is more likely than not to
be realized. The Company has considered all available evidence in assessing the need for valuation allowances, including future taxable income and
ongoing prudent and feasible tax planning strategies. Accordingly, the Company has recorded valuation allowances against certain of its deferred
tax assets as of December 31, 2007. In the event the Company were to determine that it would not be able to realize all or a part of its deferred tax
assets in the future, an adjustment to the valuation allowances against these deferred tax assets would be charged to income in the period such
determination was made.

The Company also considers all unremitted earnings of its fareign subsidiaries, except certain amounts primarily earned before 2003 and amounts
previously subjected to tax in the U.S., to be permanently reinvested. Should the Company change its determination of earnings that it anticipates are
to be remitted, it may be required to change the amount of deferred income taxes that are currently recorded.

Pension and Postretirement Benefits Accounting— The Company follows the provisions of Staternent of Financial Accounting Standards No. 158,
Employers' Accounting for Defined Benefit Pension and Other Postretirement Plans (SFAS 158) with regard to recognition of the funded status of
its defined benefit pension and other postretirement benefit plans in its Consolidated Balance Sheets. The Company currently uses a measurement
tate of December 31 for its defined benefit pension plans. The Company expects to adopt the measurement date provisions of SFAS 158 for its
postretirement benefit plans when required in 2008. No material impact on the Company’s consolidated financial statements is expected for the
planned change in the measurement date of the postretirement benefit plans to December 31, 2008. SFAS 158 did not change the basic approach
used by companies to measure pian assets, benefit obligations and annual net periodic benefit casts. These issues are expected to be addressed by
the Financial Accounting Standards Board (FASB) at a later date. Accordingly, the Company continues to follow the provisions of Statement of Financial
Accounting Standards No. 87, Employers’ Accounting for Pensions (SFAS 87) and Statement of Financial Accounting Standards No. 106, Employers'
Accounting for Postretirement Benefits Other Than Pensions (SFAS 106} in measuring its plan assets and benefit obligations as of December 31,
2007 and 2006 and in determining the amount of its net periodic benefit costs for the years ended December 31, 2007, 2006 and 2005,

The assumptions used in calgulating the pension amounts recognized in the Company’s consolidated financial statements include discount rates,
interest costs, expected return on plan assets, retirement and mortality rates, inflation rates, salary growth and other factors. The Company bases the
discount rate assumptions of its defined benefit pension plan in the United Kingdom on the average yield of a hypothetical high-quality bond portfolio
{rated AA- or better) with maturities that approximately match the estimated cash flow needs of the plan. Due to the Company's announced intention
in 2007 to terminate its defined benefit pension plans in the United States, the discount rate for those plans has been based on current high-guality
short-term investment yields eamned by plan participants on their cash balance accounts in the plans. The Company's inflation assumption is based
on an evaluation of external market indicators. The expected rate of retum on plan assets is based on historical experience and estimated future
investment returns taking into consideration anticipated asset allocations, investment strategy and the views of various investment professionals.
Retirement and mortality rates are based primarily on actuarial tables that are thought to approximate our actual plan experience. In accordance
with SFAS 158, actual resutts that differ from these assumptions are recorded in accumulated other comprehensive income and amortized over
future periods and, therefore, generally affect recognized expense and the recorded obligation in fulure periods. While the Company believes the
assumptions used are appropriate, differences in actual experience or changes in assumptions may affect the Company’s pension obligations and
future expense.

A significant reason for the increase in pension expense since 2002 is the difference between the actual and assumed rates of return on plan
assets in prior years. During 2001 and 2002, the Company’s pension assets earned substantially less than the assumed rates of return in those
years. In accordance with SFAS 87, the difference between the actual and assumed rate of return is being amortized over the estimated average
period to retirement of the individuals in the plans. In 2004, 2005 and again in 2007, the Company lowered the assumed rate of return for the assets
in these plans. The plans earned more than the assumed rates of return in 2007, 2006 and 2005 and stightly less than the assumed rate of return
in 2004.

As indicated above, during 2007, the Company announced its intention to terminate its U.S. defined benefit pension plans. In conmection with a
curtailment of future benefits from these plans, effective as of December 31, 2007, and a settlement during 2007 of certain existing abligations of
the plans, the Company recorded a $35.7 million charge for the year in its consofidated resuits of operations. An additional charge of approximately
$26.4 million is expected to be recognized in late 2008 or early 2009, depending on the timing of the final regulatory approval of the termination and
the settlement of the remaining obligations of the plans.

The following table illustrates the sensitivity to a change in certain assumptions used in (i) the calculation of pension expense for the year ending
Oecember 31, 2008 and (i} the calcutation of the projected benefit abligation (PBO) at December 31, 2007 for the Company’s pension plans:

Increase (decrease) Increase {decrease)
in 2008 Pre-tax in PBO at

{dallars in millions) Pension Expense December 31, 2007
Change in Assumption:
25 basis point decrease in discount rate $ 14 $ 151
25 hasis point increase in discount rate $ (1.3 $ (144
25 basis point decrease in expected return on assets $ 10 —
25 basis point increase in expected return on assets $ (08 —
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Financial Summary -
The following table sets forth the consolidated percentage relationship to revenues of certain incorne statement items for the periods presented:
Year Ended December 31,

2007 2006 2005
Revenues 100.0% 100.0% 100.0%
Costs and expenses:
Cost of sales {exclusive of depreciation and amortization shown separately below) 69.5 69.5 713
Selling and administrative expenses 124 141 15.2
Depreciation and amortization 24 2.7 3.1
interest income (0.7) 0.7 {0.5)
Interest expense 0.5 0.5 0.5
Charge for pension plan termination 08 — —
Acquisition integration costs — 0.8 —
Total costs and expenses 84.9 86.9 89.6
Income before income taxes 15.1 1341 104
Income tax provision {4.4) {4.6) (3.6
Net incgme 10.7% 8.5% 6.8%
Results of Operations

Consolidated Results — 2007 Compared to 2006

The Company’s net income for 2007 totaled $500.9 million, or $2.16 per diluted share, compared to $317.8 million, or $1.36 per diluted share in
2006. The results for 2007 include {i) a pre-tax charge of $35.7 million associated with a decision to terminate the Company’s U.S. defined benefit
pension plans made in 2007 and (ii) reductions in the income tax provision of $34.1 million for certain discrete items during the year, including (a) a
reduction of $16.1 million based on a change in the estimated utilization of certain foreign tax credits in the United States, (b) a reduction of $5.7 million
for resolution of an international contingency relating to transfer pricing, (c) a reduction of $5.5 million in an international valuation allowance based
on estimated usage of certain foreign net operating loss carryforwards, (d) a reduction of $5.1 million based on a change in the estimated utilization
of certain foreign tax deductions iocally resulting from changes in estimated earnings internationally, (¢) a reduction in deferred taxes of $1.8 million
due to changes in statutory tax rates in certain internationa! jurisdictions and (f) adjustments to other tax accruals and valuation aflowances, which
reduced income tax expense by $6.2 million. These reductions were partially offset by an increase of $6.3 miilion to the Company's tax accruals based
on changes in the estimated recoverability of certain foreign local tax benefits. The results for 2006 included pre-tax charges of $29.6 million for
acquisition integration activities associated with the aperations of the Flow Control segment of Dresser, Inc. that were acquired in late 2005 and early
2006 (the Dresser Acquired Businesses). Additionally, the Company recorded a pre-tax charge of $17.5 million in 2008, for the anticipated cost of the
settlemnent of a class action lawsuit related to contaminated underground water near a former manufacturing facility in Houston, Texas. These charges
were partially offset by a pre-tax foreign currency gain in the second quartsr of 2006 of $10.0 million, primarily relating to short-term intercompany
loans made to the Company's European subsidiaries in connection with the acquisition of the Dresser Acquired Busingsses.

Revenues

Revenues for 2007 totaled $4.7 billion, an increase of $923.5 million, or 24.7%, from $3.7 billion during 2008. Excluding the effects of a weaker
U.S. dollar against most other major warld currencies and the impact of recent acquisitions, revenues were up approximately 21.3% with the DPS
segment accounting for nearly 87% of the remaining increase. The V&M and CS segments also showed year-over-year improvements in revenues,
although at more modest levels than in DPS, which benefited from current-year shipments relating to the high tevel of driliing orders received in 2006
for new rig construction projects as well as higher demand, mainty from international customers, for the segment's surface and subsea product
offerings. A further discussion of revenue by segment may be found below.

Cost and Expenses

Cost of sales {exclusive of depreciation and amortization) for 2007 totaled $3.2 billion, an increase of $641.2 million, or 24.7%, from $26
billion for 2006. As a percent of revenues, cost of sales (exclusive of depreciation and amortization) was flat at 69.5% for both years. Although the
ratio of cost of sales to revenues was flat year-over-year, there was a decrease in the ratio of cost of sales to revenues for the Company's products
during 2007 resulting from (i) improved pricing and cost controls at V&M and CS, the effect of which was mosily offset by the impact of shipments
of major driling and subsea projects at DPS which carry a higher cost of sales to revenue ratio than the segment’s base driling and subsea
businesses (approximately a 0.2 percentage-point decrease) and (i} the application of relatively fixed manufacturing overhead to a larger revenue
base (approximately a 0.3 percentage-point decrease). Offsetling these improvements was (i) the absence In 2007 of LIFO income totaling $2.1
million recognized in 2006 in refation to a decrease in inventory levels that year in the CS segment (approximately a 0.1 percentage-point increase)
and (ii) the absence of foreign currency gains recognized in 2006, net of foreign currency losses recognized in 2007, totaling $14.8 million, which




primarily related to intercompany loans the Company has with various foreign subsidiaries that are denominated in currencies other than the U.S.
dollar {approximately a 0.4 percentage-point increase).

Sefling and administrative expenses for 2007 were $577.6 million as compared to $528.6 million in 2006, an ingrease of $49.0 million, or 9.3%.
The increase is due primarily to (i) higher salary, benefit, travel and other employee-related costs of approximately $51.6 million resulting mainly from
headcount increases and higher activity levels, (ii) higher non-cash stock compensation costs totaling $5.8 million, (i) $9.7 million of higher lega
and professional services primarily relating to litigation and compliance-related activities, (iv) $2.8 million relating to newly acquired businesses and {v)
$1.1 million for plant consolidation and restructuring costs in the CS segment. Offsetting these increases was (i) a $5.8 million one-time reduction in
pension expense refating to one of the Company’s non-U.S. defined benefit pension plans and (i) the absence in 2007 of a 2006 provision of $17.5
million for the estimated cost of settlement of a class action lawsuit related to environmental contamination near a former manufacturing facility.

Depreciation and amortization expense totaled $109.8 million for 2007, an increase of $8.4 million from $101.4 millign in 20086. The increase
was primarily attributable to the higher level of capital spending in recent periods for machinery and equipment and the Company's enterprise-wide
technology assets.

Interest income for 2007 was $30.7 million as compared to $26.9 million in 20086, an increase of $3.8 million. The increase is primarily attributable
to higher invested cash balances for 2007 as compared to 2008,

[nterest expense incurred during 2007 totaled $23.3 million, an increase of $2.6 million from $20.7 million for 2006, The increase is primarily
due to the full-year impact in 2007 of interest on $500.0 million of 2.5% debentures issued in May 2008, which amounted to an approximate $5.5
million increase in interest expense in 2007. This increase was partially offset by the repayment of $200.0 million of 2.65% senior ttotes in April
2007, which lowered interest expense by approximately $3.1 million during 2007 as compared to 2006.

During 2007, the Company announced its intention to terminate its U.S. defined benefit pension plans. In connection with a curtailment of future
benefits from these plans, effective as of December 31, 2007, and a settlement during 2007 of certain existing obligations of the plans, the Company
recorded a $35.7 million charge for the year. Further information relating to termination of the Company's U.S. defined benafit pension plans may be
found in Mote 7 of the Notes to Consolidated Financial Statements,

During 2006, acquisition integration costs totaling $29.6 million were incurred in connection with the integration of the Dresser Acquired
Businesses primarily into the operations of the V&M segment. Approximately $10.5 million of the costs refates to non-cash asset impairment charges
and $4.2 million relates to employee severance at a legacy facility being closed as a result of the acquisition. The remaining costs were for employee
stay bonuses, employse relocation, plant rearrangement, plant and facllity consolidation and other integration costs (see Note 2 of the Notes to
Consolidated Financial Statements).

The income tax provision for 2007 was $207.6 million compared to $170.8 million in 2006. The effsctive 1ax rates for 2007 and 2006 were
29.3% and 34.9%, respectively. The decrease in the effective tax rate for 2007 was grimarily attributable to adjustments during the year totafing
$34.1 million, as described above, and an increased amount of full-year income in lower tax rate jurisdictions.

Segment Results — 2007 Compared to 2006
Information relating to results by segment may be found in Note 14 of the Notes to Consolidated Financial Statements.
DPS Segment

Year Ended December 31, Increase
{dollars in millions) 2007 2006 $
Revenues $ 28871 $ 21131 $ 7740 36.6%
income before income taxes $ 4988 $ 3647 $ 1341 36.8%

DPS segment revenues for 2007 totaled $2.9 billion, an increase of $774.0 million, or 36.6%, compared to $2.1 billion in 2006. Sales of drilling
equipment increased approximately 97%, surface sales were up over 28% and subsea equipmant sales increased approximately 23% while sales of
0il, gas and water separation applications were down by nearly 7%. Nearly two-thirds of the increase in drilling sales is attributable to the higher level of
new major rig construction projects with the remainder due to increased shipments of blowout preventers (BOPs) for land and jack-up rigs and higher
sales of aftermarket parts and services. Nearly 4% of the growth in sales of surface equipment was the result of the impact of a weaker U.S. dollar in
relation to other major world currencies during 2007 in comparison to 2006, with nearly 60% of the remaining increase due targely to strong demand
from customers in the European, African and Caspian Sea regions. Other major regions of the world, except Canada, also showed higher activity
fevels and demand for surface equipment during 2007. Nearly one-fifth of the increase in subsea equipment sales in 2007 was due to the effects of
a weaker U.S. dollar with the remaining increase due mainly to shipments for farge projects offshore West Africa. Excluding the effects of a weaker
U.S. dollar, sates of oil, gas and water separation applications declined nearly 11% due primarily to the absence in 2007 of revenues recognized in
2006 associated with an oil separation application to be used on a floating offshore storage platform offshore Brazil. This impact was partially offset
by higher activity levels in 2007 for water treatment projects.

Income before income taxes for 2007 totaled $498.8 millien as compared to $364.7 million in 2008, an increase of $134.1 million, or 36.8%, which
was in ling with the increase in revenues as discussed above. Cost of sales as a percent of revenues increased from 70.0% in 2006 io 71.8% in 2007,
The increase was due primarily to (i} an increase in the ratio of cost of sales to revenues for the segment’s products, due fargely to higher shipments
of major driling and subsea projects, which carry a higher cost of sales-to-revenue ratio than the segment’s base drilling and subsea businesses
(approximately a 1.7 percentage-point increase), (i) higher subcontract costs, mainly at international locations (a 0.2 percentage-point increase) and
{iii) an increase in warranty costs in 2007 compared to 2006 (a 0.3 percentage-point increase). These increases were partially offset by a change order
agreed to with one of the Company’s major subsea customers in late 2007 {a 0.4 percentage-point decrease).
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Selling and administrative costs for 2007 fotaled $260.7 miltion, an increase of $44.6 million, or 20.7%, from $216.0 million in 2006. Increased
headcount levels, including the associated salary, benefit, travel and other personnel-related costs acceunted for over three-fourths of the increase
with the remainder due primarily to higher facility costs and activity levels needed to suppart the expansion of the Gompany’s business.

Depreciation and amortization expense for 2007 was $55.9 miflion, an increase of $3.1 million, or 5.9%, from $52.8 million in 2006. The increase
is due primarily 0 higher depreciation of machinery and equipment due to increased levels of capital spending in recent periods.

Acquisition integration costs totaling $0.3 million associated with a product line addition from the Dresser Acquired Businesses were incurred by
DPS in 2006. ’

V&M Segment

Year Ended December 31, Increase
{dollars in milliens) 2007 2006 $ %
Revenues $ 11,2737 $ 11779 $ 958 8.1%
Income before income taxes $ 2680 $ 1675 $ 1005 60.0%

Revenues of the V&M segment totaled $1.3 billion for 2007, an increase of $95.8 million, or 8.1%, from $1.2 billian in 2006. Over 40% of the
increase in revenues was attributable to a weakening U.S. dollar, with product line acquisitions during 2007 adding another $6.9 million to the year-
over-year change. Excluding the effects of the weaker U.S. dollar and product line acquisitions during 2007, sales to customers in the process markets
accounted for over 80% of the increase in revenues due largely to current-year shipments resulting from strong order levels in late 2006, driven
largely by new liquefied natural gas (LNG) projects internationally and refinery upgrades. The remainder of the increase was largely related to higher
aftermarket revenues driven largely by higher demand from customers in North America and West Africa for parts and services. A 4% decrease in
sales of measurement preducts caused mainly by weakness in the Canadian markets was mostly offset by a 2% increase in shipments of distributed
products resulting from high beginning-of-the-year backlog and capacity increases during the year. Engineered vaive shipments were down 1% mainly
due to delivery of certain lower-value products included in the acquired backlog of the Dresser Acquired Businesses in South America.

Income before income taxes totaled $268.0 million in 2007, an increase of $100.5 million, or 60.0%, from $167.5 million in 2006. Cost of sales
as a percentage of revenues declingd from 68.0% in 2006 to 64.2% in 2007. The improvement in the ratio is primarily the result of (i) lower cost of
sales as a percent of revenues for the segment’s products due largely to improved pricing in the engineered, distributed and process valve product
lines, the absence in 2007 of shipments made in 2008 of certain higher-cost products acquired as part of the acquisition of the Dresser Acquired
Businesses in late 2005 and a mix shift to higher sales of pracess vatves and aftermarket parts and services, which have a lower cost of sales-
to-revenue ratio as compared to the segment's other praduct lines {approximately a 3.6 percentage-point decrease) and (ii) lower warranty costs
{approximately a 0.2 percentage-point decreass).

Selling and administrative expenses for 2007 totaled $157.3 million, an increase of $5.8 million, or 3.9%, from $151.5 million in 2006.
Approximately $2.8 million of the increase is due to newly acquired businesses during 2007 with the remaining increase largely attributable to the
effects of a weaker LL.S. doltar against most other major world currencies.

Depreciation and amartization in the V&M segment decreased by $0.7 million, from $30.7 million in 2006 to $30.¢ mitlion in 2007, primarily as
a result of the consolidation of certain facilities that occurred during 2006,

V&M incurred $26.8 miflion of acquisition integration costs in 2006 as a result of integrating the Dresser Acquired Businesses into the segment's
operations. These costs are deseribed in “Consolidated Results - 2006 compared to 2005".

CS Segment

Year Ended December 31, Increase
{dollars in millions) 2007 2006 $ %
Revenues $ 5058 $ 4520 $ 536 1.9%
Income hefore income taxes & 765 $ 457 $ 308 67.5%

CS segment revenues for 2007 totaled $505.6 million, an increase of $53.6 million, or 11.9%, from $452.0 million in 2006. Sales of reciprocating
compression equipment were up nearly 11% in 2007 while sales of centrifugal compression equipment climbed nearly 17%. Over one-half of the
increase in the reciprocating product line was due to an 8% increase in sales of aftermarket parts and services, which resulted from a high backlog
level at the beginning of the year coupled with strong demand from customers who have been maintaining their equipment at high utilization levels
to take advantage of currently high natural gas prices. Additionally, sates of Ajax units, primarily to domestic lease fieet operators, cimbed nearty
16% and shipments of Superior Compressors were up almost 19% in 2007 as compared to 20086, primarily due to large shipments o customers in
Eastern Europe. Shipments of Engineered Air equipment, primarily to customers in the Far East, accounted for a Jarge portion of the 18% increase
in this product line. Deliveries of Plant Air equipment to domestic and Middle Eastern customers accounted for a large portion of the 9% increase in
sales of this product line during 2007. Additionally, higher demand for spare parts, an increase in the number of service technicians and the start-up
of a new business invelving non-original equipment manufacturer upgrades and contract maintenance services all contributed to & 20% increase in
revenues for the Centrifugal aftermarket business during 2007,




income before income taxes for the CS segment totaled $76.5 million in 2007, an increase of $30.8 million, or 67.5%, from $45.7 million in 2008,
Cost of sales as a percent of revenues declined from 72.7% in 2006 {0 69.3% in 2007. The improvement in the ratio is primarily due to (i} lower
subcontract variances in 2007 and benefits obtained from efforts to source raw materials from lower cost international suppliers, as well as greater
absorption of factory indirect costs due to higher volumes, fargely contributing to a 2.6 percentage-point decrease in the ratio and {i) the apptication
of relatively fixed manufacturing overhead to a larger revenue base (approximately a 1.4 percentage-point decrease). These improvements were
partially offset by the absence in 2007 of LIFO income totaling $2.1 millien recognized in 2006 in relation to a dacrease in inventory tevels that year
{approximately & 0.5 percentage-point increase).

Selling and administrative expenses for 2007 totaled $64.9 million, an increase of $2.8 million, or 4.6%, from $62.1 million in 20086, Approximately
$1.1 miliion of the increase was due to plant consolidation and restructuring costs during 2007 with the remainder largely attributable to higher
headcount and other employee-related costs associated with increased business activity levels.

Depreciation and amortization expense totaled $13.7 million in 2007 compared to $13.0 million in 2008, an increase of $0.7 million. Higher levels
of capital spending and higher internally allocated amortization expense associated with the Company's capitalized enterprise-wide software systems
accounted for the majority of the increase.

Acquisition integration costs of $2.5 million were incurred by CS during 2006. The costs relate to the relocation of certain CS facilities into one of
the locations acquired in connection with the acguisition of the Dresser Acquired Businesses.

Corporate Segment

The Corporaie segment’s loss before income taxes for 2007 totated $134.8 million, an increase of $45.5 million from $89.3 million in 2006.
The primary factors causing the increase were (i) a charge of $35.7 million associated with a decision to terminate the Company’s U.S. defined
benefit pension plans made in 2007 and {ii) the absence of foreign currency gains recognized in 2008, net of foreign currency losses recagnized in
2007 totaling $9.6 million, which primarily retated to intercompany loans the Company has with various foreign subsidiaries that are denominated in
currencies other than the U.S. dollar,

Selling, general and administrative expenses in 2007 totaled $94.7 million, a decrease of $4.3 million from $99.0 million in 2006. ncluded in
selling and administrative costs for 2006 was a provision of $17.5 million for the estimated cost of the setttement of a class action lawsuit related to
environmental contamination near a former manufacturing facility, which did not recur in 2007. Additionally, 2007 selling, general and administrative
costs include a $5.8 million one-time reduction in pension expense relating to one of the Company's non-U.S. defined benefit pension plans. These
decreases have been partially offset by (i) $5.8 million of higher non-cash stock compensation costs, (i) $8.6 million of higher costs for legal and
professional services primarily relating to litigation and comptiance-related activities and (i} $4.6 million of higher salaries, benefits and employee
travel costs, primarily due to higher headcount and Increased activity levels needed to support the expansion of the Company’s business.

