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It was also a time when the industry was more focused on survival than  

long-term growth. Nabors had the financial strength and the foresight to  

capitalize on this environment and acquired Westburne and Loffland Brothers, 

the first two in a series of acquisitions that would ultimately result in the  

formation of the largest fleet of land rigs in the world. It also established a  

foothold in important international markets and formed the basis of a global  

infrastructure on which to grow the Company.

Acquire and Consolidate 

1

Nabors began making acquisitions in 1989 at a time when 
the industry was depressed and assets could be purchased 
for a fraction of their original cost.
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A base of low-cost rigs and components, a global  
infrastructure and a strong financial position allowed 
Nabors to economically upgrade and redeploy rigs in  
multiple venues.

This competitive advantage became a principle driver of the Company’s 

results as the rig market emerged from one of the lowest periods in its  

history. Increased utilization of rigs with relatively low book value set  

the stage for superior returns. 

Rig Upgrades:

•	 Larger	pumps
•	 Increased	engine	power	
•	 Top	drive	systems
•	Fast-moving	substructure
•	New	mud	condition-	
	 ing	equipment
•	Programmable	logic	
	 control	technology
•	Automated	pipe	handling
•	Mechanical	conversion	
	 to	SCR 
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Realize the Leverage

However, as available assets began to deplete through increased utilization,  

cannibalization and deterioration, the gap between supply and demand began to 

close, exerting upward pressure on rates. This improved pricing was the primary 

driver of 2005’s record results and will continue to be a major contributor to the 

Company’s performance as existing contracts renew at much higher rates. This, 

combined with ongoing growth in demand, is creating an environment conducive 

to new rig construction, thus opening a whole new era for Nabors.
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While Nabors was able to achieve these superior returns, 
the Company’s performance was not typical of the  
industry, and pricing remained inadequate to merit  
investment in rig replacement.
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The breadth and magnitude of investment  

opportunities available to Nabors is unparalleled 

in our history. This is ushering in a new era of 

robust growth, driven by rapid capacity expansion 

with state-of-the-art assets and the visibility 

derived from long-term contracts.  

 Entering 

  the new era
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Elements of the new era 

efficiency & intensity

Why more rigs? Why newer rigs?4.1
 The number and complexity of oil and gas wells that must be drilled just to sustain  

current supply levels is increasing rapidly. This became more apparent during the last decade 

as the number of rigs drilling for North American gas tripled even as gas production declined.  

In the Middle Eastern oil markets, the number of rigs doubled while what had been excess  

production was virtually depleted. This is leading to a higher unit cost for oil and gas and  

placing a premium on drilling efficiency, which has increased the demand for faster moving 

rigs with more capability and better technology. Since the supply of existing rigs available 

for refurbishment is rapidly depleting, the need for new rig construction on a worldwide  

basis is growing rapidly.
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Figure 4.1b

RIg	INTeNSITy	per		

BOe	is	increasing	

domestically:	

The number of U.S.  

gas rigs operating has  

tripled in the last decade,  

but U.S. gas production  

is flat to down.

404 rigs
jANUARY 1996

1,234 rigs
END Of YEAR

1,190 rigs
2005 AVERAGE
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Figure 4.1a

RIg	INTeNSITy	per		

BOe	is	increasing	

internationally:	

The Middle East rig  

count has doubled in the  

last decade and will rise 

sharply going forward,  

but excess capacity  

has diminished. 

132 rigs
jANUARY 1996

262 rigs
END Of YEAR

248 rigs
2005 AVERAGE

Middle East

United States
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4.2

the state-of-the-art 
PACE rig

How is Nabors reacting  
to the new market? 