Depreciation and amortization for 2007 increased by $5.2 million from 2006, primarily due to differences in internal allocations between segments
assoctated with the amortization of the Company’s enterprise-wide information technology assets and higher capital spending in recent periods.

The increases in interest income and interest expense during 2007 as compared to 2006 are discussed in “Consolidated Results — 2007
Compared to 2006" above.

Consolidated Results — 2006 Compared to 2005

The Company’s net income for 2006 totaled $317.8 million, or $1.36 per diluted share, compared to $171.1 million or $0.76 per diluted share
in 2005. The results for 2006 included pre-tax charges of $29.6 million for acquisition integration activities associated with the operations of the
Fiow Control segment of Dresser, Inc. that were acquired in tate 2005 and earty 2006 (the Dresser Acquired Businesses). Additionally, the Company
recorded a pre-tax charge of $17.5 million, in 2006 for the anicipated cost of the settiement of a class action lawsuit related to contaminated
underground water near a former manufacturing facility in Houston, Texas. These charges were partially offset by a pre-tax foreign currency gain in
the second quarter of 2006 of $10.0 million primarily relating to short-term intercompany loans made tg the Company's European subsidiaries in
connection with the acquisition of the Dresser Acguired Businesses.

Effective January 1, 2006, the Company adopted the fair value recognition provisions of Financial Accounting Standards Board Statement No,
123(R), Share-Based Payment (SFAS 123(R}) using the modified-prospective-transition method. Under SFAS 123(R), stock-based compensation
expense recognized during 2006 totaled $25.6 million, of which $10.0 million related to outstanding restricted and deferred stock unit grants and
$15.6 million refated to unvested outstanding stock option grants. There was no material cumulative effect of adopting SFAS 123(R). Prior to January
1, 2006, the Company accounied for stock-based payments under APB Opinion 25, Accounting for Stock-Based Compensation. During 2005, a total
of $2.8 million in stock-based compensation expense was recognized related to the amortization of the fair value of restricted stock unit grants. Options
granted under the Company's equity compensation plans had an exercise price equal to the market value of the underlying comman stock on the date
of grant and all terms were fixed; accordingly, no expense was recognized under APB Opinion 25. During 2005, the Company began issuing restricted
stock unit grants with no exercise price to key employees in place of stock options and, as more fully described in Note 8 of the Notes to Consolidated
Financial Statements, also made restricted stock unit grants to officers and key employees during 2006, some of which contained performance-based
conditions. At December 31, 2006, approximately $19.0 million and $12.2 million of compensation costs remain to be recognized over the next 2.02
and 1.61 years relating to the grant date fair value of unvested stock option grants and unvested restricted stock unit grants, respectively.
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Revenues

Revenues for 2006 totaled $3.7 billion, an increase of 48.7% fram $2.5 billion in 2005, Revenues increased in each of the Company’s segments
and across all product lines. The increase was driven primarity by high oil and gas prices, which have led to increased drilling and production activities
and demand for new equipment. Entities acquired since the beginning of 2005 accounted for approximately $518.8 million, or 42.4% of the growth
in revenues. Excluding the effect of newly acquired entities, the growth in the legacy businesses of DPS accounted for approximately 83.5% of the
remaining increase in consolidated revenues. A discussion of revenue by segment may be found below.

Cost and Expenses

Cost of sales (exclusive of depreciation and amortization) for 2006 totaled $2.6 billion, an increase of $804.8 million, or 44.8%, from $1.8 biltion
in 2005. As a percent of revenues, cost of sales (exciusive of depreciation and amortization) declined from 71.3% in 2005 to 69.5% in 2006. This
decline is due primarily to {i) favorable pricing and a mix shift in 2006 to higher-margin distributed product sales by the V&M segment's legacy
operations, which had a combinad effect of lowering the cost of sales-to-revenue ratio by approximately 0.8 percentage paints, (ii} lower inventory
obsolescence provisions in 2006 as 2005 included a $9.9 million charge related to a change in the estimated recovery value of certain slow-moving
inventory at DPS (a 0.6 percentage-point decrease), (iil) lower product warranty costs, driven largely by the favorable settlement of a warranty issue
on a subsea project in DPS, which reduced warranty expense in 2006 compared to 2005 by $9.7 million (a 0.5 percentage-point decrease) and
(iv) the application of manufacturing overhead to a larger revenue base, which reduced this ratio by approximately 1.0 percentage points. These
decreases were partially offset by the impact of entities acquired since the beginning of 2005, which caused a 1.0 percentage-point increase as these
businesses incur a higher cost of sales-to-revenue ratio than the Company's legacy operations.

Selling and administrative expenses for 2006 were $528.6 million, an increase of $147.3 million, or 38.6%, from $381.3 million in 2005.
Acquisitions of new entities since the beginning of 2005 accounted for $61.2 milion of the increase. Other factors contributing to the increase were
(i) additional stock compensation expense of $22.8 million recognized in accordance with SFAS 123(R), which was adopted January 1, 2006, and (i)
a provision of $17.5 million for the expected costs of a class action lawsuit retated to environmental contamination near a former manufacturing facility.
The remaining portion of the increase was largely attributable to higher activity in the Company’s selling and marketing operations in order to support
the growth in the business and higher employee-related costs due to higher headcount levels and increased employee incentives in connection with
improvements in the Company's financial performance during the year.

Depreciation and amartization for 2006 totaled $101.4 million, an increase of $23.0 million compared to 2005. Newly acquired entities accounted
for approximately $11.0 million of the change with the remaining increase largely due to an impairment charge of $3.0 million retated to certain long-
lived assets in the DPS segment and higher levels of capital spending since the beginning of 2005,

Interast income for 2006 was $26.9 million as compared to $13.1 million in 2005. The increase of $13.8 million is primarily attributable to higher
invested cash balances due primarily to the issuance of $500 million of convertible debt in May 2006 and positive operating cash flows as well as
higher short term interest rates the Company has received on its invested cash balances.

Interest expense for 2006 totaled $20.7 million as compared to $12.0 million in 2005. Approximately $7.6 million of the increase is attnbutable
to the issuance of $500 million of convertible debt in May 20086.

During 2006, acquisition integration costs totaling $29.6 million were incurred in connection with the integration of the Dresser Acquired
Businesses primarily into the operations of the V&M segment. Approximatety $10.5 million of the costs relate to non-cash asset impairment charges
and $4.2 million relates to employee severance at a legacy facility that was closed as a result of the acquisition. The remaining costs were for
emptoyee stay bonuses, employee refocation, plant rearrangement, plant and facility consolidation and other integration costs {ses Note 2 of the
Notes to Consolidated Financial Statements).

The income tax provision was $170.8 million in 2006 as compared to $91.9 million in 2005. The effective tax rate for both 2006 and 2005
was 34.9%.

Segment Results — 2006 Compared to 2005
Information relating to results by segment may be found in Note 14 of the Notes to Consolidated Financial Statements.
DPS Segment

Year Ended December 31, Increase
(dollars in millions) 2006 2005 $ %
Revenues 3 2,131 $ 15078 $ 6053 401%
Income before income taxes $ 3647 $ 1789 $ 1858 103.8%

DPS segment revenugs for 2006 totaled $2.1 billion, an increase of $605.3 million, or 40.1%, from 2005's revenues of $1.5 billion. Sales
of drilling products increased approximately 60%, surface sales were up approximately 33%, subsea equipment sales increased approximately
43% and sales of oil, gas and water separation applications were up nearly 19%. The increase in drilling sales reflects the higher level of new
major rig construction projects, as well as increased shipments of BOPs for land and jack-up rigs and higher sales levels for aftermarket parts and
services. The increase in surface sales is a reflection of the current strong market conditions resulting from high commodity prices and high rig
count levels. Subsea equipment sales were up in 2006 mainly due to shipments for large projects offshore West Africa. Revenues associated with
an oil separation application to be used on a floating offshore storage platform offshore Brazil accounted for the majority of the increase in the oil,
gas and water separation application product ling.




Income before income taxes for 2006 totaled $384.7 million, an increase of $185.8 million, from 2005's amount of $178.9 million. Cost of sates
as a percent of revenues decreased from 72.7% in 2005 to 70.0% in 2006, The reduction was due primarily to (i) lower warranty costs, driven largely
by the favorable settlement of a warranty issue on a subsea project, which reduced warranty expense in 2006 compared to 2005 by $9.7 mitlion (a
0.8 percentage-point decrease), (i} lower inventory obsolescence provisions in 2006 as 2005 included a $9.9 million charge related to a change in
the estimated recovery value of certain slow-moving inventory (a 0.8 percentage-point decrease) and (iii) the application of manufacturing overhead
to a larger revenue base {a 1.2 percentage-point decrease).

Sefling and administrative expenses for 2006 totaled $216.0 million, an increase of $27.2 million, or 14.4%, from $188.8 million in 2005. Newly
acquired entities, as well as Increased headcount and activity levels in the selling and marketing operations of DPS in order to support the expansion
of the business accounted for the majority of the increase in costs.

Depreciation and amortization expense for 2006 totaled $52.8 million as compared to $43.7 million in 2005, an increase of $9.1 million or 20.8%.
The increase is primarily attributable to an impairment charge of $3.0 million related to certain long-lived assets and higher levels of capital spending
since the beginning of 2005,

Acquisition integration costs totaling $0.3 million associated with a product line addition from the Dresser Acquired Busingsses were incurred by
DPS in 2006.

V&M Segment

Year Ended December 31, Increase
{dollars in millions) 2006 2005 L3 %
Revenues $ 11778 $§ 6251 $ 5528 86.4%
Income before income taxes $ 1675 $ 1015 $ 660 65.0%

Revenues of the V&M segment for 2006 totaled $1.2 billicn, an increase of 88.4% from $625.1 million in 2005. Acquisitions since the beginning
of 2005 accounted for $503.5 million, or 91.1% of the increase. Engineered product ling sales increased 173% in 2006 as compared to 2005.
Absent the eftect of the Dresser Acquired Businesses in late 2005 and early 2008, enginesred sales decreased by approximately 11% in 2006. This
decline related primarily to the discontinuance of a product line during 2006. Sales of distributed products were up over 39% in 2006. Approximately
34% of the increase was due to newly acquired entities with the remainder caused mainly by strong demand in the segment’s legacy businesses in
the United States resulting from high commodity prices and rig count levels. Sales of equipment for the process markets increased more than 51%,
Approximately 83% of the increase was the result of newly acquired entities with the remainder attributable mainly to new LNG projects internationally,
as well as refinery upgrades and new storage capacity projects.

income Defore income taxes for 2006 totaled $167.5 mitlion, an increase of 65.0% from $101.5 million in 2005. Cost of sales as a percent of
revenues increased from 67.3% in 2005 to 68.0% In 2006. The increase was due primarily to the impact of entities acquired since the beginning of
2005, which caused a 6.5 percentage-point increase as these businesses incur a higher cost of sales-to-revenue ratio than V&M's legacy businesses.
This increase was partiafly ofiset by () favorable pricing and a mix shift in 2006 to higher-margin distributed product sales by the segment's
legacy operations, which had a combined effect of lowering the cost of sales-to-revenue ratio by 3.7 percentage points and (i) the application of
manufacturing overhead by those operations to a larger revenue base, which positively impacted this ratio by approximately 2.1 percentage points.

Selling and administrative expenses for the V&M segment increased $65.5 million, or 76.2%, to $151.5 million in 2006 as compared to $86.0
million in 2005. Appreximately $57.0 million of the increase is attributable to entities acquired since the beginning of 2005, with the remaining
increase largely attributable to higher headcount levels in the legacy businesses and higher employee incentive costs due to strong business
activity levels.

Depreciation and amortization for V&M increased by $13.9 million in 20086, to $30.7 million from $16.8 million in 2005. The increase is primarily
attributable to newly acquired entities.

V&M incurred $26.8 million of acquisition irtegration costs in 2006 as a result of integrating the Dresser Acquired Businesses into the segment’s
operations. These costs are described in “Consolidated Results - 2006 compared to 2005 above,

CS Segment

Year Ended December 31, increase
{dollars in millions) 2006 2005 $ %
Revenues $ 4520 § 3849 $ 671 17.4%
Income before income taxes $ 457 $ 267 $ 190 71.2%

Revenues in the CS segment totaled $452.0 million in 2006, an increase of 17.4%, compared to $384.9 million in 2005. Saies of gas compression
equipment increased approximately 16%, nearly three-quarters of which was driven by higher shipments of new units due to higher beginning-of-the-
year backlog levels, a large shipment of Superior compressors to a customer in the Far East and stronger demand for Ajax units from domestic lease
fleet operators. Sales in the air compression market were up approximately 18%, due mainly to increased demand for new engineered machines.

Income before income taxes totaled $45.7 million in 2006, an increase of 71.2%, from $26.7 million in 2005. Qver 90% of the increase is
related to higher sales volumes. Cost of sales as a percent of revenues increased from 72.5% in 2005 ta 72.7% in 2006. Rising matertal costs
in excess of price increases and higher subcontract costs, partially offset by higher utilization and lower spending levels on certain variahie costs,
added 0.9 percentage points to the ratio of cost of sales to revenues. A decrease in income of over $1.9 million from 2005 to 2008 relating to
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the liquidation of LIFO inventory layers also added 0.6 percentage points to the increase. These increases were mostly offset by lower inventory
obsolescence and product liability provisions, which accounted for a decrease of 1.2 percentage points in the 2006 ratio of cost of sales-to-
revenues as compared to 2005.

Selling and administrative costs declined $1.5 million, or 2.4%, to $62.1 million in 2006 as compared to $63.6 million in 2005. The decling is
due mainly to fower management incentive costs, partially offset by higher headcount levels.

Depreciation and amortization expense for the CS segment declined by $2.4 million, or 15.8%, in 2006 as compared to 2005. The decline was
mainly due to assets which became fully depreciated or were disposed of during the year and the absence of a 2005 charge to write down the value
of certain excess equipment relating to a plant conselidation within the segment.

Acquisition integration costs of $2.5 million were incurred by CS during 2008. The costs relate to the relocation of certain CS facilities into ong of
the locations acquired in connection with the acquisition of the Dresser Acguired Businesses.

Corporate Segment

The Corporate segment's loss before income taxes for 2006 totaled $89.3 million compared to $44.1 millien for 2005, an increase of $45.2
million. Included in the loss for 2006 was a foreign currency gain of $10.0 million recognized in the second quarter of 2006 relating primarily to
short-term intercompany loans made to the Company's European subsidiaries in connection with the acquisition of the Dresser Acquired Businesses
in late 2005. More than offsetting this gain were additional selling and administrative costs of $56.1 million, consisting primarily of (i} $22.8 million
of additional expense refating 1o employee stock compensation programs, recognized in accordance with SFAS 123(R), which was adopted January
1, 20086, (ii} a provision of $17.5 million for the estimated cost of the settlement of a class action lawsuit related to environmental contamination near
a former manufacturing facility and (iii) approximately $11.8 million of additional safaries, bonuses and other payments to employees related to higher
headcount and improvements in the Company’s financial results for 2006 as compared to 2005. The remaining increase primarily relates to higher
employee travel, rental expenses, cost for third party service providers and other promotional and marketing costs.

Depreciation and amortization in the Corporate segment increased by $2.4 million to $4.9 million in 2006 compared to $2.5 million in 2005. The
increase is due to higher levels of capital spending and lower amounts allocated to other segments for amortization of the Company's enterprise-wide
software systems.

The increases in interest income and interest expense during 2006 as compared to 2005 are discussed in "Consolidated Results ~ 2006
Compared to 2005" above.

Orders and Backlog

Orders were as follows (in millions):
Year Ended December 31,

2007 2006 Increase

DPS $ 34179 $ 32569 $ 1610
V&M 13155 1,296.0 19.5
S 6487 521.3 127.4
$ 53821 $ 50742 $ 3079

Orders for 2007 were $5.4 billion, an increase of 6.1% from $5.1 billion in 2006. Excluding the effects of a weaker U.S. dollar in 2007 in relation to
other major world currencies and the impact of acquisitions during 2007, orders increased approximately 3.7% compared to 2006.

DPS segment orders for 2007 totaled $3.4 billion, an increase of $161.0 million, or 4.9%, from $3.3 billion for 2006. A decrease of 44% In drilling
orders was more than offset by increases of 12% in surface orders, 75% in subsea orders and nearly 47% in orders of oil, gas and water separation
applications. The decrease in drilling orders in 2007 reflects reductions in the level of targe orders for major rig construction projects as compared to
20086. Qver one-third of the increase in surface orders was due ta the sffects of a weaker U.S. dollar in 2007. The remainder of the increase was due
largely to higher demand from customers in the European, African and Caspian Sea regions, as well as from Asia Pacific and the Middle East. This
increase was partially offset by lower demand in North America, particularly from customers in Canada, due to weakness in the natural gas markets
in that region. The increased level of subsea orders primarily reflects large awards or additional work for offshore projects in South America, Australia
and West Africa. Over 10% of the increase in orders for oil, gas and water separation applications was attributable 1o the effects of a weaker U.S.
dotlar with the remainder mainly reflecting several large gas application project awards received in 2007, as well as higher activity levels during the
year relating to production and water treatment projects.

The V&M segment had orders of $1.3 billion in 2007, an increase of $19.5 million, or 1.5%, from 2008. Acquisitions during 2007 accounted for
$4.5 million of the increase in orders. Excluding the effects of acquisitions and the effect of a weakening in the U.S. dollar, orders declined nearly 2%
in 2007 as compared to 2006. This decline was due mainly to a 13% decline in orders for distributed products, driven targely by weakness in the
Canadian market and the absence in 2007 of the large stocking crders placed by U.S. distributors during 20086. Process valve orders were down nearly
3% due mainly to a slowdown in activity in the Gulf of Mexico. These declines were partially offset by (i} a 4% growth in engineered orders as onshore
and offshore pipeline project construction activity remained high, {ii} a 5% increase in measurement orders resulting from strong international demand
for nuclear and flow products and (iii a 10% increase in aftermarket activity reflecting the addition of several new service centers during 2007 as well
as higher demand for parts and services from North American and West African customers.

Orders in the CS segment totaled $648.7 million in 2007, an increase of $127.4 million, or 24.4% from 2006. Orders in the reciprocating
compression market were up 9.3%, over 60% of which was due 1o a 61% increase in orders for Superior Compressors, mainly from custemers in
Eastern Europe, Russia and the Far East. Orders for Ajax units also increased nearly 4% as strong demand continued from international customers,




particularly in Russia and China and from domestic fease fleet operators. A 50% increase in orders, mainly from international customers, for new
engineered machines designed primarily to meet air separation and industrial gas compression needs accounted for over 70% of the 42% increase
in dgmand for centrifugat compression equipment in 2007 as compared te 20086. Strong demand from customers in the U.S., Middle East, Far East
and South America also led to a 32% increase in orders for Plant Air equipment in 2007, ‘

Backlog was as follows (in millions):

December 31,
2007 2006 Increase
DPS $ 3,203.0 $ 26613 $ o417
VAM 685.2 620.8 64.4
CS 3801 248.9 131.2
$ 4,268.3 $ 3,531.0 $ 7373

Recent Pronouncements

In September 20086, the FASB issued Statement of Financial Accounting Standards No. 157, Fair Value Measurements (SFAS 157), which
defines fair value, establishes a frameworsk for measuring fair value and expands the fevel of disclosures regarding fair value. SFAS 157 also
emphasizes that fair value is a market-based measurement rather than an entity-specific measurement. The Company adopted the provisions
of SFAS 157 which became effective on January 1, 2008, as required. There was no impact on the Company’s financial statements at the
time of adoption, however, the Company does expect this new standard will impact certain aspects of its accounting for business combinations
on a prospective basis, including the determination of fair values assigned to certain purchased assets and liabilities and the expensing of all
iransaction costs relating to future business combinations.

In February 2007, the FASB issued Statement of Financial Accounting Standards No. 159, The Fair Value Qption for Financiat Assets and Financial
Liabilities (SFAS 159). SFAS 159 provides entities with an option to measure many financial assets and liabilities and certain other items at fair value
as determined on an instrument-by-instrument basis. The Company adopted SFAS 159 on January 1, 2008, as required. There was no impact on
the Company's financial statements at the time of adoption.

In December 2007, the FASB issued Statement of Financial Accounting Standards No. 141R, Business Combinations (SFAS 141R) and Statement of
Firancial Accounting Standards No. 160, Accounting and Reporting of Noncontralling Interests in Censolidated Financiat Statements, an amendment
of ARB No. 51 (SFAS 160). These two standards must be adopted in canjunction with each other on a prospective basis. The most significant changes
to business combination accounting pursuant to SFAS 141R and SFAS 160 are the following: (a) recognize, with certain exceptions, 100 percent of
the fair values of assets acquired, liabilities assumed and nencontrolling interests in acquisitions of less than a 100 percent controlting interest when
the acquisition constitutes a change in control of the acquired entity, (b) acquirers' shares issued in consideration for a business combination wili
be measured at fair value on the closing date, not the announcement date, (c) recognize contingent consideration arrangements at their acquisition
date fair values, with subsequent changes in fair value gererally reflected in earnings, (d) the expensing of all transaction costs as incurred and most
restructuring costs, (e) recognition of pre-acquisition loss and gain contingencies at their acquisition date fair values, with certain exceptions, (f)
capitalization of acquired in-process research and development rather than expense recognition, {g) earn-out arrangements may be required to be
remeasured at fair value and (h} recognize changes that result from a business combination transaction in an acquirer’s existing income tax valuation
allowances and tax uncertainty accruals as adjustments to income tax expense. The Company anticipates these new standards will significantly affect
ihe Company’s accounting for future business combinations following adoption on Janvary 1, 2009.

Liquidity and Capital Resources

The Company's cash balances totaled $739.9 million at December 31, 2007, a decrease of $293.6 million from $1.0 billion at December 31,
2006. The main reasons for the decrease were (i) the repayment in April 2007 of all of the outstanding $200.0 miltion 2.65% Senior Notes, (i) the
purchase of treasury stock at a cash cost of $321.9 million, (iii) the acquisition of certain assets and liabilities of four businesses during 2007 for a
cash cost of $76.4 million and (iv) capital expenditures of $245.6 million. Thess cash outflows were partially offset by {i) $451.7 million of cash flow
provided by operations in 2007, {ii} $52.8 million of proceeds from stock optian exercises and {iii) $28.0 million of excess tax benefits from stock
compensation ptan transactions.

During 2007, the Company generated $451.7 million of cash from operating activities compared to $546.5 million in 2006. The primary reason for
the decrease was due to the higher level of spending on working capital in 2007 in order to support the increased activity levels within the Company.
Working capital increased $269.5 million during 2007 as compared to a $30.9 million increase for the comparable period in 2006. The main
cantribrtors to the increased use of cash in support of working capital in 2007 as compared to 2006 were the continued growth in the Company’s
investment in inventory year-over-year, totating approximately $85.4 million, in support of the Company's record year-end 2007 backlag levels and
a decline in the year-over-year growth in advances from customers of approximately $149.6 million, reflecting the high level of advances received
in 2006 due to the large number of major drilling orders received during that period. Offsetting the increased use of cash to build working capital
was increased cash inflows from increased net income, including non-cash adjustments to ret income. Net income in 2007 totaled $500.9 million,
compared to $317.8 million in 2006. Additionally, certain adjustments to net income to arrive at net cash provided by operating activities such as
depreciation, amortization, the charge for the Company's U.S. defined benefit pension plan termination, stock-based compensation expense, asset
write-offs, provisions for deferred income taxes and the operating tax benefit of employee benefit plan transactions totaled $220.3 million in 2007
compared to $197.8 million in 2006.
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The Company utilized $312.9 million of cash for investing activities in 2007 as compared to $197.0 million in 2008. During 2007, the Company
spent $76.4 million to acquire certain assets and Wabilities of four businesses. Capital spending during 2007 totaled $245.6 million compared to
$184.8 miliion in 2006, The increase refiects the Company's strateqy to increase capacity, improve efficiency and address market needs by upgrading
its machine tools, manufacturing facilities and processes.

During 2007, the Company’s financing activities used $447.1 milien of cash compared to cash generated of $297.1 million during 2006. The
Company spent $321.9 million of cash in 2007 and $282.2 million in 2006 to acquire treasury stock. Additionally, the Company repaid all of its
outstanding $200.0 million 2.65% Senior Notes in April 2007. The Company issued $500.0 million of 2.5% twenty-year convertible debentures in
May 2006, incurring Issuance costs of approximately $8.6 million. Proceeds from stock optien exercises and excess tax henefits available to the
Company from stock option exercises and vesting of restricted stock units contributed an additionat $80.8 million to the increase in the Company's
cash balances during 2007. During 2008, proceeds available to the Company from stock option exercises and excess tax benefits from stock
compensation plans totaled $92.6 million.

In the short-term, cash flows will be used to fund capital spending for 2008, currently estimated to be approximately $250.0 million to $270.0
million, as the Company continues its program te improve its manufacturing efficiency and expand capacity.

On a longer-term basis, the Company has outstanding $238.0 million of 1.5% convertible debentures in addition to the $500 million of 2.5%
convertible debentures described above. Holders of the 1.5% convertible debentures could require the Company to redeem them beginning in May
2009, whereas holders of the 2.5% convertible debentures could require redemption heginning in June 2011. The Company believes, based on its
current financial condition, existing hacklog levels, the current state of the corporate lending markets and current expectations for future market
conditions, that it will be able to meet its short- and langer-term liquidity needs through additional debt issuances or refinancing or with cash generated
from operating activities, existing cash balances on hand and amounts available under its $350.0 million five-year mutticurrency revolving credit
facility which expires on October 12, 2010, subject to certain extension provisions.

The following summarizes the Company's significant cash contractual obligations and other commercial commitments for the next five years as
of December 31, 2007.

(in millions) - Payments Due by Period
‘ Less Than 1-3 4-5 After 5
Contractual Obligations Total 1 Year Years Years Years
Debt (a) $ M7 $ 36 $ 2381 $ 5000 $ —
Capital lease obligations {b) 12.8 55 6.5 0.8 —
Operating leases 108.0 18.5 325 20.5 36.5
Purchase obligations {(c} 751.8 736.3 14.7 0.8 —
Contributions to funded defined benefit pension plans (d) 70 7.0 — — —
Benefit payments expected for unfunded pension
and postretirement benefit plans (e) 264 3.9 56 5.2 1.7
Unrecognized tax benefits (f) 8.4 8.4 — — —
Total contractual cash obligations $ 1,656.1 $ 7832 $ 2974 $ 5273 $ 48.2

(a) See Note 9 of the Notes to Consolidated Financial Statements for information on redemption rights by the Company, and by

halders of the Company's debentures, that would allow for early redemption of the 1.5% Convertible Debentures in 2009 and the

2.5% Convertible Debentures in 2011,

(b) Payments shown include interest.

{c) Represents outstanding purchase orders entered into in the ordinary course of business.

(d} The Company does not estimate its future contributions beyond one year.

(e) Prior to expected Medicare Part D subsidy.

(f) The balance shown represents the portion of the Company's unrecognized tax benefits recorded as a current liability at December 31, 2007. The
remaining balance of unrecognized tax benefits totaling $38.9 million has been excluded from the table as the Company cannot reasonably estimate
the timing of the associated future cash outflows.

(in millions) Amount of Commitment Expiraticn by Period

Other Unrecorded Commercial

Obligations and Off-Balance Total Less Than 1-3 4-5 After 5
Sheet Arrangements Commitment 1 Year Years Years Years
Committed lines of credit $ 3500 $ — $ 3500 $ — $ —
Standby fetters of credit and bank guarantees 5004 284.6 183.6 29.7 25
Financial letters of credit 11.6 1.6 — — —
Insurance honds 58 34 1.3 01 0.8
Other financial guarantees 16 1.6 — — —

Total commercial commitments $ 8692 $ 302 $ 5349 $ 298 $ 33




The Company secures certain cantractual cbligations under variocus agreements with its customers or other parties through the issuance of letters
of credit or bank guarantees. The Company has various agreements with financial institutions to issue such instruments. As of December 31, 2007,
the Company had $500.4 million of letters of credit and bank guarantees outstanding in connection with the delivery, instaliation and performance
of the Company's products. Additional letters of credit and guarantees are outstanding at December 31, 2007 in connection with certain financial
obligations of the Company. Should these facilities become unavailable to the Company, the Company’s operations and liquidity could be negatively
impacted. Circumstances which could result in the withdrawal of such facilities include, but are not limited to, deteriorating financial performance of
the Company, deteriorating financial condition of the financial institutions providing such facilities, overall constriction in the credit markets or rating
downgrades of the Company.

Factors That May Affect Financial Condition and Future Results

The inability of the Company to deliver its backlog on time could affect the Company's future sales and profitabifity and its relationships with
its customers.

At December 31, 2007, the Company’s backlog was nearly $4.3 billion, a record level for the Company. The ability to meet customer delivery
schedules for this backlog is dependent on a number of factors including, but not limited to, access to the raw materias required for production,
an adequately trained and capable workiorce, project engineering expertise for certain large projects, sufficient manufacturing plant capacity and
appropriate planning and scheduling of manufacturing resources. Many of the contracts the Company enters into with its customers require long
manufacturing lead times and contain penalty or incentive clauses relating to on-time delivery. A failure by the Company to deliver in accordance with
customer expectations could subject the Company te financial penalties or loss of financial incentives and may result in damage to existing customer
relationships. Additionally, the Company bases its earnings guidance to the financial markets on expectations regarding the timing of delivery of
product currently in backlog. Failure to deliver backlog in accordance with expectations could negatively impact the Company's financial performance
and thus cause adverse changes in the market price of the Cempany's outstanding common stock and ather publicly-traded financial instruments.

The Company has embarked on a significant capital expansion program.

The Company’s capital expenditures increased by nearly $60.8 million from 2006 to $245.6 milfion for the year ended December 31, 2007.
For 2008, the Company expects full-year capital expenditures of approximately $250.0 million to $270.0 million, including approximatety $40.0
miliion for a new surface manufacturing facility in Romania, to continue its program of upgrading its machine tools, manufacturing technologies,
processes and facilities in order to improve its efficiency and address current and expected market demand for the Company's products. To the
extent this program causes disruptions in the Company's plants, or the needed machine tools or fagilities are not delivered and installed or in use
as currently expected, the Company's ability to deliver existing or future backlog may be negatively impacted. In addition, if the program does not
result in the expected efficiencies, future prefitability may be negatively impacted.

Execution of subsea systems projects exposes the Company to risks not present in its surface business.

This market is significantly different from the Company's other markets since subsea systems projects are significantly larger in scope and
complexity, in terms of both technical and logistical requirements. Subsea projects {i) typically involve long lead times, (i) typically are farger in financial
scope, (iii} typically require substantial engineering resources to meet the technical requirements of the project and (iv) often involve the application of
existing technology to new environments and in some cases, new technology. These projects accounted for approximately 8.5% of total revenues for
the year ended December 31, 2007. To the extent the Company experiences difficulties in meeting the technical and/or delivery requirements of the
projects, the Company's earnings or liquidity could be negatively impacted. As of December 31, 2007, the Company had a subsea systems project
backlog of approximatety $954.7 million.

Increases in the cost of and the availability of metals used in the Company's manufacturing processes could negatively impact the Company's profitability.

Commodity prices for items such as nickel, molybdenum and heavy metal scrap that are used to make the steel altoys required for the Company’s
products continue to increase. Certain of the Company’s suppliers have passed these increases on to the Company. The Company has implemented
price increases intended to offset the impact of the increase in commodity prices. However, if custamers do not accept these price increases, future
profitability will be negatively impacted. In addition, the Company's vendors have informed thte Company that lead times for certain raw materials are
Deing extended. To the exient such change negatively impacts the Company's ability to meet delivery requirements of its customers, the financial
performance of the Company may suffer.

Downtums in the oil and gas industry have had, and may in the future have, a negative effect on the Company’s sales and profitabiiity.

Demand for most of the Company's products and services, and therefore its revenues, depends to a large extent upon the level of capital
expenditures related to oil and gas exploration, production, development, processing and transmission. Declines, as well as anticipated declines, in oil
and gas prices could negatively affect the level of these activities, or could resutt in the cancellation, modification or rescheduling of existing orders.
As an example, since the latter part of 2006, the Company has seen activity levels in Canada decline, which has resulted in declining demand for
the Company’s surface equipment and distributed vaive product offerings in that market. The Company is typically protected against financial losses
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related to products and services it has provided prior to any cancellation. However, if the Company’s customers cancel existing purchase orders, future
profitability could be negatively impacted. Factors that contribute to the votatility of oil and gas prices include the following.
« demand for il and gas, which is impacted by economic and political conditions and weather,
the ability of the Organization of Petroleum Exporting Countries (OPEC) to set and maintain production levels and pricing;
the level of production from non-OPEC countries;
policies regarding exploration and development of oil and gas reserves;
the political environments of ol and gas producing regions, including the Middle East;
the depletion rates of gas wells in North America; and
advances in exploration and development technology.

Fluctuations in worldwide currency markels can impact the Company's profitability.

The Company has established multiple “Centers of Excellence” facilities for manufacturing such products as subsea trees, subsea chokes, subsea
production controls and BOPs. These production faciities are located in the United Kingdom, Brazil and other European and Asian countries. To the
extent the Company sefls these praducts in L.S. doliars, the Company’s profitability is eroded when the U.S. dollar weakens against the British pound,
the euro, the Brazilian real and certain Asian currencies, including the Singapore dallar.

The Company’s worldwide operations expose it to instability and changes in economic and political conditions, foreign currency fluctuations, trade and
investment requiations and other risks inherent to international business.

The economic risks of doing business on a worldwide basis include the following:

+ volatility in general econormic, social and politicat conditions;
differing tax rates, tariffs, exchange controls or other similar restrictiens;
changes in currency rates,
inability to repatriate income or capital;
reductions in the number or capacity of qualified personnel; and
seizure of equipment.

Cameren has manufacturing and service operations that are essential parts of its business in developing countries and economically and politicalty
volatile areas in Africa, Latin America, Russia and other countries that were part of the Former Soviet Union, the Middle East, and Central and South
East Asia. The Company also purchases a large portion of its raw materials and components from a relatively small number of foreign suppliers in
developing countries. The ability of these suppliers to meet the Company’s demand could be adversely affected by the factors described above.

The Company is subjact to trade regulations that expose the Company to potential liability

Doing business an a worldwide basis also puts the Company and its operations at risk dug to political risks and the need for comptiance with the
laws and regulations of many jurisdictions. These laws and regulations impose a range of restrictions and/or duties on importation and exportation,
operations, trade practices, trade partners and investment decisions. The Company has received inquiries regarding its compliance with certain such
laws and regulations from U.S. federal agencies.

The Company does business and has operations in a number of developing countries that have refatively under-developed legal and regulatory
systems when compared to more developed countries. Several of these countries are generally perceived as presenting a higher than normal risk
of corruption, or a culture where requests for improper payments are not discouraged. Maintaining and administering an effective U.S. Foreign
Corrupt Practices Act (FCPA) compliance program in these environments presents greater challenges to the Company than is the case in other, more
developed countries. With respect to FCPA compliance, the Company received a voluniary request for infermation in September 2005 from the U.S.
Securities and Exchange Commission (SEC) regarding certain of the Company’s West African activities and responded to this request.

As discussed in the Note 18 of the Notes to Consolidated Financial Statements, in July 2007, the Company was cne of a humber of companies
to receive a letter from the Criminal Division of the U.S. Department of Justice (DOJ) requesting information on their use of a freight forwarder and
customs ¢learance breker. The DOJ is inquiring into whether certain of the services provided to the Company by the freight forwarder may have
invalved violations of the FCPA. The Company is conducting an internal investigation in response, as discussed below, and is providing the requested
information to the DOJ.

The Company engaged special counse! reporting to the Audit Committee of the Board of Directors to conduct an investigation into its dealings with
the freight forwarder to determine if any payment made to or by the freight forwarder ant customs clearing broker on the Company’s behalf constituted
a viclation of the FCPA. The investigation is also looking into activities of Company employees and agents with respect to immigration matters and
importation permitting. To date, the special counsel has found that the Company utilized certain services in Nigeria offered by the customs broker
that appear to be similar to services that have been under review by the DOJ. Special counsel is reviewing these and other services and activities to
determine whether they were conducted in compiiance with all applicable laws and regulations. Special counsel is also reviewing the extent, if any, of
the Company's knowledge, and its involvement in the performance, of these services and activities and whether the Company fulfilled its obligations
under the FCPA.

In addition, the SEC is conducting an infermal inquiry into the same matters currently under review by the DOJ. As part of this inquiry the SEC has
requested that the Company provide to them the information and documents that have been requested by and are being provided to the DOJ. The
Company is cooperating fully with the SEC, as it is doing with the DOJ, and is providing the requesied materials. At this stage of the internal investigation,
the Company cannat predict the ultimate outcome of either the internal investigation or the government inquiries. The Company has also undertaken an
enhanced compliance training effort for its personnel, including foreign operations personnel dealing with customs clearance regulations.




Compiiance with U.S. trade sanctions and embargoes also pose a risk to the Company since it deals with its business on a worldwide basis through
various incorporated and unincorporated entities. The U.S. Department of Treasury’s Office of Foreign Assets Control made an inquiry regarding
U.S. involvement in a United Kingdom subsidiary's commercial and financial activity relating to Iran in September 2004 and the U.S. Department of
Commerce made an inquiry regarding sales by another United Kingdom subsidiary to Iran in February 2005. The Company responded to these two
inquiries and has not received any additional requests related to these matters. The Company’s policy is te not do business with, and has restricted its
non-U.S. subsidiaries and persons from doing business with, countries with respect ta which the United States has imposed sanctions, which include
fran, Syria, Sudan, North Korea and Cuba.

in January 2007, the Company underwent a Pre-Assessment Survey as part of a Focused Assessment initiated by the Regufatory Audit Division of
the U.S. Customs and Border Protection, Department of Homeland Security. The Pre-Assassment Survey resulted in a finding that the Company had

deficiencies in its U.S. Customs compliance processes. The Company is taking corrective action and will undergo Assessment Compliance Testing in’

the first half of 2008,

Compression Systemns’ aftermarket revenues associated with legacy equipment may decline.

During 2007, approximately 31% of Compression Systems' revenues were estimated to come from the sale of replacement parts for equipment
that the Company no longer manufactures. Many of these units have been in service for long periods of time, and are gradually being replaced. As
this installed base of legacy equipment declines, the Company's potential market for parts orders may alse be reduced.

The Company Is subject to environmental, health and safely laws and requlations that expose the Company to potential liability

The Company’s operations are subject to a variety of national and state, provisional and local laws and regulations, including laws and regulations
relating to the protection of the environment. The Company is required to invest financial and managerial resources to comply with these laws and
expects to continue to do so in the future. To date, the cost of complying with governmental regulation has nct been material, but the fact that such
laws or regufations are frequently changed makes it impossible for the Company to predict the cost or impact of such laws and regulations on the
Company's future operations. The modification of existing laws or regutations or the adoption of new faws or regulations imposing more stringent
environmental restrictions could adversely affect the Company.

Potential change in accounting for convertible debt instruments.

The FASB has issued a proposed FASB Staff Position (FSP) APB 14-a that would clarify the accounting for convertible debt instruments that may
be settled in cash upon conversion {including partial cash settlements). This proposal, if adopted, would require the issuer of a convertible debt
instrument within its scope to separately account for the liability and equity components of the instrument in a manner that will reflect the entity's
nonconvertible debt borrowing rate when interest cost is recognized in subseguent periods. This proposed standard waould apply to the Company's
existing 1.5% convertible debentures due 2024 and 2.5% convertible debentures due 2026, totaling in aggregate $738.0 million at December 31,
2007. Although currently under redeliberation, if approved, this FSP coutd be applied retrospectively to all periods presented once it becomes effective.
The Company befieves this FSP would have a material impact on both debt and equity balances of the Company's consolidated financial statements
should this FSP be adopted.

Environmental Remediation

The Company's worldwide operations are subject to domestic and international regulations with regard to air, soil and water quality as wel) as other
environmental matters. The Company, through its environmental management system and active third-party audit program, believes it is in substantial
compliance with these regulations.

The Company is currently identified as a potentiaily responsible party (PRP} with respect to two sites designated for cleanup under the Comprehensive
Environmental Response Compensation and Liabifity Act (CERCLA} or similar state taws. One of these sites is Oshorne, Pennsylvania (a landfill into
which a predecessor of the CS operation in Grove City, Pennsylvania deposited waste}, where remediation is complete and remaining cosis refate to
ongoing ground water treatment and monitoring. The other is believed to be a de minimis exposure. The Company is also engaged in site cleanup
under the Votuntary Cleanup Plan of the Texas Commission on Environmental Quality at former manufacturing locations in Houston and Missouri City,
Texas. Additionally, the Company has discontinued operations at a number of other sites which had been active for many years. The Company does
not beligve, based upen information currently available, that there are any material environmental liabilities existing at these locations. At December
31, 2007, the Company's consolidated balance sheet included a noncurrent liabitity of $7.5 million for environmental matters.

Environmental Sustainability

The Company has pursued environmental sustainability in a number of ways. Processes are monitored in an attempt to produce the least amount
of waste. None of the Company’s facilities are rated above Small Quantity Gengrated status. Al of the waste disposal firms used by the Company are
carefully selected in an attempt to prevent any future Superfund involvements. Actions are taken in an attempt to minimize the generation of hazardous
wastes and to minimize air emissions. None of the Company's facilities are classified as sites that generate more than minima air emissions. Recycling
of process water is a common practice. Best management practices are used in an effort to prevent contamination of soil and ground water on the
Company’s sites. The Company has an active health, safety and enviranmental audit program in place throughout the world.
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Market Risk !nformation

The Company is curcently exposed to market risk from changes in foreign currency rates and changes in interest rates. A discussion of the
Company’s market risk exposurg in financial instruments follows. ’

Foreign Cumency Exchange Rates

A large portion of the Company’s operations consist of manufacturing and sales activities in foreign jurisdictions, principally in Europe, Canada,
West Africa, the Middle East, Latin America and the Pacific Rim. As a result, the Company’s financial performance may be affected by changes in
foreign currency exchange rates in these markets. Overall, for those locations where the Company is a net receiver of local non-U.S. dollar currencies,
Cameron gensrally benefits from a weaker U.S. dollar with respect to those currencies. Alternatively, for those locations where the Company is a net
payer of local non-U.S. dollar currencies, a weaker U.S. dallar with respect to those currencies will generally have an adverse impact on the Company's
financlal resuits. For each of the last three years, the Company's gain ar loss from foreign currency-denominated transactions has not been material,
except as noted above under “Consolidated Results - 2006 compared to 2005",

In order to mitigate the effect of exchange rate changes, the Company will often attempt to structure sales contracts to provide for collections from
customers in the currency in which the Company incurs its manufacturing costs. In certain instances, the Company will enter intc foreign currency
forward contracts to hedge specific large anticipated receipts in currencies for which the Company does not traditionally have fully offsetting local
currency expenditures. The Company was party to a number of long-term foreign currency forward contracts at December 31, 2007. The purpose of
the majority of these contracts was to hedge large anticipated non-functional currency cash flows on major subsea or drilling contracts involving the
Company's United States operations and its wholly-owned subsidiaries in Brazil, reland, Italy, Singapore and the United Kingdom. Information relating
to the contracts and the fair values recorded in the Company's Consolidated Balance Sheets at December 31, 2007 and 2006 follows:

December 31, 2007

Year of Contract Expiration December 31,

{amounts in millions except exchange rates) 2008 2009 Total 2006
Buy GBP/Sell USD:

Notional amount to sell (in U.S. dollars) $ 10 § 26 $ 1368 $ 790

fverage USD to GBP contract rate 1.8039 1.7989 1.8029 1.8080

Average USD to GBP forward rate at December 31, 2007 1.9695 1.8507 1.9658 19573
Fair valug at December 31, 2007 in U.S. dollars $ 1.2 § 65
Sell GBP/Buy Euro;

Notional amount to buy {in euros) 09 — 0.9 16.9

Average EUR to GBP contract rate 1.3693 1.3450 1.3690 1.3891

Average EUR to GBP forward rate at December 31, 2007 1.3557 13435 1.3555 1.4746
Fair value at December 31, 2007 in U.S. dollars 3 —  $ (19
Buy USD/Sell BRL:

Notional amount to buy (in U.S. dollars) 205 19.1 396 —

Average BRL to USD contract rate 1.8372 1.9408 1.8872 —

Average BRL to USD forward rate at December 31, 2007 1.8384 1.9688 1.9013 —
Fair value at December 31, 2007 in U.S. dollars $§ 03 § —
Buy Euro/Sell USD:

Notional amount to buy (in euros) 751 233 984 355

Average USD to EUR contract rate 11537 1.4103 1.2145 1.2970

Average USD to EUR forward rate at December 31, 2007 1.2149 1.4519 1.2711 1.3324
Fair value at December 31, 2007 in U.S. dollars $ 6.4 § —
Other Currencies:
Fair value at December 31, 2007 in U.S. doliars $ 01 3 (03
Interest Rates

The Company is subject to interest rate risk on its long-term fixed interest rate debt and, to a lesser extent, variable-interest rate borrowings.
Variable-rate debt, where the interest rate fluctuates periodicaly, exposes the Company's cash flows to variability due to changes in market interest
rates. Fixed-rate debt, where the interest rate is fixed over the life of the instrument, exposes the Company to changes in the fair value of its debt due
1o changes in market interest rates and to the risk that the Company may need to refinance maturing debt with new debt at a higher rate.