 The need for more efficient, faster moving rigs led Nabors to develop a new class  

of rig. These programmable AC electric or PACE™ rigs combine state-of-the-art technology 

with great portability and a host of advanced safety features. PACE™ rigs are PLC controlled, 

which allows the driller to exercise a more finite level of control over drilling functions  

like pressure, torque and weight on bit. This in turn produces more hole stability, better 

bit life and better rate of penetration. Other benefits are a streamlined electrical wiring  

system which facilitates rig up and rig down during rig moves, and a software system that  

permits remote diagnostics and maintenance. PACE™ rigs were originally constructed in 

Canada, but are now manufactured at several strategically located facilities worldwide  

in response to broad-based customer demand.
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Figure 4.2b Figure 4.2c Figure 4.2d
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Figure 4.2a

Automated systems and digital controls  

provide improved drilling efficiency while  

enhancing safety.
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4.3

economies of scale

 
What’s the key to capturing demand? 

Nabors had the foresight to see the burgeoning demand for rigs, utilizing its array  

of competitive advantages to position itself to capture a disproportionate share of the 

market. The Company’s global operating presence, infrastructure of facilities and access  

to labor give us favorable operating costs, a substantial advantage when deploying new 

rigs. Nabors also has access to low-cost capital, allowing the Company to make capital  

expenditures more economically and providing the Company with a better rate of return 

as it invests in new rigs and equipment. We also routinely procure components, drill pipe, 

parts and equipment for over 400 drilling rigs, 600 workover rigs and 1,000 trucks, giving 

us not only volume discounts on price, but also priority delivery. This allows Nabors to 

deploy more rigs, in more sizes, in more places, more rapidly and more cost effectively 

than any other drilling contractor. 
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4.4  
What’s the impact?

shareholder value

Figure 4.4a

This graph illustrates the 

cumulative impact of the four 

principal drivers of our growth 

over the current cycle. New 

capacity is rapidly emerging  

as the dominant factor. 
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• New Capacity

• Pricing

• Reactivations / Enhancements

• Other businesses

• 2003 Results

Cumulative Drivers 2004–2007

  The impact this will have on our shareholders is significant. In the  

 last year, Nabors received commitments from our customers for 82 new  

 rigs. On average, these new rigs are committed for a period of three years  

and collectively generate $315 million a year, a 24 percent return on average capital employed. 

When combined with anticipated rig refurbishments and the additional pricing leverage we 

have yet to realize, this gives us a degree of revenue visibility in 2006, 2007 and even 2008  

that we have not enjoyed previously. Our level of risk is also substantially mitigated since the  

components, drill pipe and other equipment we are purchasing for these new rigs can easily be  

diverted to maintenance capital requirements should the market for new-build rigs be less than 

anticipated. All of these serve to significantly hedge against the volatility that is inherent in our 

business and keep our capital requirements in line with what is assured by customer contracts.
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Financial Highlights

Notes

4.5 key figures

Operating Data
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  Twelve
  Months Ended
  December 31, Year Ended
 Year Ended December 31, (Unaudited) September 30,

 (In thousands, except  
 per share amounts 
 and ratio data) 2005 2004 2003 2002 2001 2000 1999 1998 1997 1997

Operating revenues  
 and Earnings  
 from unconsoli- 
 dated affiliates $ 3,465,579 $ 2,398,088 $ 1,890,186 $ 1,481,218 $ 2,228,070 $ 1,414,943 $ 670,186 $ 1,007,864 $ 1,115,032 $ 1,029,303

Depreciation and  
 amortization,  
 and depletion  338,532  300,399  235,127  195,365  189,896  152,413  99,893  84,949  72,350  66,391

Net income  648,695  302,457  192,228  121,489  357,450  137,356  27,704  124,988  136,020  114,808

Earnings per  
 diluted share $ 4.00 $ 1.92 $ 1.25 $ .81 $ 2.24 $ .90 $ .23 $ 1.16 $ 1.24 $ 1.08

Weighted-average  
 number of  
 diluted com- 
 mon shares  
 outstanding  162,189  164,030  156,897  149,997  168,790  152,417  120,449  112,555  113,793  111,975

Capital expendi- 
 tures and  
 acquisitions  
 of businesses $ 1,003,269 $ 544,429 $ 353,138 $ 702,843 $ 803,241 $ 334,279 $ 837,732 $ 315,057 $ 381,196 $ 399,895