The Company has performed a sensitivity analysis to determine how market rate changes might affect the fair value of its debt. This analysis
is inherently limited because it represents a singular, hypothetical set of assumptions. Actual market movements may vary significantly from the
assumptions. The effects of market movements may also directly or indirectly affect the Company's assumptions and its rights and obligations not
covered by the sensitivity analysis. Fair value sensitivity is not necessarily indicative of the ultimate cash flow or the earnings effect from the assumed
market rate movements.

An instantaneous one-percentage-point decrease in interest rates across all maturities and applicable yield curves would have increased the fair
value of the Company’s fixed-rate debt positions by approximately $62.6 million ($50.2 million at December 31, 2006), whereas a one-percentage-
peint increase in interest rates would have decreased the fair value of the Company’s fixed rate debt by $62.1 million at December 31, 2007 ($25.9
million at December 31, 20086). This analysis does not reflect the effect that increasing or decreasing interest rates would have on other items, such
as new borrowings, nor the impact they would have on interest expense and cash payments for interest.

The Company manages its debt portfotio to achieve an overall desired position of fixed and floating rates and may employ interest rate swaps
as a tool to achieve that goal. The major risks from interest rate derivatives include changes in the interest rates affecting the fair value of such
instruments, potential increases in interest expense due to market increases in floating interest rates and the creditworthiness of the counterparties
in such transactions. ’

In May 2004, the Company entered into interest rate swap agreements on a notional amount of $150.0 milfion of its senior notes due April 15,
2007 (Senior Notes) to take advantage of short-term interest rates available. Under these agreements, the Company received interest from the
counterparties at a fixed rate of 2.65% and paid a variable interest rate based on the published six-month LIBOR rate less 82.5 to 86.0 basis points.
On June 7, 2005, the Company terminated these interest rate swaps and paid the counterparties approximately $1.1 million, which represented the fair
market value of the agreements at the time of termination and was recorded as an adjustment to the carrying value of the related debt. This amount
was being amortized as an increase to interest expense aver the remaining term of the debt. The company's interest expense was increased by $0.3
miliion and $0.5 million for the years ended December 31, 2007 and 2006, respectively, as a result of the amortization of the termination payment.
The Company redeemed all $200.0 million of its outstanding 2.65% senior nates on April 16, 2007, using available cash an hand.

The fair values of the 1.5% and 2.5% convertible senior debentures are principally dependent on both prevailing interest rates and the Company's
current share price as it relates to the initial conversion price of the respective instruments.

The Company has various other long-term debt instruments, but believes that the impact of changes in interest rates in the near term will not be
material to these instruments.
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Management’s Report on Internal Contret Gver Financial Reporting

The Company maintains a system of internal controls that is designed to provide reasonable but not absolute assurance as ta the reliable preparation
of the consolidated financial statements, The Company's management, including its Chief Execuiive Officer and Chief Financial Officer, does not expect
that the Company's disclosure controls and procedures or the Company's internal controls will prevent or detect all errors and all fraud. A control
system, no matter how well conceived and operated, can provide only reasonable, but not absolute, assurance that the abjectives of the conrol
system are met. Further, the cesign of a controf system must reflect the fact that there are resource constraints, and the benefits of controfs must be
considered relative to their costs. Because of the inherent limitations in all contrg! systems, no evaluation of controls can provide absolute assurance
that all control issues and instances of errors or fraud, if any, within Cameron have been detected.

The control environment of Cameron is the foundation for its system of internal controls over financial reporting and is embodied in the Company's
Standards of Conduct. It sets the tone of the Company's organization and includes factors stch as integrity and ethical values, The Company’s internal
controls over financial reporting are supported by formal policies and procedures that are reviewed, modified and improved as changes occur in the
Company's business or as otherwise required by applicable rule-making bodies.

The Audit Committes of the Board of Directors, which is composed solely of outside directors, meets peripdically with members of management,
the internal audit department and the independent registered public accountants to review and discuss internal controls over financial reporting and
accounting and financial reporting matters. The independent registered public accountants and internal audit report o the Audit Committee and
accordingly have full and free access to the Audit Committee at any time.

Assessment of Internal Control Over Financial Reporting

Cameron's management is responsible for establishing and maintaining adequate internal control (as defined in Rule 13a-15(f) under the Securities
Exchange Act of 1934) over financial reporting.

Management conducted an evaluation of the effectiveness of its internal control over financial reporting based on the framework established in
“Internal Control — Integrated Framework” issued by the Committee of Sponsoring Organizations of the Treadway Commission. This evaluation included
a review of the documentation surrounding the Company's financial controls, an evaluation of the design effectiveness of these controfs, testing of
the operating effectiveness of these controls and a conclusion on this evaluation. Although there are inherent limitaitons in the effectiveness of any
system of internal controls over financial reporting — including the possibility of the circumvention or overriding of controls — based on management’s
evaluation, management has concluded that the Company's internal controls over financial reporting were effective as of December 31, 2007, based
on the framework established in “Internal Control — Integrated Framework”. However, because of changes in conditions, it is important to note that
internal control system effectiveness may vary over time.

In conducting management’s evaluation of the effectiveness of the Company's internal controls aver financial reporting, the operations of DES
Operations Limited, Prime Measurement Products, Paradigm Services, LP, and Filtra-Systems Company, all acquired during 2007, were excluded.
These operations constituted less than 5% of the Company’s cansolidated revenues, income before income taxes and total assets as of and for the
year ended December 31, 2007.

Emst & Young LLP, an independent registered public accounting firm that has audited the Company's financial statements as of and for the three-year
period ended December 31, 2007, has issued a report on their audit of management'’s internal control over financial reporting, which is included herein,

Shelden R. Erikson

Chairman of the Board
and Chief Executive Officer

Tl

Franklin Myers
Senior Vice President and
Chief Financial Officer




Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders ot
Cameron International Corporation

We have audited Cameron International Corporation's (the Company) internal control over financial reporting as of December 31, 2007, based on
criteria established in Internal Control — Integrated Framewark issued by the Committee of Spensoring Organizations of the Treadway Commission (the
COSO criteria). The Company's management is responsible for maintaining effective internal control aver financial reporting and for its assessment
of the effectiveness of internal control over financial reporting included in the accompanying Management's Report on Internal Contro! aver Financial
Reporting. Our responsibility is to express an opinion on the Company’s intemal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting was
maintained in all material respects. Our audit included obtaining an understanding of internal control over financia! reporting, assessing the risk that a
material weakness exists, testing and evaluating the design and operating effectiveness of internal contro! based on the assessed risk, and performing
such other procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our epinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles. A company’s
internal contral over financial reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and directers of the company; and {3) provide
reasonabte assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company's assets that could have
a materia! effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any
evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may deteriorate.

As indicated in the accompanying Management's Report on Internal Control Over Financial Reporting, management’s assessment of and
conclusion on the effectiveness of internal contro! over financial reporting did not include the internal controls of DES Operations Limited,
Prime Measurement Products, Paradigm Services, LP, and Filtra-Systems Company, all acquired during 2007, which are included in the 2007
consolidated financial statements of Cameron International Corporation and constituted less than 5% of the Company’s consolidated revenues,
income before income taxes and total assets for the year ended December 31, 2007. Qur audit of intemnal control over financial reporting of
Cameron International Corporation also did not include an evaiuation of the internal control over financial reparting of DES Operations Limited,
Prime Measurement Products, Paradigm Services, LP, and Filtra-Systems Company.

In our opinion, Cameron International Corporation maintained, in ali material respects, effective internal control over financial reporting as of
December 31, 2007, based on the COSO criteria.

We have also audited, in accerdance with the standards of the Public Company Accounting Oversight Board (United States), the consolidated balance
sheets of Cameren International Corporation as of December 31, 2007 and 2006, and the related statements of consolidated results of operations,
changes in stockholders' equity and cash flows for each of the three years in the peried ended December 31, 2007 and our report dated February
27, 2008 expressed an unqualified opinion thereon.

é/vmt v MLLP
Houston, Texas

February 27, 2008
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders of
Cameron Intermational Corporation

We have audited the accompanying consolidated balance sheets of Cameron International Corporation {the Company) as of December 31, 2007
angd 2006, and the related statements of consolidated results of operations, changes in stockholders' equity, and cash flows for each of the three
years in the period ended December 31, 2007. These financial statements are the responsibility of the Company’s management. Our responsibility is
to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (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 examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also inciudes
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 consolidated financiat statements referred to above present fairly, in all material respects, the consolidated financial position of
Cameron International Corporation at December 31, 2007 and 2006, and the consolidated resulis of its operations and its cash flows for each of the
three years in the period ended December 31, 2007, in conformity with U.S. generally accepted accounting principles.

As discussed in Note 11 of the Notes to Consolidated Financial Statements, the Company adopted, effective January 1, 2007, the provisions of FASB
Interpretation No. 48, Accounting for Uncertainty in Income Taxes {FIN 48), an interpretation of FASB Staternent No. 109, Accounting for Income Taxes.
The Company also adopted, effective January 1, 2006, Statement of Financial Accounting Standards No. 123 {revised 2004}, "Share Based Payment,”
and, effective December 31, 2006, Statement of Financial Accounting Standards No. 158, “Employers” Accounting for Defined Benefit Pension and
Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106 and 132(R)", respectively.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the Company’s
internal control over financial reporting as of December 31, 2007, based on criteria established in Internal Control — Integrated Framework issued
by the Committe¢ of Sponsoring Organizations of the Treadway Commission and our report dated February 27, 2008 expressed an unqualified
opinion thereon.

émmt v MLLP
Houston, Texas

February 27, 2008




Consolidated Results of Operations

Year Ended December 31,

(dollars in thousands, except per share data) 2007 2006 2005
Revenues $ 4,666,368 $ 3,742,907 $ 2,517,847
Costs and expenses:
Cost of sales {exclusive of depreciation and amortization shown separately below) 3,242,238 260,072 1,796,277
Selling and administrative expenses 577,588 528,568 381,267
Depreciation and amortization 109,774 101,350 78,398
Interest income {30,745) (26,939) (13,060)
Interest expense 23,313 20,677 11,953
Charge for pension plan termination 35,725 —_ —
Acquisition integration costs — 29,578 —
Total costs and expenses 3,957,893 3,254,306 2,254 835
Income before income taxes 708,475 488,601 263,012
Income tax provision (207,615) (170,785} (91,882}
Net income $ 500860 $ 317,816 $ 171,130
Earnings per common share: !
Basic $ 2.28 $ 1.40 $ 0.77
Diluted $ 2.16 3 1.36 $ 0.76

1 Prior year earnings per common share amounts have heen revised to reflect the 2-for-1 stock spiit effective December 28, 2007. Sea Note 12 of

the Notes to Consolidated Financial Statements.

The Notes to Consolidated Financial Statements are an integral part of these statements.
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Consolidated Balance Sheets

December 31,
(dollars in thousands, except shares and per share data) 2007 2006
|
! Assels
| Cash and cash equivalents $ 739916 $ 1,033,537
| Receivables, net 797,471 696,147
| Inventories, net 1,413,403 1,009,414
Other 121,141 168,554
‘ Total current assets 3,071,931 2,807,652
‘ Plant and equipment, net 821,104 648,785
Goodwill 647,819 595,268
Dther assets 189,965 199,045
Total assets $ 4,730,819 $ 4,350,750
Liabilities and stockhotders’ equity
Current portion of long-term debt $ 8,766 $ 207345
Accounts payable and accrued liabilities 1,677,004 1,364,716
Accrued income taxes 7,056 56,151
Total current liabilities 1,692,876 1,628,212
Long-term debt 745,128 745,408
Postretirement benefits other than pensions 15,766 20,757
Deferred income taxes 68,646 90,248
Qther long-term liabilities 113,439 124,686
Total liabilities 2,635,855 2,609,311
Commitments and contingencies - -
Stockholders' equity:
Common stock, par value $.01 per share, 400,000,000 shares authorized,
232,341,726 shares issued at December 31, 2007 and 116,170,863
{pre 2-for-1 split) shares issued at December 31, 2006 2,324 1,162
Preferred stock, par value $.01 per share, 3,000,000 shares
autharized, no shares issued or outstanding — —
Capital in excess of par value 1,160,814 1,140,765
Retained eamings 1,256,822 760,958
Accumulated other elements of comprehensive income 101,004 16,326
Less: Treasury stock at cost, 14,332,927 shares at December 31, 2007 and
3,881,236 (pre 2-for-1 split) shares at December 31, 2006 (426,000) {177,772)
Total stockholders’ equity 2,094,964 1,741,438
Total liabilities and stockholders' equity $ 4,730,819 $ 4,350,750

The Notes to Consolidated Financial Statements are an integral part of these statements.
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Consolidated Cash Flows

Year Ended December 31,
(dol'ars in thousands) 2007 2006 2005
Cash flows from aperating activities:
Net income $ 500,860 $ 317.816 $ 171,130
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation 81,458 75,909 64,018
Amortization 28,316 25,441 14,380
Non-cash charge for pension plan termination 35,725 — —
Non-cash stock compensation expense 31,383 25,568 2,790
Non-cash write-down of investments — — 2,458
Non-cash write-off of assets associated with acquisition integration efforts —_ 10,525 —
Tax benefit of employee stock compensation plan transactions and deferred income taxes 43,455 60,345 34,049
Changes in assets and liabilities, net of translation, acquisitions, and
nan-cash items:
Receivables (69,223) (81,762 (80,659)
Inventories (355,215) (269,771) {137,384)
Accounts payable and accrued liabilities 219,503 382,854 255,213
Other assets and liabilities, net (64,542) (414) 26,004
Net cash provided by operating activities 451,720 546,51 352,088
Cash flows from investing activities:
Capital expenditures (245,589) (184,830 {77,508)
Acquisitions, net of cash acquired (76,386} {28,846) (328,570)
Proceeds from sale of plant and equipment 9,056 16,638 5474
Net cash used for investing activities (312,919} (197,038) (400,604)
Cash flows from financing activities:
Loan repayments, net (200,707) (308) (2,243
Issuance of long-term debt — 500,000 -
Redemption of convertible debt — — (14,821}
Debt Issuance costs - (8,630) —
Purchase of freasury stock {321,913) (282,191 {8,395)
Proceeds from stock option exercises 52,784 76,002 223,085
Excess tax benefits of employee stock compensation plans/transactions 28,034 16,580 —
Principal payments on capital leases {5,312 {4,401 {4,098)
Net cash (used for) provided by financing activities (447,114} 297,052 182,528
Efiect of translation on cash 14,692 25,041 (9,040
(Decrease) increase in cash and cash equivalents (293,621) 671,566 134,973
Cash and cash equivalents, beginning of year 1,033,537 361,971 226,998
Cash and cash equivalents, end of year $ 739916 $ 1,033,537 $ 361,971

The Notes to Consolidated Financial Statements are an integral part of these statements.

55




56

Consolidated Changes in Steckholders’ Equity

Accumulated

other
Capital in elements of
Common  excessof Retained comprehensive  Treasury

{dollars in thousands) stock par value  earnings income stock Total
Balance - December 31, 2004 $ 543  $ 948,740 § 272,012 $ 94974 $ (88,028)  § 1228247
Net income 171,130 171,130
Foreign currency transiation {48,110) 49 110)
Change in fair value of derivatives accounted

for as cash flow hedges, net of $3,873 in taxes {8.441) {8,441)
Other comprehensive income from derivative

transactions recognized in current year earnings,

net of $18 in taxes 41 4
Comprehensive income 113,620
Non-cash stock compensation expense 2,790 2,790
Purchase of treasury stock (9,395} (9,395)
Common and treasury stock issued under stock

option and other employee henefit plans 3 124,230 97,423 221,684
Tax benefit of employee stock compensation

plan transactions 37,817 37,817
Stock split 576 (576) —
Batance — December 31, 2005 1,156 1,113,001 443,142 37,464 — 1,594,763
Net income 317,816 317,816
Foreign currency translation 57,130 57130
Change in fair value of derivatives accounted

for as cash flow hedges, net of $6,222 in faxes 13,468 13,468
Other comprehensive income from derivative

transactions recognized in current year eamings,

net of $116 in taxes (251} {251)
Minimum pension liability, net (337) 33
Comprehensive income 387 826
Adjustment to initially apply FASB Statement

No. 158, net of $44,382 in iaxes (91,148) {91,148}

* Non-cash stock compensation expense 25,568 25,568

Purchase of treasury stock (282,191) {(282,191)
Common and treasury stock issued under stock

option and other employes benefit plans 6 (28,804) 103,777 74,979
Tax henefit of employee stock compensation

plan transactions 23,284 23,284
Other 7,716 642 8,358
Balance — December 31, 2006 1,162 1,140,765 760,958 16,326 {(177,772) 1,741,439
Net Income 500,860 500,860
Fareign currency translation 59,686 59,686
Change in fair value of derivatives accounted

for as cash flow hedges, net of $2,803 in taxes 5,01 5,01
Other comprehensive income from derivative

transactions recognized in current year eamings,

net of $2,225 in taxes {4,583) (4,583)
Pension settlement loss, net of $14,422 in taxes 23,282 23,282
Pension curtailment gain, net of $757 in taxes (1,222) (1,222)
Actuarial loss, net of amortization 2,504 2,504
Comprehensive income 585,538
Adjustment to initially apply FIN 48 (2,000) {4,996) (6,996)
Non-cash stock compensation expense 31,383 31,383
Purchase of treasury stock {341,423) (341,423)
Common and treasury stock issued under stock

option and other employee benefit plans (40,411) 93,195 52,784
Tax benefit of employee stock compensation

plan transactions 32,239 32,239
Stock split 1,162 {1,162) —
Balance — December 31, 2007 $ 2324 $1,160,814 $1,256,822 $ 101,004 $ (426,000) $ 2,094,954

The Notes to Consolidated Financial Statements are an integral part of these statements.




Notes to Consolidated Financial Statements

Note 1: Summary of Major Accounting Policies

Company Operations — Cameraon International Corporation {Cameron or the Company} is a leading provider of fiow equipment products, systems
and services to worldwide oil, gas and process industries. Products include oil and gas pressure control and separation equipment, including valves,
wellheads, controls, chokes, blowout preventers and assembled systems for oif and gas drilling, production and transmission processes used in
onshore, offshore and subsea applications. Cameron also manufactures and services air and gas compressors and turbochargers.

The Company's operations are organized into three business segments — Drilling and Producticn Systems (DPS), Valves & Measurement
{V&M) and Compression Systems (CS). Additional infarmation regarding each segment may be found in Note 14 of the Notes to Consolidated
Financial Statements,

Principles of Consolidation — The consolidated financial statements include the accounts of the Company and all majority-owned subsidiaries.
Investments from 20% to 50% in affiliated companies are accounted for using the equity method.

Estimates in Financial Statements — The preparation of the financial statements in conformity with U.S. generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period. Such estimates
include, but are not limited to, estimated losses on accounts receivable, estimated realizable value on excess and obsolete inventory, contingencies,
including tax contingencies, estimated liabilities for litigation exposures and liquidated damages, estimated warranty costs, estimates related to pension
accounting, estimated proceeds from assets held for sale and estimates related to deferred tax assets and liabilities, including valuation allowances
on deferred tax assets. Actual results could differ materially from these estimates.

Revenue Recognition — The Company generally recognizes revenue once the following four criteria are met: () persuasive evidence of an
arrangement exists, {ii) delivery of the equipment has occurred or services have been rendered, (iii) the price of the equipment or service is fixed and
determinable and {v) collectibility is reasonably assured. For certain engineering, procurement and construction-type coniracts, which typically include
the Company's subsea and drilling systems and processing equipment contracts, revenue is recognized in accordance with Statement of Pasition
81-1, Accounting far Performance of Construction-Type and Certain Production-Type Contracts (SOP 81-1}. Under SOP 81-1, the Company recognizes
revenue on these contracts using a units-of-completion method. Under the units-of-completion method, revenue is recognized once the manufaciuring
process is complete for each piece of equipment specified in the contract with the customer. This would include customer inspection and acceptance,
if required by the contract. Appraximately 21%, 17% and 13% of the Company’s revenues for the years ended December 31, 2007, 2006 and 2005,
respectively, was recognized under SOP 81-1,

Shinping and Handling Costs — Shipping and handling costs are reflected in the caption entitled "Cost of sales (exclusive of depreciation and
amortization shown separately below)® in the accompanying Consolidated Results of Operations statements.

Cash Equivatents — For purposes of the Consolidated Cash Flows statement, the Company considers all investments purchased with original
maturities of three months or less to be cash equivalents.

Short-term Investments — Investments in available-for-sale marketable debt and equity securities are carried at fair value, based on quoted market
prices. Differences between cost and fair value are reflected as a component of accumulated other elements of comprehensive income until such time
as these differences are realized. The basis for computing realized gains or losses is the specific identification method. if the Company determines that
a loss is other than temporary, such loss will be charged to earnings. No material realized gains or losses on short-term investments were recognized
during the years ended December 31, 2007, 2006 and 2005.

Allowance for Doubtful Accounts — The Company maintains allowances for doubtful accounts for estimated losses that may result frem the inability
of its customers to make required payments. Such allowances are based upon several factors including, but not fimited to, historical experience, the
length of time an invoice has been outstanding, responses from customers relating to demands for payment and the current and projected financial
condition of specific customers.

Inventories — Aggregate inventories are carried at cost or, if lower, net realizable value. On the basis of current costs, 50% of inventories at
December 31, 2007 and 48% at December 31, 2006 are carried on the last-in, first-out {LIFQ) method, For these locations, the use of LIFO results in
a better matching of costs and revenues. The remaining inventories, which are located outside the United States and Canada, are carried an the first-
in, first-out (FIFO) method. The Company provides a reserve for estimated inventory obsolescence or excess quantities on hand equal to the difference
between the cost of the inventory and its estimated realizabte value. During 2006 and 2005, the Company reduced its LIFO inventory levels in the CS
segment resulting in a liquidation of certain low-cost inventory layers. Accordingly, the Company recorded nan-cash LIFQ income of $2,081,000 and
$4,033,000 for the years ended December 31, 2006 and 2005, respectively.

Plant and Equipment — Property, plant and equipment, both owned and under capital lease, is carried at cost. Maintenance and repair costs are
expensed as incurred. The cost of renewals, replacements and betterments is capitalized. The Company capitalizes software developed or obtained
for internal wse. Accordingly, the cost of third-party software, as welt as the cost of third-party and intemal personnel that are directly involved in
application development activities, are capitalized during the application development phase of new software systems projects, Costs during the
preliminary project stage and post-implementation stage of new software systems projects, including data conversion and training costs, are expensed
as incurred. Depreciation and amortization is provided over the estimated useful lives of the related assets, or in the case of assets under capital leases,
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over the refated lease term, if less, using the straight-line method. The estimated useful lives of the major classes of property, plant and equipment
are as follows:

Estimated

Useful Lives
Buildings and leaseheld improvements 10 - 40 years
Machinery, equipment and tooling 3 - 18 years
Office furniture, software and other 3-10 years

Goodwill — In accordance with Statement of Financial Accounting Standards No. 142, Goodwill and Other Intangible Assets (SFAS 142), the
Company reviews goodwill at least annually for impairment at the reporting unit leve!, or more frequently if indicators of impairment are present. The
Company conducts its annual review by comparing the estimated fair value of each reporting unit to its respective book value. The estimated fair value
for the 2007, 2006 and 2005 annual evaluations was determined using discounted cash flows or other market-relaied valuation models. Certain
estimates and judgments are required in the application of the fair value models. Each of the annual evaluations indicated that no impairment of
goodwill was required. The Company's reporting units for SFAS 142 purposes are the Drilling, Surface, Subsea and Petreco Process Systems product
lines of the DPS segment, the Engineered Valves, Distributed Valves, Process Valves, Measurement Systems product lines and the Aftermarket Services
business of the V&M segment and the Reciprocating and Centrifugal Compression product lines of the CS segment. See Note 14 of the Notes to
Consolidated Financia) Statements for further discussion of the Company's busingss segments.

Intangible Assets — The Company’s intangibte assets, excluding goodwill, represent purchased patents, trademarks, customer lists and other
identifiable intangible assets. The majority of other identifiable intangible assets are amortized on a straighi-line basis over the years expected to be
benefited, generally ranging fram 5 to 20 years. Such intangibles are tested for recoverability whenever events or changes in circumstances indicate
that their carrying value may not be recoverable. As many areas of the Company's business rely on patents and proprietary technology. it has followed
a policy of seeking patent protection both inside and outside the United States for products and methods that appear to have commercial significance.
The costs of developing any intangibles internally, as well as costs of defending such intangibles, are expensed as incurred.

Long-Lived Assets — In accordance with Statement of Financial Accounting Standards No. 144, Accounting for the impairment or Disposal of
Long-Lived Assets (SFAS 144), fong-lived assets, excluding goodwill and indefinite-lived intangibles, to be held and used by the Company are reviewed
to determine whether any events or changes in circumstances indicate that the carrying amount of the asset may not be recoverable. For long-lived
assets to be held and used, the Company bases its evaluation on impairment indicators such as the nature of the assets, the future economic benefit
of the assets, any historical or future profitability measurements and other external market conditions or factors that may be present. if such impairment
indicators are present or other factors exist that indicate that the carrying amount of the asset may not be recoverable, the Company datermines
whether an impairment has occurred through the use of an undiscounted cash flow analysis of the asset at the lowest level for which identifiable cash
fiows exist. If an impairment has occurred, the Company recognizes a loss for the difference between the carrying amount and the fair value of the
asset. Assets are classified as held for sale when the Company has a plan for disposal of such assets and those assets meet the held for sale criteria
contained in SFAS 144 and are stated at estimated fair value less estimated costs to sell.

Product Warranty — Estimated warranty costs are acerued either at the time of sale based upon historical experience or, in some cases, when
specific warranty problems are encountered. Adjustments to the recorded liability are made periodically to reflect actual experience.

Contingencies — The Company accrues for costs relating to litigation, including (itigation defense costs, claims and other contingent matters,
including liquidated damage liabilities, when such liabilities become probable and reasonably estimable. Such estimates may be based on advice from
third parties or on management’s judgment, as appropriate. Revisions to contingent liability reserves are reflected in income in the period in which
different facts or information become known or circumstances change that affect the Company's previous assumptions with respect to the likelihood
or amount of loss. Amounts paid upon the ultimate resolution of contingent liabilities may be materially different from previous estimates and could
requie adjustments to the estimated reserves to be recognized in the period such new information becomes known.

Income Taxes — The asset and liability approach is used to account for income taxes by recognizing deferred tax assets and liabifities for the
expected future tax consequences of temporary differences between the carrying amounts and the tax basis of assets and tiabilities. Income tax
expense includes U.S. and foreign income taxes, including U.S. federal taxes on undistributed earnings of foreign subsidiaries to the extent such
earnings are planned to be remitted. Taxes are not provided on the translation component of comprehensive income since the effect of ranslation is
not considered to modify the amount of the earnings that are planned to be remitted.

The Company adopted the provisions of FASB Intespretation No. 48, Accounting for Uncertainty in Income Taxes (FIN 48), an interpretation of FASB
Statement No. 109, Accounting for Income Taxes, on January 1, 2007. FIN 48 was issued in June 2006 in order to create a single model to address
accounting for uncertainty in income tax positions. FIN 48 clarifies the accounting for income taxes by prescribing a minimum recognition threshold that
a tax position is required to meet before being recognized in the financial statements. FIN 48 also provides guidance on derecognition, measurement,
classification, interest and penalties, accounting in interim periods and disclosure. Under FIN 48, income taxes are no longer subject to Statement of
Financial Accounting Standards No. 5, Accounting for Contingencies.

The Company reflects interest related to an underpayment of income taxes as a component of interest expense in the Consolidated Results of
QOperations statement. Penatties on a tax position taken by the Company are reflected as a component of income tax expense in the Consolidated Results
of Operations staternent. See Note 11 of the Notes to Consolidated Financial Statements for further discussion of the Company’s income taxes.




Environmental Remediation and Compliance — Environmental remediation and postremediation manitoring costs are accrued when such obligations
become probable and reasonably estimable. Such future expenditures are not discounted to their present value.

Pension and Postretirement Benefits Accounting — The Company follows the provisions of Statement of Financial Accounting Standards No. 158,
Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans (SFAS 158) with regard to recognition of the funded status of its
defined benefit pension and other postretirement benefit plans in its Consolidated Balance Sheets. The Company currently uses a measurement date of
December 31 for its defined benefit pension plans. The Company expecis to adopt the measurement date provisions of SFAS 158 for its postretirement
benefit plans when required in 2008. SFAS 158 did not change the basic approach used by companies to measure plan assets, bengfit obligations
and annual net periodic benefit costs. These issues are expected to be addressed by the Financial Accounting Standards Board {FASB} at a later
date. Accordingly, the Campany continues to follow the provisions of Statement of Financial Accounting Standards No. 87, Employers’ Accounting for
Pensions (SFAS 87) antt Statement of Financial Accounting Standards No. 106, Employers' Accounting for Postretirernent Benefits Other Than Pensions
(SFAS 106) in measuring its plan assets and benefit obligations as of December 31, 2007 and 2006 and in determining the amount of its net periodic
benefit costs for the years ended December 31, 2007, 2006 and 2005.

Stock-Based Compensation — At December 31, 2007, the Company had four stock-based employee compensation plans, which are described in
further detail in Note 8 of the Notes to Consolidated Financial Statements. Prior to January 1, 2006, the Cempany measured compensation expense
for its stock-based compensation plans using the intrinsic value method. Effective January 1, 2006, compensation expense for the Company's stock-
based compensation plans is now measured using the fair value method required by Statement of Financial Accounting Standards No. 123 (revised
20:04), Share-Based Payment (SFAS 123{R}). Under SFAS 123(R), the fair value of stock option grants and restricted stock unit awards is amortized to
expense using the straight-line method over the shorter of the vesting period or the remaining employee service period.

Derivative Financial Instruments — The Company recognizes all derivative financial instruments as assets and liabilities and measures them at
fair value. Under Statement of Financial Accounting Standards No. 133, Accounting for Derivative Instruments and Hedging Activities (SFAS 133),
hedge accounting is only applied when the derivative is deemed highly effective at offsetting changes in anticipated cash flows of the hedged item or
transacticn. Changes in fair value of derivatives that are designated as cash flow hedges are deferred in accumulated other elements of comprehensive
income until the underlying transactions are recognized in earnings, at which time any deferred hedging gains or losses are also recorded in earnings
on the same line as the hedged item. Any ineffective portion of the change in the fair value of a derivative used as & cash flow hedge is recorded in
garnings as incurred. The amounts recorded in eamings from ineffectiveness for the years ended December 31, 2007, 2006 and 2005 have not been
material. The Company may at times also use forward contracts to hedge foreign currency assets and liabilities. These contracts are not designated
as hedges under SFAS 133. Therefore, the changes in fair value of these contracts are recognized in earnings as they occur and offset gains or losses
on the related asset or liability.

Foreign Currency— Far most subsidiaries and branches outside the U.S., the local currency is the functional currency. in accordance with Statement
of Financial Accounting Standards No. 52, Foreign Currency Translation, the financial statements of these subsidiaries and branches are translated
into U.S. doliars as follows: () assets and labilities at year-end exchange rates; (i) income, expenses and cash flows at average exchange rates;
and (iij) stockholders' equity at historical exchange rates. For those subsidiaries for which the local currency is the functional currency, the resulting
translation acjustment is recorded as a component of accumulated other elements of comprehensive income in the accompanying Consolidated
Balance Sheets.

For certain other subsicdiaries and branches, operations are conducted primarily in currencies ather than the local currencies, which are therefore
the functionat currency. Non-functional currency monetary assets and liabilities are remeasured at year-end exchange rates. Revenue, expense and
gain and loss accounts of these foreign subsidiaries and branches are remeasured at average exchange rates. Non-functional currency non-monetary
assets and fiabilities, and the related revenue, expense, gain and loss accounts are remeasured at historical rates.

Foreign currency gains and losses arising from transactions denominated in a currency other than the functional currency of the entity involved
are included in income. The effects of foreign currency transactions were a loss of $360,000 for the year ended December 31, 2007, and gains of
$14,414,000 and $2,717 000 for the years ended December 31, 2006 and 2005, respectively,

Reclassifications and Revisions — Certain p'rior year amounts have heen reclassified to conform to the curent year presentation. Pricr period
earnings per common share amounts and shares utilized in the catculation of prior period eamnings per common share have been revised to reflect
the 2-for-1 split of the Company’s common stock effective December 28, 2007.

Recently issued Accounting Pronouncements — In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157, Fair
Value Measurements (SFAS 157), which defines fair value, establishes a framework for measuring fair value and expands the level of disclosures
regarding fair valug, SFAS 157 also emphasizes that fair value is a market-based measurement rather than an entity-specific measurement. The
Company adopted the provisions of SFAS 157 which became effective on January 1, 2008, as required. There was no impact on the Company’s
financial statements at the time of adoption, however, the Company does expect that this new standard will impact cerfain aspects of its accounting
for business combinations on a prospective basis, including the determination of fair values assigned to certain purchased assets and liabilities and
the expensing of all transaction costs refating to future business combinations.

In February 2007, the FASB issued Statement of Financial Accounting Standards No. 159, The Fair Value Option for Financial Assets and Financial
Liabilities {(SFAS 159). SFAS 159 provides entities with an option to measure many financial assets and liabilities and certain other items at fair value
as determined on an instrument-by-instrument basis. The Company adopted SFAS 158 on January 1, 2008, as required. There was no impact on the
Company's financial statements at the time of adoption.

In December 2007, the FASB issued Statement of Financial Accounting Standards No. 141R, Business Combinations (SFAS 141R) and Statement
of Financial Accounting Standards No. 160, Accounting and Reporting of Noncontrolling Interest in Consolidated Financial Statements, an amendment
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of ARB No. 51 (SFAS 160). These two standards must be adopted in conjunction with each other on a prospective basis. The most significant changes
to business combination accounting pursuant to SFAS 141R and SFAS 160 are the following: (a) recognize, with certain exceptions, 100 percent of
the fair values of assets acquired, liabilities assumed and noncontrolling interests in acguisitions of less than a 100 percent controlling interest when
the acquisition constitutes a change in contra! of the acquired entity, (b) acquirers' shares issued in consideration for a business combination wilt
be measured at fair value on the closing date, not the announcement date, (¢) recognize contingent consideration arrangements at their acquisition
date fair values, with subsequent changes in fair value generally reflected in earnings, (d) the expensing of all transaction costs as incurred and
most restructuring costs, (g} recognition of pre-acquisition loss and gain contingencies at their acquisition date fair values, with certaln exceptions,
(f) capitalization of acquired in-process research and development rather than expense recognition, (g) eam-out arrangements may be reguired to be
remeasured at fair value and () recognize changes that result from a business combination transaction in an acquirer's existing income tax valuation
allowances and tax uncertainty accruals as adjustments to income tax expense. The Company anticipates these new standards will significantly affect
the Company's accounting for future business combinations foliowing adoption on January 1, 2009.

Note 2: Acquisitions

On March 13, 2007, the Company acguired DES Operations Limited (DES), a Scotland-based supplier of production enhancement technology at
a cash cost of approximately $37,679,000, plus a maximum additional contingent payeut of approximately 4.0 million British Pounds, depending
on the financial performance of DES over the next three years. The acquisition of DES enhances the Company's subsea praduct offerings within
the DPS segment by providing technology that allows for subsea processing capabilities directly on a subsea tree. DES's results are included in the
Company’s consolidated financial statements for the period subsequent to the acquisition date. Goodwilt recorded as a result of this acquisition totaled
approximatety $36,297,000, most of which will not be deductible for income tax purposes.

On March 22, 2007, the Company acquired certain assets of Prime Measurement Products (Prime), a supplier to the measurement business
of the V&M segment. The total cost of this acquisition was approximately $6,265,000. No goodwill has been recorded as a result of this
acquisition.

On April 2, 2007, the Company completed the purchase of certain assets and liabilities of Paradigm Services, LP (Paradigm), a Texas-based vaive
and actuator repair and remanufacturing business, at a cash cost of $10,960,000. This business has been included in the operations of the VaM
segment since the date of acquisition. Goodwill recorded as a result of this acquisition totaled approximately $7,765,000, most of which will be
deductible for income tax purposes.

The Company is still awaiting certain information relating to the fair values of the assets and liabilities of the businesses above in order to finalize
the raspective purchase price allocations.

Additionally, on June 5, 2007, the Company purchased the Hydromation Deep Bed Filter product line from the Filtra-Systems Company, a Michigan-
hased suppiier of filter solutions, at a cash cost of approximatety $21,482,000. This business was a supplier to the DPS segment’s oil, gas and
water separation applications product line. The results of this acquired entity are inciuded in the Company's consolidated financial statements for the
period subsequent to the acquisition date. Goodwill recorded as a result of this acquisition totaled approximately $12,575,000, most of which will be
deductible for income tax purposes.

On September 1, 2005, the Company announced it had agreed to acquire substantially all of the businesses included within the Flow Control
segment of Dresser, inc. (the Dresser Acquired Businesses). On November 30, 2005, the Company completed the acquisition of ali of these businesses
other than a portion of the business, located in Brazil, which was acquired on January 10, 2006. The total net cash purchase price for the Dresser
Acquired Businesses was approximately $210,470,000. The acquired operations serve customers in the worldwide oil and gas production, pipeiine
and process markets and have been included in the Company’s consolidated financial statements for the period subsequent to the acquisition, primarily
in the V&M segment.

During 2007, the Company obtained information refating to the fair value of the assets and liabilities of the Dresser Acquired Busingsses existing at
the acquisition date for purposes of aliocating the purchase price in accordance with Statement of Financial Accounting Standards No. 141, Business
Combinations. As a result of incorporating this information into its initial purchase price allocation, goodwill associated with this acquisition has
decreased by $13,754,000 to approximately $75,236,000 at December 31, 2007,

In connection with the integration of the Dresser Acquired Businesses primarily into the V&M segment, a total of $29,578,000 in integration costs
were recognized during the year ended December 31, 2006, of which approximately $10,525,000 related to non-cash impairment charges for
goodwill, fixed assets and other assets at certain legacy locations of the Company that were closed or otherwise impacted by the integration. The
components of the total integration costs are as follows:

Year Ended
{doflars in thousands) December 31, 2006
Plant rearrangement and other integration costs $ 13,241
Non-cash asset impairment charges 10,525
Employee severance 4,220
Stay bonuses and employee relocation costs 1,692
Total $ 29,578

On January 3, 2006, the Company acquired the assets and liabilities of Cafdon, Inc. for approximately $13,089,000 in cash. The acquisition of
Caldon added a new uktrasonic flow measurement product line 1o the existing flow measurement products in the V&M segment. Caldon's results are




included in the Company’s consolidatad financial statements for the perfod subsequent to the acquisition date. Goodwill associated with the Caldon
acquisition totaled approximatety $6,244,000 at December 31, 2007, most of which is deductible for income tax purposes.

On May 11, 2005, the Company acquired one hundred percent of the outstanding stock of NuFlo Technologies, Inc. (NuFlg), a Houston-based supplier
of metering and related flow measurement equipment, for approximately $121,294,000 in cash and assumed debt. NuFlo’s results are included in the
Company's consolidated financial statements for the period subsequent to the acquisition date in the V&M segment. Goodwill recorded at December 31,
2007, as a result of this acquisition, totaled approximately $75,657,000, most of which will not be deductible for income tax purposes.

Also, during 2005, the Company made three small product line acquisitions. Two of the acquisitions, totaling $10,118,000, were complementary
to the current product offerings in the DPS segment. One acquisition in the amount of $1,022,000, plus certain additional amounts that have been
deferred for annuat payout over a three-year period ending January 5, 2008, was incorporated into the V&M segment, The resuilts of the acquired
entities have been included in the Company's consolidated financial statements for the period subsequent to the respective acquisition dates. Total
goodwill recorded as a result of these acquisitions at December 31, 2007 amounted to $7,005,000, the majority of which will be deductible for

income tax purposes,

Note 3: Receivables
Receivables consisted of the following:

Dacember 3,

{dollars in thousands} 2007 2006
Trade receivables $ 741,006 $ 671,343
Other receivables 58,709 32,107
Allowance for doubtful accounts (8,244) {7,303)

Total receivables $ 797,411 $ 696,147
Note 4: Inventories

Inventories consisted of the following:

December 31, -
{dollars in thousands) 2007 2006
Raw materiats $ 121,07 $ 108,889
Work-in-process 454,309 300,970
Finished goods, including parts and subassemblies 947,254 687,088
Other 8,528 4,721
1,531,162 1,101,668

Excess of current standard costs over LIFO costs (67,704) (48,031
Allowance for obsolete and excess inventory {50,055) {44 223}

Total inventories $ 1,413,403 $ 1,000,414
Note 5: Ptant and Equipment, Goodwill and Other Assets

Plant and equipment consisted of the following:

December 31,
(dollars in thousands) 2007 2006
Land and land improvements $ 50,648 $ 41738
Buildings 337,008 282,049
Machinery and equipment 770,894 646,646
Tooling, dies, patterns, etc. 97,384 81,107
Office furniture & equipment 117,235 103,115
Capitalized software 112,243 95,853
Assets under capital leases 25,54 22,921
Construction in progress 99,191 74,021
Alt other 16,409 17,914
1,626,636 1,365,464

Accumutated depreciation (805,532) {716,679)

Total plant and equipment $ 821,104 $ 648,785
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Changes in goodwill during 2007 were as follows:

{doltars in thousands) DPS V&M CS Total
Balance at December 31, 2006 $ 249,852 $ 283,194 $ 62,222 $ 595,268
Acquisitions 48,872 7,765 — 56,637
Purchase price allocation adjustment to goodwill for the

Dresser Acquired Businesses and other — (13,834 — (13,834}
Translation and other 6,512 3,236 — 9,748

Balance at December 31, 2007

$ 305,236 $ 280,36t

$ 62,222 $ 647819

Other assets consisted of the following:

December 31,

(dollars in thousands) 2007 2006
Funded status of overfunded defined benefit pension plans $ 8,087 $ 18451
Deferred income taxes 29,313 45,703
Other intangibles:
Nonamortizable 8,456 8,607
Gross amortizable 111,245 94,683
Accumulated amortization (31,813) (20,807)
Other 64,677 52,408
Total other assets $ 189,965 $ 199,045

Amontization associated with the Company's capitalized software and other amortizable intangibles (primarily patents, trademarks, customer lists and
other) recorded as of December 31, 2007 is expected to approximate $24,961,000, $20,391,000, $17,688,000, $13,851,000 and $13,269,000 for
the years ending Decermber 31, 2008, 2009, 2010, 2071 and 2012, respectively.

Note 6: Accounts Payable and Accrued Liabilities

Accounts payable and accrued liabilities consisted of the following:

December 31,
(dollars in thousands) 2007 2006
Trade accounts payable and accruals $ 517,692 $ 408,480
Sataries, wages and related fringe benefits 155,048 141,444
Advances from customers 796,441 573527
Sales-related costs and provisions 87,253 78,666
Payrall and other taxes 35,904 30,032
Product warranty 29,415 29,846
Other 95,301 102,721
Total accounis payable and accrued liabilities $1,677,054 $1,364,716
Activity during the year associated with the Company's product warranty accruals was as follows (dollars in thousands):
Net Charges
Balance Warranty Against Translation Balance
December 31, 2006 Provisions Accrual and Other December 31, 2007
$29,846 $20,731 $(19,404) ${1,758) $29,415




Note 7: Employee Benefit Plans

The Company sponsors the Cameron International Corporation Retirement Plan (Retirement Plan), which covered the majority of salaried U.S.
employees and certain domestic hourly employees at the time it was frozen to most new entrants, effective May 1, 2003. In addition, the Company
spensors separate defined benefit pension plans for employees of its U.K. and German subsidiaries and several unfunded defined benefit arrangements
for various other employee groups. The U.K. defined benefit pension plan was frozen to new entrants effective June 14, 1996. With respect to the freeze
in the Retirement Plan, the basic credits to participant account balances decreased from 4% of compensation below the Social Security Wage Base
plus 8% of compensation in excess of the Social Security Wage Base to 3% and 6%, respectively, and vesting for participants whao had not completed
three full years of vesting service as of May 1, 2003 changed from a three-year graded vesting with 33% vested after three years and 100% vested
after five years to five-year cliff vesting.

In June 2007, the Company communicated to employees and beneficiaries that it had elected to terminate the Retirement Plan and replace the
benefits offered under the Retirement Plan with enhanced benefits under its existing defined contribution plan. The Company expects to distribute
the assets of the Retirement Plan in two phases. The first phase oceurred during the fourth quarter of 2007 and included former employees who
were participants in the Retirement Plan. In connection with this distribution, the Company recorded a pre-tax settlement loss of $37,704,000 as of
December 31, 2007. The second phase of asset distributions from the Retirement Plan will cover current employees and is expected to occur once
alt necessary governmental approvals are obtained, which is currently anticipated to be in 2008 or early 2009. The Cempany expects to record
pre-tax charges totaling approximately $26,426,000 upon the oceurrence of this second phase of asset distributions to seitle remaining obligations
of the Plan. In addition, the Retirement Plan was amended effective December 31, 2007 to eliminate future benefits from being earned. As a resulf,
the Company also recorded a pre-tax curtailment gain of $1,979,000 as of December 31, 2007, for a net charge in 2007 of $35,725,000.

Certain of the Company’s employees also participate in various domestic employee welfare benefit plans, including medical, dental and
prescriptions. Additionally, certain employees receive retiree medical, prescription and life insurance benefits. All of the welfare benefit plans, including
those providing postretirement benefits, are unfunded.