Interest 
 coverage ratio  28.0 : 1  14.1 : 1  6.8 : 1  6.0 : 1  13.3 : 1  11.8 : 1  5.8 : 1  19.4 : 1  18.3 : 1  16.1 : 1
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   As of
  December 31, As of
 As of December 31, (Unaudited) September 30,

 (In thousands,  
 except ratio data) 2005 2004 2003 2002 2001 2000 1999 1998 1997 1997

Cash and  
 investments $ 1,646,327 $ 1,411,047 $ 1,579,090 $ 1,345,799 $ 918,637 $ 550,953 $ 111,666 $ 47,340 $ 42,135 $ 53,323

Working capital  1,264,852  821,120  1,529,691  1,077,602  1,077,841  524,437  195,817  36,822  62,571  70,872

Property, plant  
 and equip- 
 ment, net  3,886,924  3,275,495  2,990,792  2,801,067  2,451,386  1,835,039  1,678,664  1,127,154  923,402  861,393

Total assets  7,230,407  5,862,609  5,602,692  5,063,872  4,151,915  3,136,868  2,398,003  1,465,907  1,281,306  1,234,232

Long-term debt  1,251,751  1,201,686  1,985,553  1,614,656  1,567,616  854,777  482,600  217,034  226,299  229,507

Shareholders’  
 equity $ 3,758,140 $ 2,929,393 $ 2,490,275 $ 2,158,455 $ 1,857,866 $ 1,806,468 $ 1,470,074 $ 867,469 $ 767,340 $ 727,843

Funded debt to  
 capital ratio: 
 Gross  0.35 : 1  0.41 : 1  0.48 : 1  0.49 : 1  0.46 : 1  0.32 : 1  0.25 : 1  0.26 : 1  0.27 : 1  0.27 : 1 
 Net   0.09 : 1  0.17 : 1  0.22 : 1  0.26 : 1  0.26 : 1  0.15 : 1  0.20 : 1  0.17 : 1  0.20 : 1  0.20 : 1

  Twelve
  Months Ended
  December 31, Year Ended
 Year Ended December 31, (Unaudited) September 30,

 (In thousands) 2005 2004 2003 2002 2001 2000 1999 1998 1997 1997

Operating  
 revenues and  
 Earnings from  
 unconsolidated  
 affiliates: 
 United States $ 2,296,050 $ 1,505,082 $ 1,152,272 $ 1,012,503 $ 1,859,356 $ 1,115,899 $ 448,478 $ 706,046 $ 867,999 $ 797,319 
 Foreign  1,169,529  893,006  737,914  468,715  368,714  299,044  221,708  301,818  247,033  231,984

    $ 3,465,579 $ 2,398,088 $ 1,890,186 $ 1,481,218 $ 2,228,070 $ 1,414,943 $ 670,186 $ 1,007,864 $ 1,115,032 $ 1,029,303

   As of
  December 31, As of
 As of December 31, (Unaudited) September 30,

 (In thousands) 2005 2004 2003 2002 2001 2000 1999 1998 1997 1997

Total assets:  
 United States $ 4,581,307 $ 3,788,180 $ 3,641,185 $ 3,569,657 $ 3,282,429 $ 2,649,923 $ 1,917,751 $ 1,068,193 $ 958,026 $ 897,453 
 Foreign  2,649,100  2,074,429  1,961,507  1,494,215  869,486  486,945  480,252  397,714  323,280  336,779

    $ 7,230,407 $ 5,862,609 $ 5,602,692 $ 5,063,872 $ 4,151,915 $ 3,136,868 $ 2,398,003 $ 1,465,907 $ 1,281,306 $ 1,234,232

Balance Sheet Data

Geographic Distribution of
Revenues and Assets
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 2005 marked the 
beginning of a new era for Nabors, an era  
of new rig construction not seen in our  
industry in nearly 25 years. This was driven 
by ongoing global demand for rigs against 
the backdrop of diminishing supply, which 
caused rates to rapidly escalate and provided 