Total net benefit plan expense {income) associated with the Company’s defined benefit pension and postretirement benefit plans consisted of
the following:

Postretirement
Pension Benefits Benefits

(dollars in thousands) 2007 2006 2005 2007 2006 2005
Service cost $ 9039 $ 8830 § 7574 $ 5 3§ 6 3 7
interest cost 25,129 23,046 22,215 1,211 1,334 1,502
Expected return on plan assets (33,444) (31,500} (28,807) — — -
Amortization of prior service cost (credit) (540} (525) (526) (383) (383 {388)
Amortization of losses (gains) and other 14,065 11,203 9,925 (1,078) (979} (956)

Total net benefit plan expense (income) 14,249 11,054 10,381 (245) (22} 165
Settlement loss 37,704 — — — — —
Curtailment gain {1,979) — — — — —

Total net benefit plan expense (income) $ 49974 § 11054 $ 10381 $ (245 § (220 $ 165
Net benefit plan expense (income):

U.S. plans $ 42085 & 4804 § 3,155 $ (45 $ (222 3 165
Foreign plans 7,909 6,250 7,226 —_

Total net benefit plan expense {income) $ 49974 § 11054 §$ 10,381 $ (245 $ (22 % 65




Included in accumulated other elements of comprehensive income at December 31, 2007 and 2006 are the following amounts that have not yet
been recognized in net periodic benefit plan cost, as well as the amounts that are expected to be recognized in net periodic beneiit pian cost during
the year ending December 31, 2008:

Year Ending
December 31, 2007 December 31, 2006 December 31, 2008
Expected
(dollars in thousands) Before Tax After Tax Before Tax After Tax Amortization
Pension benefits:
Prior service credit, net $ 58 s 36 $ (2.461) $ (1,520 $ 14
Actuarial losses, net 113,897 79,215 155,487 103,427 9,945
Post retirement benefits:
Prior service credit {2,295) {1,417) (2,677) (1,653} (382)
Actuarial gains (15,233} {9,406) (11,760) {7,262) (1,483)
$ 96,427 $ 68428 $ 138,589 $ 92992 $ 8094

The change in the projected benefit obligation associated with the Company's defined benefit pension plans and the change in the accumulated
benefit obtigation associated with the Company’s postretirement benefit plans is as follows:

Postretirement
Pension Benefits Benefits
(dollars in thousands) 2007 2006 2007 2006
Benefit obligation at beginning of year $ 487,407 $ 422,897 $ 23,264 $ 24912
Service cost 9,039 8830 5 6
Interest cost 25,129 23,046 1,211 1,334
Plan participants’ contributions 1,002 921 —_ —
Actuarial losses {gains} 12,693 17,374 {3,884} (1,274}
Exchange rate changes 4,387 31,975 —_ —
Benefits and expenses paid from plan assets (70,046) {(17,063) — —
Benefits paid directly by the Company (522) (573) (2,771) {1,714
Curtailments {1,695) — — —
Purchase of annuity contracts (771,574) — — —
Benefit obligation at end of year $ 389,820 $ 487,407 $ 17,825 $ 23,264
Benefit obligation at end of year:
U.S. plans $ 99,921 § 210,244 $ 17,825 $ 23,264

Foreign plans 289,899 277,163 — —
Benefit obligation at end of year $ 389,820 $ 487,407 $ 17,825 $ 23,264




The total accumulated benefit obligation for the Company’s defined benefit pension plans was $350,849,000 and $445,911,000 at December 31,
2007 and 2008, respectively.
The change in the plan assets associated with the Company's defined benefit pensicn and postretirement benefit plans is as follows:

Postretirement
Pension Benefits Benefits
{doilars in thousands) 2007 2006 2007 2006
Fair value of plan assets at beginning of year $ 467,428 $ 403,942 $ — $ —
Actual return on plan assets 35,860 38,633 — —
Actuarial gains e 4,563 —_ _
Company contributions 8,463 7,586 — —
Plan participants’ contributions 1,002 921 — —
Exchange rate changes 3,248 28,846 — -
Purchase of annuity contracts (77,514) — — —
Benefits and expenses paid from plan assets (70,046) (17,063) — —
Fair value of plan assets at end of year $ 368,381 $ 467,428 $ — $ —

Fair value of plan assets at end of year:

U.S. plans $ 102,707 $ 223,835 $ - 5 —

Foreign plans 265,674 243,593 — —

Fair value of plan assets at end of year $ 368,381 $ 467,428 $ -— $ —
The funded status of the Company's defined benefit pension and postretirement benefit plans is as follows:
Postretirement
Pension Benefits Benefits

{dollars in thousands) 2607 2006 2007 2006
Overfunded plans $ 8087 $ 18,451 $ - $ —
Underfunded plans (29,526) (38,430) (17,825) {23,264)

Funded status $ (21,439) $ (19,979 $ (17,825) 3 (23,264)

Actuat asset investment allocations for the Company's main defined benefit pension plans in the United States and the United Kingdom, which
account for approximately 99% of total plan assets, are as follows:
Pension Benefits

2007 2006
U.S. plan:
Equity securities 2% 65%
Fixed income debt securities, cash and other 98% 35%
UK. plamn: )
Equity securities 49% 50%
Fixed income debt securities, cash and other 51% 50%

In each jurisdiction, the investment of plan assets is overseen by a plan asset committee whose members act as trustees of the plan and set
investment policy. For the years ended December 31, 2007 and 2006, the investment strategy has been designed to approximate the performance
of market indexes. The asset allocations for the U.S. plan at December 31, 2007 were heavily weighted towards fixed income debt securities, cash
and other short-term investments due to the plan termination announced during 2007 as discussed above. The asset allocations for the U.S, plan
at December 31, 2006 were weighted slightly heavier toward equity securities than the targeted allocations. The Company has molified its targeted
allocation for the LLK, Plan for 2008 and beyond to be approximately 55% in equities, 40% in fixed income debt securities and 5% in real estate.
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During 2007, the Company made confributions totaling $8,463,000 to the assets of its various defined benefit pension plans. Contributions to plan
assets for 2008 are currently expected to approximate $7,017,000, assuming no change in the current discount rate or expected investment earnings.

The weighted-average assumptions associated with the Company's defined benefit pension and postretirement benefit plans were
as follows:

Postretirement
Pension Benefits Benefits
2007 2006 2007 2006
Assumptions related to net benefit costs:
Domestic plans:
Discount rate 5.0 - 5.75% 5.75% 5.5% 5.5%
Expected return on plan assets 5.25 - 8.25% 8.5% — —
Rate of compensation increase 4.5% 4.5% — —
Health care cost trend rate —_ — 9.0% 9.0%
Measurement date 1112007 1/1/2006 10/1/2006 10/1/2005
International ptans:
Discount rate 45 - 5.0% 4.25-5.0% —_ —
Expected return on plan assets 45 -6.75% 45-6.75% —_ —
Rate of compensation increase 2.75 - 4.0% 2.75-4.0% —_ —
Measurement date 1/1/2007 1/1/2006 — —
Assumptions related to end-of-period benefit obligations:
Domestic plans:
Discount rate 5.0 - 6.25% 5.75% 6.25% 5.5%
Rate of compensation increase 4.5% 4.5% - —
Health care cost trend rate — — 8.0% 9.0%
Measurement date 12/31/2007 12/31/20086 10/1/2007 10/1/2006
Internationat plans:
Discount rate 5.25 - 5.75% 45-50% — —
Rate of compensation increase 2.75 - 4.5% 2.75-4.0% —_ ) —
Measurement date 12/31/2007 12/31/2006 —_ —

The Company's discount rate assumptions for its U.S. and U X. defined benefit pension plans are based on the average yield of a hypothetical high
quality bond portfolio with maturities that approximately match the estimated cash flow needs of the plans.

The assumptions for expected long-term rates of return on assets are based on historical experience and estimated future investment retums, taking
into consideration anticipated asset allocations, invesiment strategies and the views of various investment professionals.

The rate of compensation increase assumption for tha U.S. plans is based on an age-grade scale ranging from 3.0% to 7.5% with a weighted-
average rate of approximately 4.5%. The assumptions for the foreign plans refiect local economic conditions and the Company's compensation strategy
in those locations.

The health care cost trend rate is assumed to decrease gradually from 8.0% to 5.0% by 2014 and remain at that level thereafier. A one-perceniage-
paint change in the assumed health care cost trend rate would have the following effects:

One-percentage- One-percentage-
{dollars in thousands) point Increase point Decrease
Effect on total of service and interest cost components in 2007 $ 55 $ 60
Effect on postretirement benefit obligation as of December 31, 2007 $ B86 $ (801)

Year-end amounts applicable to the Company’s pension plans with projected benefit obligations in excess of plan assets and accumulated benefit
obligations in excess of plan assets were as follows:

Projected Benefit Accumulated Benefit
Obligation in Excess Obligation in Excess
of Plan Assets of Plan Assets
(dollars in thousands) 2007 2006 2007 2006
Fair value of applicable plan assets $ 266,070 $ 244,026 $ 6692 $ 5737
Projected benefit obligation of applicable plans $ (295586) § {2B2,456) $ — % —
Accumulated benefit obligation of applicable plans $ -— $ - $ (17,062) 3 {15529




Future expected benefit payments and future expected receipts of Medicare Part D subsidies are as follows {due to uncertainty over the timing of
receiving final regulatory approvals for termination of the Retirement Plan, the future expected benefit payments under this plan are presented as if
the Retirement Plan was te continue on an ongoing basis):

Postretirement
Pension Benefits Benefits

Payment Medicare

U.S. Unfunded U.S. Funded Foreign Before Part D

{dollars in thousands) Plans Plans Funded Plans Subsidy Subsidy
Year ended December 31:

2008 $ 1,483 $ 9613 $ 5813 $ 2,448 $ 389

2009 $ 463 $§ 9479 $ 6249 $ 2416 § 383

2010 $ 309 $ 9083 $ 6,851 $ 2353 $ 369

2011 $ 389 $ 9046 $§ 7,260 $ 2296 $ 358

2012 $ 353 $ 8,908 $ 8480 $ 2196 $ 346

2013 - 2017 $ 2194 $ 42,532 $ 54,786 $ 9514 $ 1,434

The Company's domestic employees who are not covered by a bargaining unit and certain others are also eligible to participate in the Cameron
International Corporation Retirement Savings Plan. Under this plan, employees' savings deferrals are partially matched in cash and invested at the
employees” discretion. Additionally, the Company makes cash contributions for hourly employees who are not covered under collective bargaining
agreements and will make contributions equal to a targeted rate of 2% of eamings of new employees hired on or after May 1, 2003, whe are not
eligible for participation in the Retirement Plan, based upon the achievement of certain financial objectives by the Company. The Company's expense
under this plan for the years ended December 31, 2007, 2006 and 2005 amounted to $13,228,000, $10,524,000 and $9,573,000, respectively.
In addition, the Company provides savings or other benefit plans for employees under collective bargaining agreements and, in the case of certain
international employees, as required by government mandate, which provide for, among other things, Company matching contributions in cash based
on specified formulas. Expense with respect to these various defined contribution and government-mandated plans for the years ended December 31,
2007, 2008 and 2005 amounted to $17,437,000, $19,045,000 and $15,760,000, respectively.

Note 8: Stock-Based Compensation Plans

The Company has grants outstanding under four equity compensation plans, only one of which, the 2005 Equity Incentive Plan (2005 EQIP), is
currently available for future grants of equity compensation awards to employees and non-employee directors. The other three plans, which continue
to have options outstanding at December 31, 2007, are the Company's Long-Term Incentive Plan, as Amerded and Restated as of November 2002,
the Broadbased 2000 Incentive Plan and the Sscond Amended and Restated 1995 Stock Option Plan for Non-Employee Directors. Prior to January 1,
2006, the Company accounted for those plans under the recognition and measurement provisions of APB Opinion No. 25, Accounting for Stock-Based
Compensation. Accordingly, no stock-based employee compensation cost was recognized in the Cansolidated Results of Operations statements, except
with respect to the amortization of the intrinsic value of restricted stock unit grants totaling $2,790,000 for the year ended December 31, 2005.
(ptions granted under the Company’s four equity compensation plans had an exercise price equal to the market value of the underlying common stock
on the date of grant and all terms were fixed. Effective January 1, 2008, the Company adopted the fair value recognition provisions of SFAS 123(R),
using the modified-prospective-transition method. Under that transition method, compensation cost recognized for the years ended December 31,
2007 and 2006 included: (2} compensation cost related to all share-based payments granted prior to, but not yet vested as of January 1, 2006, based
on the grant date fair value estimated in accordance with the original provisions of Financial Accounting Standards Board Statement 123, Accounting
for Stock-Based Compensation {SFAS 123}, and (b) compensation cost related to all share-based payments granted subsequent to January 1, 2008,
based on the grant-date fair value estimated in accordance wiih the provisions of SFAS 123(R).

Stock-based compensation expense recognized under the provisions of SFAS 123(R) was as follows:

Year Ended December 31,

(dollars in thousands) 2007 2006

QOutstanding restricted and deferred stock unit grants $ 15,610 $ 9974

Unvested outstanding stock options grants 15,773 15,594
Total stock-based compensation expense $ 31,383 $ 25,568

The total income statement tax benefit recognized from stock-based compensation arrangements during the years ended December 31, 2007 and
2006 totaled approximately $12,004,000 and $9,780,000, respectively.
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The following table illustrates the effect on net income and earnings per share for 2005, as if the Company had applied the fair vafue recognition
provisions of SFAS 123 to options granted under the Company's equity compensation plans. For purposes of this pro forma disclosure, the value of
the options is estimated using a Black-Scholes-Merton option-pricing formula and amortized to expense over the options' vesting periods.

Year Ended December 31,

(dollars in thousands, except per share data) 2005
Net income, as reported $ 171,130
Add: Stock compensation expense included in net income 1,816
Deduct: Total stock-based employee compensation expense
determined under the fair value method, net of tax (11,913
Pro forma net income $ 161,033
Eamings per share; ’
Basic - as reported $0.77
Basic - pro forma $0.73
Diluted - as reported $0.76
Difuted - pro forma : $0.72

1 Prior year amounts have been revised to reflect the 2-for-1 stock split effective December 28, 2007,

Stock option awards

Options with terms of seven years are granted to officers and other key employees of the Company under the 2005 EQIP plan at a fixed exercise
price equat to the fair value of the Company’s common stock on the date of grant. The options vest in one-third increments each year on the
anniversary date following the date of grant, based on continued employment. Grants made in previous years to officers and other key employees under
the Long-Term and Broadbased Incentive Plans provide similar terms, except that the options terminate after ten years rather than seven.

A summary of option activity under the Company's stock compensation plans as of and for the year ended December 31, 2007 is presented below
{all amounts reflect the 2-for-1 stock split effective December 28, 2007):

Weighted-
Average Aggregate
Weighted- Remaining Intrinsic
Average Contractual Value
Exercise Term (dollars in
Options Shares Price {in years) thousands)
Outstanding at January 1, 2007 9,960,484 $17.22
Granted 1,763,100 440
Exercised (4,019,480 13.78
Forfeited {39,998) 26.93
Expired (4,928) 10.73
Qutstanding at December 31, 2007 7,659,178 $25.15 5.32 $176,037
Vested at December 31, 2007 or expected to vest in the future 7,579,466 $25.11 532 $174,458
Exercisable at December 31, 2007 3,198,371 $16.64 4.46 $100,721
At
December 31, 2007
Stock-based compensation cost not yet recagnized under the straight-line method (dollars in housands) $21,678

Weighted-average remaining expense recognition period (i years) 1.64




The fair values per share of option grants for the years ended December 31, 2007, 2006 and 2005 were estimated using the Black-Scholes-Merton
aption pricing formula with the following weighted-average assumptions:

Year Ended December 31,

2007 2006 2005
Expected life {in years) 26 24 3.0
Risk-free interest rate 3.4% 4.6% 4.4%
Volatility 31.2% 30.2% 27.0%
Expected dividend yield 0.0% 0.0% 0.0%

The Company determined the assumptions involving the expected life of its options and vatatility rates based primarily on historical data and
consideration of expectations for the future.

The above assumptions and market prices of the Company's common stock at the date of option exercises resulted in the following values {grant
date fair values and intrinsic values per share for prior years have been revised to reflect the 2-for-1 stock split effective December 28, 2007):

Year Ended December 31,

2007 2006 2005
Grant-date fair value per option $10.32 $6.08 $3.94
Intrinsic value of options exercised (doflars in thousands) $95,203 $71,178 $103,157
Average intrinsic value per share of options exercised $23.69 $12.27 $4.84

Restricted and deferred stock unit awards

During 2005, the Company began issuing restricted stock units with no exercise price ta key employees in place of stock options. During 2007
and 2006, grants of restricted stock units were made to officers and key employees. Approximately 235,433 and 143,134 of the restricted stock
unit grants during 2007 and 20086, respectively, contained performance-tased conditions which were fully satisfied hased on the Company’s full-year
2007 and 2006 financial performance against certain targets. The restricted stock units granted to officers and other key employees during 2007
generally provided for three-year 100% cliff vesting on the third anniversary of the date of grant, based on continued employment, The restricted
stock units granted to officers during 2606 generally provide for 12.5% vesting on each of the first and second anniversaries of the date of grant
and a final vesting of 75% on the third anniversary of the date of grant, based on continued employment. Restricted stock units granted to other key
employees during 2006 generally provide for 25% vesting on the second anniversary of the date of grant and a final vesting of 75% on the third
anniversary of the date of grant, based on continued employment, whereas restricted stock units granted prior to January 1, 2006 generally provide
for 25% vesting on each of the first and second anniversaries of the grant date and a final vesting of 50% on the third anniversary of the grant date,
based on continued employment.

Under an update to the Compensation Prograr for Non-Employee Directors approved by the Board of Directors in November 2007, non-employee
directors are entitled to receive a pro-rata grant of deferred stock units from the 2005 EQIP plan based on the date of first to the Board, equal to 4,000
units multiplied by the product of the number of months until the next Annual Mesting of Shareholders divided by twelve, and a grant of 4,000 units
annually thereafter. These units, which have nc exercise price and no expiration date, vest in one-fourth increments quarterly over the following year
but canngt be converted into common stack until the earlier of termination of Board service or three years, although Board members have the ability
to voluntarily defer conversion for a longer period of time.

A summary of restricted stock unit award activity under the Company’s stock compensation plans as of and for the year ended December 31, 2007
is presented below:

Weighted-Average

Grant Date

Restricted Stock Units Units Fair Value
Nonvested at January 1, 2007 1,248,522 $18.16
Granted 708,042 29.04
Vested {(195,108) 15.44
Forteited {(149,884) 22.64
Nonvested at December 31, 2007 1,611,572 $23.21

At

December 31, 2007

Stock-based compensation cost not yet recognized under the straight-line methed {doliars in thousands) $18,204

Weighted-average remaining expense recognition period {in years) 1.60
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The intrinsic value of restricted stock units vesting during the years ended December 31, 2007 and 2006 was $5,277,000 and
$3,451,000, respectively.

During the years ended December 31, 2006 and 2005, respectively, a total of 787,054 and 686,800 restricted stock units (post-split) at a weighted-
average grant date fair value of $20.82 and $13.85 per share (post-split). The fair value of restricted stock units is determined based on the closing trading
price of the Company’s common stock on the grant date.

At December 31, 2007, 3,306,027 shares were reserved for future grants of options, deferred stock units, restricted stock units and other awards. The
Company may issue either treasury shares or newly issued shares of its comman stock in satisfaction of these awards,

Note 9: Debt

The Company’s debt obligations were as follows:

December 31,

(doflars in thousands) 2007 2006
Senior notes, net of $301 of unamortized original issue discourt and deferred :

loss on termination of interest rate swaps at December 31, 2006 $ - $ 198,699
Convertible debentures 738,000 738,000
Other debt 36N 3,057
Obligations under capital leases 12,223 11,497

753,894 952,753

Current maturities (8,766) {207,345)
Long-term porticn $ 745128 $ 745,408

On April 16, 2007, the Company redeemed all $200,000,000 of its outstanding 2.65% Senior Notes (the Senior Notes) using available cash
on hand.

On May 23, 20086, the Company issued $500,000,000 of twenty-year senior convertible debentures, dug June 16, 2026, that pay interest semi-
annually at a rate of 2.5% on each June 15 and December 15, beginning December 15, 2006 (the 2.5% Convertible Debentures). The Company has
the right to redeem the 2.5% Convertible Debentures at any time on or after June 20, 2011, at principal plus accrued and unpaid interest. Holders
may require the Company to repurchase all or a portion of the 2.5% Convertible Debentures on June 15 of 2011, 2016 and 2021, or at any time the
Company undergoes a fundamental change as defined in the debenture agreement, for principat plus accrued and unpaid interest. Prior to June 15,
2011, holders may also convert their debenture holdings into shares of common stock at an initial conversion rate of 28.2656 shares of common
stock per $1,000 principal amount, or $35.38 per share (post-split basis), only under the following circumstances:

«  during any quarter after June 30, 20086, if the closing price of the Company’s common stock exceeds 130% of the then-current conversion
price for at least 20 consecutive trading days in the 30 consecutive trading day period ending on the fast trading day of the immediately
preceding quarter;

» during the five business-day period after any five consecutive trading day period in which the trading price per debentures for each
day of the period was less than 97% of the product of the last reported sales price of the Company’s common stock and the current
conversion rate;

= upon the occurrence of specified corporate events; or

= upen receipt of a notice of redemption by the Company.

Holders may also convert the 2.5% Convertible Debentures into shares of common stock at any time on or after June 15, 2011 without meeting
the above provisions. In either case involving conversion by the holders, any amount due up to and including the principal amount of the debt and
accrued but unpaid interest will be satisfied in cash by the Company. The portion of the conversion value of the debt in excess of principal may, at
the option of the Company, be satisfied in either cash or shares of the Company’s common stock. The initial conversion rate is subject to adjustment
based on certain specified evenis or in the event the Company undergoes a fundamental change as defined. As part of the offering of the 2.5%
Convertible Debentures, the Company agreed to file a shelf registration statement related to the resale of the debentures and the commeon stock
issuable upon conversion of the debentures within a specified period of time and to have the reglstration statement become effective and maintain
effectiveness during periods specified in the debenture agreement. This registration statement was filed timely by the Company on August 14, 2006.
If the registration statement subsequently ceases to be effective, the Company could be subject to liquidated damage payments of up to 0.50% per
year on the principal amount of the 2.5% Convertiole Debentures, payable on June 15 and December 15 of each year during the period that the
registration statement is not effective, as defined in the debenture agreement. Immediately following the offering, the Company used approximately
$190,220,000 of the proceeds to purchase 8,333,830 shares of the Company's common stock at an average cost of $22.83 per share {post-split
basis). Remaining proceeds from the offering are available for acquisitions, further share repurchases and general corporate uses.

On October 12, 2005, the Company entered inte a new $350,000,000 five-year multicurrency revalving credit facility, expiring October 12, 2010,
subject to certain extension provisions. The credit facility (all of which was available at December 31, 2007) also allows for the issuance of letters of
credit up to the full amount of the facility. The Company has the right to request an increase in the amount of the facility up to $700,000,000 and may
request three ona-year extensions of the maturity date of the facility, all subject to lender approval. The facility provides for variable-rate barrowings
based on the London Interbank Offered Rate (LIBOR) plus a margin {based on the Company’s then-current credit rating) or an alternate base rate. The
agreement provides for facility and utilization fees and requires that the Company maintain a total debt-to-total capitalization ratio of less than 60%




during the term of the agreement, The Company was in compliance with all loan covenants as of December 31, 2007. On February 21, 2008, the
Company borrowed 46,000,000 Pounds Sterling for general corporate purposes under its $350,000,000 multicurrency revolving credit facility. The
borrowing, which matures on March 20, 2008, bears interest at a rate of 5.86% per annum.

During 2004, the Company issued an aggregate amount of $238,000,000 of twenty-year convertibe debentures due 2024 with an interest rate
of 1.5%, payable semi-annually on May 15 and November 15 (the 1.5% Convertible Debentures). The Company has the right to redeem the 1.5%
Convertible Debentures anytime after five years at the pringipal amount plus accrued and unpaid interest, and the debenture holders have the right
to require the Company to repurchase the debentures on the fifth, tenth and fifteenth anniversaries of the issue. The 1.5% Convertible Debentures
are convertible into the Company's common stock at a rate of 57.9428 shares per debenture, or $17.26 per share (post-split basis). The holders can
convert the debentures into the Company'’s common stock only under the following circumstances:

e during any quarter in which the sales price of the Company’s comman stock exceeds 120% of the conversion price for at least 20
consecutive trading days in the 30 consecutive trading day period ending on the last trading day of the immediately preceding quarter;

¢ during any five consecutive trading day period immediately following any five consecutive trading day period in which the average trading
price for the debeniures is less than 97% of the average conversion value of the debentures;

¢ upon fundamental changes in the ownership of the Company's cammon stock, which would include a change of control as defined in the
debenture agreement.

The Company has elected to use the "cash pay" provision with respect to its 1.5% Convertible Debentures for any debentures tendered for conversion
or designated for redemption. Under this provision, the Company will satisfy in cash its conversion obligation for 100% of the principal amount of any
debentures submitted for conversion, with any remaining amount to be satisfied in shares of the Company's common stock.

On May 16, 2001, the Company issued twenty-year convertible debentures in an aggregate amount of $200,000,000, with an interest rate of
1.75%, payable semi-annually on May 15 and November 15 (the 1.75% Convertible Debentures). In May 2004, the Company redeemed $184,250,000
of the 1.75% Convertible Debentures. During February 2005, the Company retired an additional $15,000,000 of the 1.75% Convertible Debentures.
The remaining portion was converted into shares of the Company's common stock in May 2006.

In additlen to the above, the Company also has other unsecured and uncommitted credit facilities available to its foreign subsidiaries to fund engoing
operating activities. Certain of these facilities also include annual facility fees.

Other debt, some of which is held by entities focated in countries with high rates of infiation, has a weighted-average interest rate of 12.8% al December
31, 2007 (4.7% at December 31, 2006}. Future maturities of the Company's debt (excluding capital leases) are approximately $3,603,000 in 2008,
$238,068,000 in 2009 and $500,000,000 in 2011, Maturities in 2009 and 2011 are mainly related to the 1.5% Convertible Debentures and the 2.5%
Convertible Debentures, which the holders have the right to require the Company to repurchase on May 15, 2009 and June 15, 2011, respectively.

Interest paid during the years ended December 31, 2007, 2006 and 2005 approximated $17,279,000, $19,515,000 and $10,908,000, respectively.

Note 10: Leases

The Company leases certain facilities, office space, vehictes and office, data processing and other equipment under capitat and operating leases.
Rental expenses for the years ended December 31, 2007, 2006 and 2005 were $42,709,000, $32,148,00¢ and $20,653,000, respectively. Future
minimum lease payments with respect to capital leases and operating leases with noncancelable terms in excess of one year were as foflows:

Capital Operating

{dollars in thousands) Lease Payments Lease Payments

Year ended December 31:

2008 $ 5482 $ 18519
2009 3,978 15,026
2010 2,600 17,514
2011 739 10,322
2012 33 10,113
Thereafter — 36,457
Future minimum lease payments 12,832 107,991
Less: amount representing interest {609) —
Lease chiigations at December 31, 2007 $ 12,223 $ 107,991

Note 11: tncome Taxes

The compenents of income before income taxes were as follows:
Year Ended December 31,

{doltars in thousands} 2007 2006 2005
Income before income taxes:
U.S. operations $ 307,895 $ 202,444 $ 90,930
Foreign operations 400,580 286,157 172,082
Income before income taxes $ 708,475 $ 488,601 $ 263,012
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The provisions for income taxes were as follows:
Year Ended December 31,

{doliars in thousands) 2007 2006 2005
Current:
U.S. federal $ 64,497 $ 28738 $ 32,906
U.S. state and local 4,143 3,370 5,243
Fareign 99,725 85,036 49,118
168,365 117,144 87,267
Deferred:
1.S. federal 27,764 45,157 465
U.S. state and local {3,120 6,791 70
Foreign 14,606 1,683 4,080
39,250 53,641 4,615
Income tax provision $ 207,615 $ 170,785 $ 91,882

The reasons for the differences between the provision for income taxes and income taxes using the U.S. federal income tax rate were as follows:

Year Ended December 31,

{dollars in thousands) 2007 ' 2006 2005
U.S. federal statutory rate 35.00% 35.00% 35.00%
State and local income taxes 0.95 1.53 1.36
Tax exempt income —_ {0.50) {(1.00)
Foreign statutory rate differential (3.47) (3.72) (6.04)
Change in valuation allowance on deferred tax assets (1.52) {0.39) 0.06
Nondeductible expenses . 1.28 1.55 1.49
Foreign income currently taxable in U.S. - 0.59 1.33 1.46
Change in utilization of certain foreign tax credits (2.26) — —
All other (1.26) 0.15 260
Total 29.31% 34.95% 34.93%
Total income taxes paid $ 199,283 $ 84111 $ 3491

As a result of changes in statutory tax rates in certain international jurisdictions, the Company recognized a decrease of $1,839,000 in

deferred taxes.
Components of deferred tax assets (liabilities} were as follows:

December 31,

(dollars in thousands) 2007 2006
Deferred tax liabifities:

Plant and equipment $ (19,121) $ (21,785

Inventory (52,217) {30,888}

Pensions (2,673) (5,346)

Other (31,487) {36,087
Tota! deferred tax liabilities (105,498) 94,116)
Deferred tax assets:

Postretirement benefits other than pensions 13,143 14,333

Reserves and accruals 53,582 58,670

Net operating losses and related deferred tax assets 26,321 54,678

Other 6,929 2,184
Total deferred tax assets 99,975 129,865
Valuation allowance {33,907) (33,077

Net deferred tax assets (liabilities) $ (39,430 $ 2672




The GCompany adopted the provisicns of FASE Interpretation No. 48, Accounting for Uncertainty in Income Taxes (FIN 48), an interpretation of FASB
Statement No. 109, Accounting for Income Taxes, on January 1, 2007. As a resuit of the implementation of FIN 48, the Company recognized an
increase of $13,888,000 in the liability for unrecognized tax benefits along with (i) a corresponding decrease of $4,996,000 in the January 1, 2007
halance of refained earnings, {ii) a decrease of $2,000,000 in capital in excess of par relating to amounts previgusly recognized in connection with the
tax benefit of employee stock benefit plan transactions and (i) an increase in deferred tax assets of $6,892,000. This adjustment resulted in a total
amount of unrecognized tax benefits at January 1, 2007 of $42,789,000.

Changes in the Company’s unrecognized tax benefits for the year ended December 31, 2007 are as follows (in thousands):

Balange - January 1, 2007 $ 42,789
Increases due to tax positions taken prior to January 1, 2007 2,850
Increases due 1o tax positions taken during 2007 7,943
Decreases relating to settlements with tax authorities (2,412)
Decreases resulting from the lapse of applicable statutes of limitation (65,727)
Net increase due to translation and interest 1,801

Balance - December 31, 2007 $ 47344

The Company is not currently aware of any adjustments that may occur that would materially increase or decrease the amount of its unrecognized
tax benefits during the next twelve-month period or any material amounts included as unrecognized tax benefits at December 31, 2007 that, if
recognized, would not impact the Company's effective income tax rate.

There were no material payments for interest or penalties for the years ended December 31, 2007, 2006 or 2005. Also, there were no material
accruals for unpaid interest or penalties at December 31, 2007 or 2006.

The Company and its subsidiaries file income tax returns in the United States, various domestic states and localities and in many fareign jurisdictions.
The sarliest years® tax returns filed by the Company that are still subject to examination by authorities in the major tax jurisdictions are as follows:

United States United Kingdom Canada France Giermany Norway Singapore Itaty

2000 2001 1995 2004 2004 2003 1959 2003

Primarily due to changes in estimates concerning the realizability of certain deferred tax assets, valuation allowances established in prior
years decreased in 2007 by $6,897,000, decreased in 2006 by $2,902,000 and increased in 2005 by $150,000, with a corresponding offset
in the Company's income tax expense. In addition, valuation allowances were established in 2007 and 2005 in the amount of $7,400,000
and $10,778,000, respectively, to offset the tax benefit of net operating losses and other deferred tax asseis recorded as part of international
acquisitions. This amount was reduced in 2007 and 2006 by $591,000 and $1,280,000, respectively, with a corresponding offset to goodwitl.
Also in 2007, valuation allowances of $2,912,000 were reduced to correspond with the write-off of the associated deferred tax assets. Certain
valuation allowances are recorded in the non-U.S, doltar functional currency of the respective operation and the U.S. dollar equivalent reflects the
effects of translation. The valuation allowance increased in 2007, 2006 and 2005 by $3,830,000, $1,728,000 and $743,000, respectively, due
to translation,

At December 31, 2007, the Company had a net operating loss carryforward in Brazil of approximately $33,700,000, which has no expiration
pericd, and U.S. state net operating loss carryforwards with various expiration periods, The Company had a valuation allowance of $33,907,000 as
of December 31, 2007 against these net operating loss carryforwards and other deferred tax assets. Approximately $15,600,000 of this amount wilt
reduce goodwill in the event of any subsequent recagnition of the related tax benefil. The Company has considered all available evidence in assessing
the need for the vatuation allowance, including future taxable income and ongoing prudent and feasible tax planning strategies. In the event the
Company were to determine that it would not be able to realize ail or part of its net deferred tax asset in the future, an adjustment to the net deferred
tax asset would be charged to income in the period such determination was made.

The tax benefit that the Company receives with respect to certain stock benefit plan transactions is credited to capital in excess of par value and does
not reduce income fax expense. This benefit amounted to $32,239,000, $23,284,000 and $37,817,000 in 2007, 2006 and 2005, respectively,

The Company considers all unremitted earnings of its foreign subsidiaries, except certain amounts primarily earned before 2003 and amounis
previously subjected to tax in the U.S., to be permanently reinvested. An estimate of the amounts considered permanently reinvested is $1,046,000,000.
Itis not practical for the Company to compute the amount of additional U.S. tax that would be due on this amount. The Company has provided deferred
income taxes on the earnings that the Company anticipates to be remitted.

The Company operates in jurisdictions in which it has been granted tax holidays. Currently the benefit of these holidays is immaterial.

Note 12: Stockholders’ Equity
Common Stock

On December 7, 2007, stockholders of the Company approved an amendment to the Company’s Amended and Restated Certificate of Incorporation
to increase the number of authorized shares of common stock from 150,000,000 to 400,000,000. Additionally, effective December 28, 2007, the
Company implemented a 2-for-1 stock split in the form of a stock dividend at that date.

73




74

In February 2006, the Company’s Board of Directors changed the number of shares of the Company’s common stock authorized for repurchase
from the 5,000,000 shares authorized in August 2004 to 10,000,000 shares in order to reflect the 2-for-1 stock split effective December 15, 2005.
This authorization was subsequently increased ta 20,000,000 in conneciion with the 2-for-1 stock split effective December 28, 2007 and eventually to
30,000,000 by a resolution adopted by the Board of Directors on February 21, 2008. Additionally, on May 22, 2006, the Company's Board of Directors
approved repurchasing shares of the Company's common stock with the proceeds remaining from the Company's 2.5% Convertible Debenture
offering, after taking into account a planned repayment of $200,000,000 principal amount of the Company’s outstanding 2.65% Senior Notes due
2007. This autharization is in addition to the 20,000,000 shares described above.

Purchases pursuant to the 30,000,000-share Board authorization may be made by way of open market purchases, directly or indirectly, for the
Company’s own account or through commercial banks or financia! institutions and by the use of derivatives such as a sale or put on the Company’s
common stock or by forward or economically equivalent transactions.

Changes in the number of shares of the Company’s outstanding stock for the last three years were as follows:

Common Treasury Shares
Stock Stock Outstanding
Balance - December 31, 2004 54,933,658 (1,795,843) 53,137,815
Purchase of treasury stock — {164,500) {(164,500)
Stock issued under stock option and other
employee benefit plang 3,130,345 1,960,343 5,090,688
Effect of stock split on shares outstanding 57,565,114 — 57,565,114
Balance - December 31, 2005 115,629,117 —_ 115,629,117
Purchase of treasury stock — (6,241,315) {6,241,315)
Stock issued upon conversion of 1.75%
convertible debentures — 15,773 15,773
Stock issued under stock option and other
employee benefit plans 541,746 2,344,306 2,886,052
Batance - December 31, 2006 116,170,863 (3,881,236) 112,289,627
Purchase of treasury stock before stock split — (5,284,256} (5,284,256)
Stock issued under stock option and other
employee benefit plans befure stock split — 2,074,029 2,074,029
Etfect of stock split on shares outstanding 116,170,863 {7,091,464) 109,079,399
Purchase of treasury stock after stock split S (150,000} (150,000)
Balance - Dacember 31, 2007 232,341,726 (14,332,927) 218,008,799

At December 31, 2007, 14,172,167 shares of unissued common stock were reserved for future issuance under various employee benefit plans.

Preferred Stock

On October 1, 2007, the Board of Directors of the Company approved an amendment to the Amended and Restated Certificate of Incorporation to
create a Series B Junior Participating Preferred Stock at a par value of $0.01 per share. Under the amendment, the Company is autherized to issue up
to 3,000,000 shares of Series B Junior Participaiing Preferred Stock, none of which were issued or outstanding at December 31, 2007. Additionally,
on December 17, 2007, the Company filed an amendment to its Amended and Restated Certificate of Incorporation to efiminate all references in the
Amended and Restated Certificate of Incorporation to the current Series A Junior Participating Preferred Stock. As a result, all authorized shares of the
Series A Junior Participating Preferred Stock have now been cancelled.

Stockholder Rights Plan

The Company’s Board of Directors adopted a Rights Agreement, dated as of Octaber 1, 2007 (the Rights Agreement), between the Company and
its Rights Agent to reptace the existing Rights Agreement which was set to expire on October 31, 2007. Subject to entering into the Rights Agreement,
the Board of Directors declared, on October 1, 2007, a dividend distribution of ane preferred share purchase right {a Right) for each outstanding share
of Commeon Stock, payable on October 31, 2007 to stockholders of record on that date. Each Right entitles the holder to purchase one one-hundredth
of a share of Series B Junior Participating Preferred Stock at an exercise price of $400 per ene one-hundredth of a share of Preferred Stock, subject
to adjustment.

The Rights are not exercisable until the occurrence of certain events specified in the Rights Agreement lavalving the actual or planned acquisition or
beneficial ownership by a person or group of affiliated persons of 20% or more of the outstanding common stock of the Company at that time. Upon
exercise, each holder, other than those involved in acquiring or cwning 20% or more of the outstanding common stock of the Company, will have the
right to receive comman stock or ather assets having a value equal to two times the exercise price of the Right. The Company may redeem the Rights
at a price of $0.01 per Right at any time until the tenth business day following a potential acquisition of the Company as described above or expiration
of the Rights. The Rights, if not exercised or redeemed earlier by the Company, will expire on October 31, 2017.




Retained Earnings

Delaware law, under which the Company is incorporated, provides that dividends may be declared by the Company's Board of Directors from
a current year's eamings as well as from the tofal of capital in excess of par value plus the retained earnings, which amounted to approximately
$2,417,636,000 at December 31, 2007.

Note 13: Accumulated Other Elements of Comprehensive Income
Accumutated other elements of comprehensive income comprised the following:

December 31,

{doliars in thousands} 2007 2006
Accumulated fereign currency translation gain $164,305 $104,619
Prior service credits, net, related to the Company’s pension and postretirement

benefit plans 1,381 3,173
Actuarial tosses, net, related to the Company's pension and postretirement

benefit plans (69,809) (96,165)
Change in fair value of derivatives accounted for as cash flow hedges, net of tax and other 5,127 4,699

$101,004 $ 16,326

Note 14: Business Segments

The Company's operations are organized into three separate business segments — DPS, V&M and CS.

Based upon the amount of equipment installed worldwide and available industry data, DPS is one of the world’s leading providers of systems and
equipment used to control pressures, direct flows of ail and gas weils and separate oil and gas from impurities. DPS's products include surface and
subsea production systems, blowout preventers, drilling and production control systems, ofl and gas separation eguipment, gate valves, actuators,
chokes, weltheads, drilling riser and aftermarket parts and services.

Based upon the amount of equipment installed worldwide and available industry data, V&M is a leading provider of valves and measurement systems
primarily used to control, direct and measure the flow of oil and gas as they are moved from individual wellheads through flow fines, gathering lines and
transmission systems to refineries, petrochemical plants and industrial centers for processing. V&M's producis include gate valves, ball valves, butterfly
valves, Orbit valves, double block and bleed valves, plug valves, globe valves, check valves, actuators, chokes and aftermarket parts and services.
Measurement products include totatizers, turbine meters, flow computers, chart recorders, ultrasonic flow meters and sampling systems.

CS provides reciprocating and integrally geared centrifugal compression equipment and related aftermarket parts and services for the energy
industry and for manufacturing companies and chemical process industries worldwide.

The Company’s primary customers are ail and gas majors, national oil companies, independent producers, engineering and construction companies,
drilling contractors, rental companies, geothermal energy and independent power producers, pipeline operators, major chemical, petrochemical and
refining companies, natural gas processing and transmission companies, compression leasing companies, durable goods manufacturers, utilities and air
separation companies.

The Company markets its equipment through a worldwide network of sales and marketing employees supported by agents and distributors in
selected international locations. Due to the extremely technical nature of many of the products, the marketing effort is further supported by a staff of
engineering employees.

The Company expenses all research and product development and erhancement costs as incurred, or if incurred in connection with a product
ordered by a customer, when the revenue associated with the product is recognized. For the years ended December 31, 2007, 2006 and 2005, the
Company incurred research and product development costs, including costs incurred on projects designed to enhance or add to its existing product
offerings, totaling approximately $59,585,000, $44,576,000 and $34,394,000, respectively. DPS accounted for 68%, 81% and 80% of each
respective year's total costs.

Summary financial data by segment follows:

Year Ended December 31, 2007

Corporate
(dollars in thousands) DPS V&M cs & Other Consolidated
Revenues $ 2,887,079 $ 1,273,680 $ 505,609 $ — $ 4,666,368
Depreciation and amortization $ 55882 $ 30,039 $ 13,668 $ 10,185 $ 109,774
Interest income $ —  $ - $ — $ (30,745) $ (30,745)
Interest expense $ - 8 — $ — $ 23,313 $ 23313
Income (loss) before income taxes $ 498751 $ 268,033 $ 76,483 $(134,792) $ 708475
Capital expenditures $ 147304 $ 59736 $ 22,783 $ 15,766 $ 245,589
Total assets $ 2784305 $ 1,174,630 $ 363,656 $ 408,228 $ 4,730,819
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Year Ended December 31, 2006

Corporate
{dollars in thousands} DPS VEM cs & Other Consolidated
Revenues $ 2113073 $ 1177879  § 451,955 $ — $ 3742807
Depreciation and amortization $ 52762 $ 30,694 $ 12957 $ 4937 $ 101,350
Interest income $ — $ — $ — $ (26,939) $ (26,939
interest expense $ — 3 — $ — $ 20677 $ 20677
income (loss) before income taxes $ 364653 $ 167,54 $ 45674 $ (89,267 $ 488,601
Capital expenditures $ 115082 $  33.3H $ 20453 $ 15994 $ 184,830
Total assets $ 2,101,823 $ 1,037,528 $ 285278 $ 926,121 $ 4,350,750

Year Ended December 31, 2005

Corporate
{dollars in thousands) DPS VAM cs & Other Consolidated
Revenues $ 1507823 $ 625124 $ 384,900 $ — $ 2,517,847
Depreciation and amortization $ 43736 § 16,787 $ 15387 $ 2488 $ 78308
Interest income 5 — 5 — $ — $ (13,060) $ (13,060)
interest expense $ — & — $ — $ 11953 $ 11,933
income (loss) before income taxes $ 178933 § 101,539 $ 26675 $ (44,141) $ 263,012
Capital expenditures $ 49789 § 13807 $ 7,269 $ 6,643 $ 77508
Total assets $1575363 § 936443 $ 280,057 $ 306,699 $ 3,008,562

For internal management reporting, and therefore in the above segment information, Corporate and Other includes expenses associated with the
Company's Corporate office in Housion, Texas, as well as all of the Company's interest income, interest expense, certain litigation expense managed by
the Company’s General Counsel, foreign currency gains and losses from certain intercompany lending activities managed by the Company’s ceniralized
Treasury function, the charge for the termination of the U.S. defined benefit pension plans and all of the Company's stock compensation expense.
Consolidated interest income and expense are treated as a Corporats item because short-term investments and debt, including location, type, currency,
etc., are managed on a worldwide basis by the Corporate Treasury Department. In addition, income taxes are managed on a worldwide basis by the
Corporate Tax Department and are therefore treated as a corporate item,

Revenue by shipping location and long-lived assets by country were as follows:

Year Ended December 31,
(dollars in thousands) 2007 2006 2005
Revenues:
United States $ 2,359,256 $ 1,900,781 $ 1,365,770
United Kingdom 664,026 498,497 326,231
Other foreign countries 1,643,086 1,343,629 825,846
Total revenues $ 4,666,368 $ 3,742,907 $ 2,517,847
December 31,
(dollars in thousands) 2007 2006 2005
Long-lived assets:
United States $ 849,580 s 719377 $ 655922
United Kingdom 210,972 156,333 125,763
Other foreign countries 496,259 450,826 373,026
Total long-lived assets $ 1,556,811 $ 1,326,536 $ 1,154,711
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Note 15: Earnings Per Share

The calculation of basic and diluted easnings per share for each period presented was as follows (prior year amounts have been revised to reflect
the 2-for-1 stock split effective December 28, 2007):

Year Ended December 31,

{amounts in thousands) 2007 2006 2005
Net income $ 500,860 $ 317,816 $ 171,130
Add back interest on convertible debentures, net of tax — 11 —
Net income {assuming conversion of convertible debentures) $ 500,860 $ 317,827 $ 171,130
Average shares outstanding (basic) 219,355 226,566 221,464
Comman stock equivalents 3,439 3,610 2,950
Incremental shares from assumed conversion of convertible debentures 8,593 3,808 802
Shares utilized in diluted eamings per share calculation 231,387 233,984 225,216
Eamings per share:
Basic $2.28 $1.40 $0.77
Diluted $2.16 $1.36 $0.76

Diluted shares and net income used in computing diluted eamings per common share have been calculated using the if-converted method for
the Company's 1,75% Convertible Debentures for the period they were outstanding during the year ended December 31, 2006. For the year ended
December 31, 2005, these debentures were anti-dilutive, The Company's 1.5% Convertible Debentures have been included in the calculation of diluted
eamings per share for the years ended December 31, 2007 and 2006, since the average market price of the Company’s common stock exceeded the
conversion price of the debentures during both periods. The Company’s 2.5% Convertible Debentures have been included in the calculation of diluted
earnings per sharg for the perlod ending December 31, 2007. The Company's 2.5% Convertible Debentures have not been included in the calculation
of diluted earnings per share for the year ended December 31, 2006, as the conversion price of the debentures was in excess of the average market
price of the Company’s common stock during the year. See Note 9 of the Notes to Consolidated Financial Statements for further information regarding
conversion of these debentures.