To Our Shareholders
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Our U.S. Lower 48 Land Drilling operations proved to be the single largest contributor to 

the Company’s performance as it experienced a fivefold increase in its income, benefiting 

from the significant pricing improvement that permeated all of our North American opera-

tions and favorably impacted both Nabors well Services and Nabors Canada. Improved 

pricing also positively influenced the performance of our U.S. Gulf of Mexico operations, 

where activity was dampened by the effects of two hurricanes. Meanwhile, our Interna- 

tional operations posted more than a 50 percent increase in results on the strength of 

15 incremental rigs and a moderate improvement in pricing. we also saw a big turnaround 

in our other operating segments, with Ryan, Canrig and Epoch all showing sequential  

improvement of over 40 percent.

Much of the past year’s achievements, and our corresponding conviction that this up cycle  

is enduring, is rooted in the increasing magnitude of rigs required to sustain, let alone grow, 

the world’s supply of both oil and natural gas. for instance, we have seen a modest decline 

in U.S. gas production over the last decade, despite a tripling in the number of rigs drilling 

for this commodity. In the Middle East, where production increases are most readily 
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eugene	M.	Isenberg
Chairman and  
Chief Executive Officer

Anthony	g.	Petrello
Deputy Chairman,  
President and  
Chief Operating Officer

our customers with the incentive to execute 
term contracts for both new and existing 
rigs, thereby assuring availability. While 
pricing had the biggest impact on our  
results, we also increased by 60 the num- 
ber of rigs working during the year. When 
added to improved contributions from our 
non-rig businesses, this resulted in the best 
year in the Company’s history, with pre-tax 
income up 160 percent, record earnings of  
$4 per share and a 48 percent increase in  
our stock price.
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achieved, the rig count has doubled in the same period even as excess oil production  

capacity has diminished substantially. The increasing quantity and sophistication of wells 

needed to fully exploit a reservoir is the primary driver behind this increasing rig intensity.

Nabors recognized early on that this increasing rig intensity and well complexity would 

result in a substantial acceleration in global rig demand, particularly for fast moving, high- 

specification rigs. This demand was made even more acute because it came at a time when 

the industry’s supply of rigs available to upgrade and deploy was diminishing. This led us to 

develop our state-of-the-art PACE™ rig, which incorporates the latest technology and safety 

features and moves between wells in a fraction of the time required for conventional rigs, 

shortening the drilling cycle and reducing costs.

we also recognized that the magnitude of this demand would outpace traditional sources 

of supply both internally and externally. The Company took action on several fronts,  

committing orders to multiple suppliers to secure initial quantities of equipment with 

options to procure additional components on a priority basis at favorable costs as demand 

warrants. we surveyed and selected the most entrepreneurial of Chinese manufacturers, 

investing in and expanding their capacity while scaling up our own in-house capability 

in the U.S., Canada and the Middle East. This effort was directed at capturing a dispropor-

tionate share of the burgeoning rig demand by providing our customers with access to 

the best rigs at competitive rates in the most venues in the shortest time. The securing 

of term contracts underwriting the construction of 82 new PACE™ rigs in only eight months 

represents a success rate that is more than double our historical market share.

This constitutes a new era for Nabors, one in which we will see a change in the drivers 

that most influence our growth. Historically, the dominant factors were acquisitions, then 

reactivation of idle rigs and more recently a rapid increase in rig rates toward the level 

that justifies new construction. while there is still significant price improvement yet to be 

realized in our existing fleet, particularly in our International operations, the magnitude and 

breadth of demand for new rigs virtually assures that this will be the dominant contributor 

to our performance after 2006. Several of these new contracts extend out as far as 2010 

and, coupled with an increasing number of term contracts for rigs in our existing fleet, 

provide us with the highest degree of visibility we have ever had in our forward results.
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there were numerous other company achievements during the year, most notably in safety 

performance which remains a company priority and is synonymous with efficiency and 

quality in our operations. this was most notable in our U.s. Lower 48 Land Drilling operations 

where we set numerous performance records, including reducing our lost-time accident rate 

by 58 percent while increasing man hours worked by 23 percent. this number is remarkable 

in that it represents only 1/12 of the average lost-time accident rates of our next five largest 

competitors combined.