Note 16: Summary of Noncash Operating, Investing and Financing Activities
The effect on net assets of noncash operating, investing and financing activities was as follows:
Year Ended December 31,

{dollars in thousands) 2007 2006
Change in net assets due to implementation of SFAS 158, including

glimination of minimum pension liability $ —_ $ (91,485
Change in net assets due to implementation of FIN 48 $ (6996 $ —
Change in receivables from employees relating to equity issuances from

stock compensation plans $ — $ (1,023
Change in net assets due to accruat for purchases of treasury stock $(19,510) $ -_
Tax benefit of employee stock compensation plan transactions $ 32,239 $ 23,284
Change in fair value of derivatives accounted for as cash flow hedges, net of tax $ 5011 $ 13,468
Actuarial loss, net, related to defined benefit pension and postretirement

benefit pians $ 2504 3 —
Other $ — $ 8358

Note 17; Off-Balance Sheet Risk and Guarantees, Concentrations of Credit Risk and Fair Value of Financial Instruments

Off-Balance Sheet Risk and Guarantees

At December 31, 2007, the Company was contingently liable with respect to $500,373,000 of bank guarantees and standby letters of credit issued
on its hehalf by major domestic and international financial institutions in connection with the defivery, installation and performance of the Company's
products under contract with customers throughout the world. The Company was also liable to these financial institutions for financial letters of credit
and other guarantees issued on its behalf totaling $11,555,000, which provide security to third parties relating to the Company's ability to meet
specified financial obligations, including payment of Jeases, customs duties, insurance and other matters, Additionally, the Company was liable for
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$5,627,000 of insurance bonds at December 31, 2007 refating to the requirements in certain foreign jurisdictions where the Company does business
that the Company hold insurance bonds rather than bank guarantees.
The Company’s other off-balance sheet risks were not material at December 31, 2007.

Concentrations of Credit Risk

Apart from its normal exposure to its customers, who are predominantly in the energy industry, the Company had no significant concentrations of
credit risk at December 31, 2007. The Company typically does not require coltateral for its customer trade receivables.

Fair Value of Financial Instruments

The Company’s financial instruments consist primavily of cash and cash equivalents, trade receivables, trade payables, derivative instruments and debt
instruments. The book values of cash and cash equivalents, trade receivables, trade payables, derivative instruments and floating-rate debt instruments
are considered to be representative of their respective fair values. At December 31, 2007, the fair value of the Company’s fixed-rate debt (based on
quoted market rates) was approximately $1,432,859,000 as compared to the $738,000,000 face value of the debt.

In order to mitigate the effect of exchange rate changes, the Company will often attempt to structure sales contracts to provide for collections from
customers in the currency in which the Company incurs its manufacturing costs. In certain instances, the Company will enter into forward foreign
currency exchange contracts to hedge specific large anticipated receipts or disbursements in currencies for which the Company does not traditionally
have fully offsetting local currency expenditures or receipts. The Company was party to a number of long-term foreign currency forward contracts
at December 31, 2007, The purpose of the majority of these contracts was to hedge large anticipated non-functional currency cash flows on major
subsea or drilling contracts involving the Company's United States operations and its wholly-owned subsidiaries in Brazil, ireland, ltaly, Singapore and
the United Kingdom. Information relating to the contracts and the fair values recorded in the Company's Consolidated Balance Shasts at December
31, 2007 and 2006 follows:

December 31, 2007
Year of Contract Expiration December 31,

{amounts in thousands except exchange rates) 2008 2009 Total 2006
Buy GBP/Sell USD:

Naotional amount to sell (in U.S. dollars) $ 10,966 $ 2,621 $ 13587 % 78993

Average USD to GBP contract rate . 1.8039 1.7989 1.8029 1.8080

Average USD to GBP forward rate at December 31, 2007 1.9695 1.9507 1.9658 1.9573
Fair value at December 31, 2007 in U.S. dollars $ 1238 § 6525
Sell GBP/Buy Euro:

Notional amount to buy (in euros) 899 12 911 16,876

Average EUR to GBP contract rate 1.3693 1.3450 1.3690 1,3891

Average EUR 1o GBP forward rate at December 31, 2007 1.3557 1.3435 1.3555 1.4746
Fair value at December 31, 2007 in U.S. dollars $ 13§ (i,380)
Buy USD/Sell BRL:

Notional amount to buy {in U.S. dollars} 20,49 19,089 39,580 -

Average BRL to USD coniract rate 1.8372 1.9408 1.8872 —

Average BRL to USD forward rate at December 31, 2007 1.8384 1.9688 1.9013 —
Fair value at December 31, 2007 in U.S. dollars $§ 314 § —
Buy Euro/Sell USD:

Notional amount to buy (in euros) 75,140 23,349 98,489 35,536

Average USD o EUR contract rate 1.1537 1.4103 1.2145 1.2970

Average USD to EUR forward rate at December 31, 2007 1.2149 1.4519 1.2711 1.3324
Fair value at December 31, 2007 in LS. dollars $ 6374 % —_
Other Currencies:
Fair value at December 31, 2007 in U.S. dollars 3 B5 & (258




Note 18: Contingencies
The Company is subject to a number of contingencies, including environmentat matters, fitigation and tax contingencies.

Environmental Matters

The Company's worldwide operations are subject to regulations with regard to air, soit and water quality as well as other environmental matters.
The Company, through its environmental management system and active third-party audit program, betieves it is in substantial compliance with
these regulations.

The Company is currently identified as a potentially responsibte party (PRP) with respect to two sites designated for cleanup under the Comprehensive
Environmental Response Compensation and Liability Act (CERCLA) or similar state laws. One of these sites is Oshorne, Pennsyivania (a landfill into
which a predecessor of the CS aperation in Grove City, Pennsylvania deposited waste), whers remediation is complete and remaining costs relate to
ongoing ground water treatment and monitoring. The other is betieved to be a de minimis exposure. The Company is alse engaged in site cleanup
under the Voluntary Cleanup Plan of the Texas Commission on Environmental Quality at former manufacturing locations in Houston and Missouri City,
Texas. Additionally, the Company has discontinued operations at a number of other sites which had been active for many years. The Company does
not believe, based upon information currently available, that there are any material environmental liabilities existing at these locations. At December
31, 2007, the Company’s consolidated balance sheet included a noncurrent liability of approximately $7,548,000 for environmental matters.

Legal Matters

In 2001, the Company discovered that contaminated underground water from the former manufacturing site in Houston referenced above had
migrated under an adjacent residential area. Pursuant to applicable state regulations, the Company notified the affected homeowners. Concerns
over the impact on property values of the underground water contamination and its pubilic disclosure led to @ number of claims by homeowners.

The Company has entered into a number of individual settlements and has settled a class action lawsuit. Twenty-one of the individual setlements
were made in the form of agreements with homeowners that obligated the Company to reimburse them for any estimated decline in the value of
their homes at time of sale due to potential buyers’ concems over contamination or, in the case of some agreements, to purchase the property after
an agreed marketing period. Three of these agreements have had no claims made under them yet. The Company has also settied ten other property
claims by homeowners who have sold their properties. In addition, the Company has settled Valice v. Cameron lron Works, Inc. (80th Jud. Dist. Ct.,
Harris County, filed June 21, 2002}, which was filed and settled as a class action. Pursuant to the settiement, the homeowners who remained part of
the class are entitled to receive a cash payment of approximately 3% of the 2006 appraised value of their propesty or reimbursement of any diminution
in value of their property due to contamination concerns at the time of any sale. To date, 60 homeowners have elected the cash payment.

Of the 258 properties included in the Valice class, there were 21 homeowners who opted out of the class settlement, There are three suits currently
pending regarding this matter filed by non-settling homeowners. Moldovan v. Gameron Iron Works, Inc. (165th Jud. Dist. Ct., Harris County, filed
October 23, 2006), was filed by six such homeowners. The other suits were filed by individual hemeowners, Tuma v. Cameron [ron Warks, Ing. (334th
Judicial District Court of Harris County, Texas, filed on November 27, 2006), and Rudelson v. Cooper Industries, inc. {189th Judiclal District Court of
Harris County, Texas, filec on November 29, 2006). The complaints filed in these actions make the claim that the contamirated underground water
has reduced property values and seek recovery of alleged actual and exemplary damages for the loss of property value.

While one suit related to this matter involving health risks has been filed, the Company is of the opinicn that there is no health risk to area residents
and that the suit is without merit.

The Company believes, based on its review of the facts and law, that any potential exposure from existing agreements, the class action settlement
or other actions that have-been or may be filed, will not have a material adverse effect on its financial position or results of operations. The Company’s
consolidated balance sheet included a liability of $13,549,000 for these matters as of December 31, 2007.

The Company has been named as a defendant in a number of multi-defendant, multi-plaintif tort lawsuits since 1995. At December 31, 2007, the
Company's consolidated batance sheet included a liability of approximately $2,869,000 for such cases, including estimated legal costs. The Company
believes, based on its review of the facts and law, that the potential exposure from these suits will not have a material adverse effect on its consalidated
results of operations, financial condition or liquidity.

Reguiatory Contingencies

In January 2007, the Company underwent a Pre-Assessment Survey as part of a Focused Assessment initiated by the Regulatory Audit Division of
the U.S. Customs and Border Protection, Department of Homelfand Security. The Pre-Assessment Survey resulted in a finding that the Company had
deficiencies in its U.S. Customs compliance processes. The Company is taking corrective action and will undergo Assessment Compliance Testing in
the first haif of 2008. At December 31, 2007, the Company's consolidated balance sheet included a liability of $750,000 for the estimated additional
customs duties which may be due.

In Juiy 2007, the Company was one of a number of companies to receive a letter from the Criminal Diviston of the U.S. Department of Justice (DOJ)
requesting information on their use of a freight forwarder and customs clearance broker. The DOJ is inquiring into whether certain of the services
provided to the Company by the freight forwarder may have involved violations of the U.S. Foreign Corrupt Practices Act (FCPA). The Company is
conducting an internat investigation in response, as discussed below, and is providing the requested information to the DOJ.

The Company engaged special counsel reporting to the Audit Committee of the Board of Directors to conduct an investigation into its dealings
with the reight forwarder to determine if any payment made to or by the freight forwarder and customs clearing broker on the Company's behalf
constituted a violation of the FCPA. The investigation is also looking into activities of Company employees and agents with respect to immigration
matters and importation permitting. To date, the special counsel has found that the Company utilized certain services in Nigeria offered by the
customs broker that appear to be similar to services that have been under review by the DOJ. Special counsel is reviewing these and other services
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and activities to determine whether they were conducted in compliance with alt applicable laws and regulations. Special counsel is also reviewing
the extent, if any, of the Company’s knowledge, and its invoivement in the performance, of these services and activities and whether the Company
fulfilled its obligations under the FCPA,

In addition, the U.S. Securities and Exchange Commission (SEC) is conducting an informal inquiry into the same matters currently under review by
the DOJ. As part of this inquiry the SEC has requested that the Company provide to them the information and documents that have been requested
by and are being provided to the DOJ. The Company is cooperating fully with the SEC, as it is doing with the DOJ, and is providing the requested
materials. At this stage of the internal investigation, the Company cannot predict the ultimate outcome of either the internal investigation or
the government inquiries. The Company has also undertaken an enhanced compliance training effort for its personnel, including foreign operations
personnel dealing with customs clearance regulations.

Tax Contingencies

The Company has legal entities in over 35 countries. As a result, the Company is subject to various tax filing requirements in these countries.
The Company prepares its tax filings in a manner which it believes is consistent with such filing requirements. However, some of the tax laws and
reguiations which the Company is subject to are subject to interpretation and/or judgment. Although the Company believes that the tax liabilities for
periods ending on or before the balance sheet date have been adequately provided for in the financiat statements, to the extent that a taxing authority
believes that the Company has not prepared its tax fifings in accordance with the authority’s interpretation of the tax laws/regutations, the Company
could be exposed to additional taxes.

Note 19: Unaudited Quarterly Operating Results

Unaudited quarterly operating results were as follows (prior period earnings per share amounts have been revised to reflect the 2-for-1 stock split
effective December 28, 2007):

2007 (by quarter)

{dollars in thousands, except per share data) 1 2 3 4
Revenues $ 997,050 $1,139,042 $1,186,173 $ 1,344,103
Revenues less cost of sales (exclusive of depreciation

and amortization) $ 303,134 $ 346,912 $ 376,014 $ 398,070
Charge for pension plan termination $ - $ - $ — $ 3575
Net income $ 101,004 $ 123228 $ 150,723 $ 125905
Earnings per share:

Basic 3 0.45 $ 0.56 $ 0.69 $ 0.58

Diluted $ 0.44 $ 0.54 $ 0.65 $ 0.54

2006 {by quarter)

{dollars in thousands, except per share data) 1 2 3 4
Revenues $ 829,660 $ 857,765 $ 978,792 $ 1,076,690
Revenues fess cost of sales (exclusive of depreciation

and amortization) $ 244,665 $ 274,856 $ 293,824 $ 328490
Acquisition integration costs $ 10,028 $ 9083 $ 3648 $ 6819
Income from liguidation of LIFO inventory layers

at Compression Systems 3 — $ — $ — $ 2091
Charge retating to settlement of a class action lawsuit $ 6,500 $ — $ 2000 $ 9,000
Net income $ 56,042 $ 75964 $ 89,285 $ 96525
Earnings per share:

Basic $ 0.24 3 0.33 $ 0.40 $ 043

Diluted $ 0.24 $ 0.32 $ 0.39 $ 0.42




Selected Consolidated Historical Financial Data of Cameron Internationai Corporation

The fallowing table sets forth selected historical financiai data for the Company for each of the five years in the period ended December 31, 2007.
This information should be read in conjunction with the consolidated financial statements of the Company and notes thereto included elsewhere in
this Annual Report.

Year Ended December 31,
{dollars in thousands, except per share data) 2007 2006 2005 2004 2003

Income Statement Data:
Revenues $ 4666368 § 3742907 §$ 2517847 § 2,092,845 § 1,634,346

Costs and expenses:
Cost of sales (exclusive of depreciation and

amortization shown separately below) 3,242,238 2,601,072 1,796,277 1,560,268 1,181,650
Selling and adminisirative expenses 577,588 528,568 381,267 300,124 288,569
Depreciation and amortization 109,774 101,350 78,398 82,841 83,565
Non-cash write-down of technology investment — — — 3,814 —
Interest income (30,745) {26,939) (13,080) {4,874 {5,198)
Interest expense 23,313 20,677 11,953 17,753 8,157
Charge for persion plan termination 35,725 — — — —
Acaguisition integration costs — 28,578 — — —

Total costs and expenses 3,957,893 3,254,306 2,254,835 1,959,926 1,556,743

lncome befare incoma taxes and cumulative

effect of accounting change 708,475 488,601 263,012 132,919 77,603
Incomeg tax provision (207,615) {(170,785) (91,882) (38,504} (20,362)
income before cumulative effect of

accounting change 500,860 317,816 171,130 94,415 57,241
Cumulative effect of accounting change — — — — 12,209
Net income $ 500860 $ 317816 $§ 171130 $ 94415 § 69,450
Basic earnings per share; !

Before cumulative effect of accounting change $ 228 % 140 § 077 % 044 § 0.27

Cumnulative effect of accounting change — — — — 0.06
Net income per share $ 228 § 140 § 077 $ 044 3 0.33
Diluted earnings per share:

Before cumulative effect of accounting change $ 216 § 136 § 076 § 044 % 0.26

Cumulative effect of accounting change — — — — 0.05
Net income per share [ 216 $ 136 § 076 § 044 §$ 0.3

Batance Sheet Data (at the end of period):

Total assets $ 4730819 $ 4350750 $ 3008562 $ 2,356,430 $ 2,140,685
Stockholders' equity $2094964 $ 1741439 $ 1504763 ¢ 1,228247 $ 1,136,723
Long-term debt $ 745128 § 745408 § 444435 $ 458355 § 204,061
Other long-term abligations $ 197851 § 235681 $ 137503 $ 141568 $ 119,982

! Prior year earnings per share have been revised to reflect the 2-for-1 stock split effective December 28, 2007,
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Reconciliation of GAAP to Non-GAAP Financial Information

Year Ended December 31, 2007

Corporate
{dotlars in thousands} DPS V&M cs & Other Total
Income {loss) before
income taxes $ 498,751 $268033 $ 76483 $(134,792)' $ 708,475
Depreciation and amortization 55,882 30,039 13,668 10,185 109,774
Interest income — _ — (30,745) (30,745)
_Interest exXpense — o — 23,313 23313
EBITDA $ 554,633 $ 208072 $ 90,151 § (132,039) $ 810,817
EBITDA (as a percent of revenues) 19.2% 23.4% 17.8% N/A 17.4%
* Includes a $35,725 charge for termination of the U.S. pension plans.
Year Ended December 31, 2006
Corporate
{doftars in thousands) DPs V&M €S & Other Total
income {loss) before
income taxes $ 3646532 S 1675413 § 45674 ¢+ § (89,267)% $ 488,601
Depreciation and amortization 52,762 30,694 12,957 4,937 101,350
Interest income — — — {26,939} (26,939}
Interest expense — — — 20,677 20,677
EBITDA $ 417,415 $198235 § 58631 % (905920 § 583,689
EBITDA (as a percent of revenues) 19.8% 16.8% 13.0% N/A 15.6%
2 Includes acquisition costs of $260.
3 ncludes acquisition costs of $26,769.
* Includes acquisition costs of $2,549.
S Includes a $17,500 charge relating to settlement of a class action lawsuit.
Year Ended December 31, 2005
Comporate
(doliars in thousands) DPS V&M CS & Other Total
Income {loss) before
income taxes $ 178,939 $ 101539 $ 26675 §$ (44141) § 263012
Depreciation and amartization 43,736 16,787 15,387 2,488 78,398
Interest income — —_ — (13,060) {13,060}
Interest expense — — — 11,853 11,953
EBITDA $ 2228675 $ 118326 § 42062 § (42,760) $ 340,303
EBITDA (as a percent of revenues) 14.8% 18.9% 10.9% N/A 13.5%

Earnings before interest, taxes, depreciation and amortization expense (EBITDA} is @ non-GAAP financial measure. Accordingly, this schedule
provides a reconciliation of EBITDA to income {loss) before income taxes, the most directly comparable financial measure calculated and presented in
accordance with Generally Accepted Accounting Principles in the United States (GAAP). The Company believes the presentation of EBITDA is useful to
the Company’s investors because EBITDA is viewed as an appropriate measure for evaluating the Company's performance and liquidity and reflects
the resources available for strategic opportunities including, among others, investing in the business, strengthening the balance sheet, repurchasing
the Company's securities and making strategic acquisitions. In addition, EBITDA is a widely used benchmark in the investment community. The pre-
sertation of EBITDA, however, is not meant to be considered in isolation or as a substitute for the Company’s financial results prepared in accordance
with GAAP,




STOCKHOLDER RETURN PERFORMANGE GRAPHS
Five-Year Graph

The graph below shows the cumulative total stockholder return on the Company’s Common Stock from December 31, 2002 to December 31, 2007
and compares it with the cumulative total return of the Standard & Poor's Composite 500 Stock Index and the weighted-average (based on stock
market capitalization) cumulative total return of a Peer Group sefected by the Company. The Peer Group includes Baker Hughes incorporated, BJ
Services Company, Halliburton Company, Schlumberger Limited, Smith International, Inc. and Weatherford International, Inc. Each case assumes an
investment of $100 on December 31, 2002 and the reinvestment of any dividends, and the points on the graph represent the value of each of these
investments at the end of each year shown.
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Life of Company Graph

The graph below shows the cumulative fotal stockholder return on the Company's Commaon Stock from July 5, 1995, when #rading in the Company's
Common Stock began, to December 31, 2007 and compares it with the same two indices used in the Five-Year Graph.
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Stockholder Information

Transfer Agent and Registrar
Computershare Trust Company, N.A.

General correspondence about your shares should be
addressed to:

Computershare Trust Company, N.A.
Shareholder Services

P.0. Box 43069

Providence, Rl 02940-3069

Website: www.computershare.com

Telephone inguiries can be made to the Telephone Response
Center at (781) 575-2725, Monday through Friday, 8:30 a.m. to
7:00 p.m., Eastern Time.

Additional Stockholder Assistance
For additional assistance regarding your holdings, write to:

Corporate Secretary

Cameron International Corporation
1333 West Loop South, Suite 1700
Houston, Texas 77027

Telephone: (713) 513-3322

Annual Meeting

The Annual Meeting of Stockholders will be held at
10:00 a.m., Wednesday, May 14, 2008, at the Company's
corperate headquarters in Houston, Texas. A meeting notice and
proxy materials are being mailed to all stockholders of record
on March 26, 2008.

Certifications

The Company filed with the Securities and Exchange
Commission, as Exhibit 31 to its Annua! Report on Form 10-K
for the 2007 fiscal year, certifications of its Chief Executive
Officer and Chief Financial Officer regarding the quality of the
Company's public disclosures. The Company also submitted to
the New York Stock Exchange (NYSE) the previous year's certi-
fication of its Chief Executive Officer certifying that he was not
aware of any violations by the Company of the NYSE corporate
governance listing standards.

Design and production by John Manlove Marketing & Communications.

Stockholders of Record

The approximate number of record holders of Cameron
International Corporation common stock was 1,105 as of
February 8, 2008.

Common Stock Prices

Cameron Internaticnal Corporaticn common stock is listed on
the New York Stock Exchange under the symbo! CAM. The
trading activity during 2007 and 2006 was as follows (revised to
reflect the 2-for-1 stock split effective December 28, 2007):

High Low Last
2007
First Quarter $32.01 $24.30  $3t.40
Second Quarter 37.21 .29 35.74
Third Quarter 47.95 35.03 46.15
Fourth Quarter 53.83 42.76 4813
High Low Last
2006
First Quarter $25.30 $19.04  $22.04
Secend Quarter 28.04 21.05 23.89
Third Quarter 26.03 21.39 24.16
Fourth Quarter 28.90 22.30 26.52

The following documents are available on the
Company's website at www.c-a-m.com:

» The Company's filings with the Securities and
Exchange Commission (SEC).

* The charters of the Committees
of the Board.

» Other documents that may be required
to be made so available by the SEC or
the New York Stock Exchange.
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