our financial position remains very strong with $1.6 billion in cash and investments at 

year end even after funding $994 million of capital expenditures. we also repurchased 

$100 million of our common stock representing nearly 1.8 million shares at an average 

price of $55.60 per share. since the end of 2005, we have redeemed $770 million in 

convertible debt and still have nearly $1 billion on hand, which gives us the flexibility to 

fund all of the coming year’s capital expenditures and still effect further stock repurchases 

from internal sources. we also moved the listing of our stock to the new York stock exchange, 

effective november 3, 2005, and recently announced a stock split subject to the approval 

of additional share authorization at the upcoming special shareholders’ meeting.

in summary, the long-term outlook for our business has never been better and  

the magnitude and breadth of opportunities to deploy capital at superior returns is  

unprecedented in our history and perhaps our industry. while the current stock price 

reflects market concerns over the near-term potential for lower commodity prices,  

we remain convinced of the strength and duration of the current cycle and intend  

to fully exploit the growth opportunities before us. as we do, i think  

you will be increasingly pleased with your investment in this Company.

sincerely,

EugENE M. ISENbErg

Chairman and Chief Executive Officer
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Nabors Management Ltd.  
Nabors Drilling International Limited 
Nabors Drilling International II Limited 
Sundowner Offshore International  
(Bermuda) Limited 
Hamilton, Bermuda 
H. Siegfried Meissner

Nabors Offshore Corporation 
Houston, Texas 
Jerry C. Shanklin

Canrig Drilling Technology Ltd. 
Magnolia, Texas 
Christopher P. Papouras

Epoch Well Services, Inc. 
Houston, Texas 
Christopher P. Papouras

Peak Oilfield Service Company 
Anchorage, Alaska 
Michael R. O’Connor

Sea Mar, a division of Pool Well Services Co.
Houston, Texas 
Van C. Dewitt
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Officers and Directors
Nabors Industries Ltd.  and Subsidiaries

Nabors Alaska Drilling, Inc. 
Anchorage, Alaska 
James H. Denney

Nabors Canada L.P.
Calgary, Alberta 
Duane A. Mather

Nabors Drilling USA, LP 
Peak USA Energy Services, Ltd. 
Ramshorn Investments, Inc.
Houston, Texas 
Joe M. Hudson

Nabors Well Services Co. and  
Nabors Well Services Ltd. 
Houston, Texas 
James H. Denney

Ryan Energy Technologies
Calgary, Alberta 
Richard T. Ryan

Principal  
Operating  
Subsidiaries  
and Lead  
Executives

Officers

Directors Myron M. Sheinfeld
Senior Counsel, 
Akin, Gump, Straus, Hauer & Feld, L.L.P.

Jack Wexler
Director Emeritus, 
Nabors Industries Ltd. 
International Business Consultant

Martin J. Whitman 
Lead Director,  
Nabors Industries Ltd. 
Chairman and Co-Chief  
Investment Officer,  
Third Avenue Management LLC

Eugene M. Isenberg
Chairman and Chief Executive Officer, 
Nabors Industries Ltd.

Anthony G. Petrello
Deputy Chairman, President and  
Chief Operating Officer, 
Nabors Industries Ltd.

James L. Payne 
Chairman and Chief Executive Officer, 
Shona Energy Company, LLC. 

Hans W. Schmidt 
Former Director,  
Deutag Drilling

Alexander M. Knaster
Chairman and Chief Executive Officer, 
Pamplona Capital Management 
Director, 
TNK-BP

Daniel McLachlin
Vice President – Administration and  
Corporate Secretary

Bruce P. Koch
Vice President and Chief Financial Officer

Eugene M. Isenberg
Chairman and Chief Executive Officer

Anthony G. Petrello
Deputy Chairman, President and  
Chief Operating Officer



Mintflower Place
8 Par-La-Ville road 
Hamilton, HM08, bermuda 




