


“Stepping Boldly Toward Our Future”

To Our Customers, Shareholders and Employees:
In 2004, Grant Prideco, Inc. posted its best earnings performance since becoming a public company in April 2000. Each of our three
operating divisions — Drilling Products and Services, Tubular Technology and Services and ReedHycalog™ — delivered improved
results. The Company’s strong performance was driven partly by improved market conditions, as the worldwide oil and gas industry
experienced increased drilling activity, particularly in the second half of the year. With this upturn, we benefited from higher demand
for our drill stem products, premium engineered connections, drill bits and new products and services as well as improved pricing.
Positive market conditions, however, are only a part of the story behind our successful performance. Grant Prideco’s results are
directly linked to critical steps we took in late 2003 and early 2004 to improve operating efficiencies and financial performance — steps
essential to delivering higher shareholder value regardless of industry environment. To better manage our cost structure and realize
operational efficiency, we launched an initiative to identify and eliminate excess manufacturing capacity in our Drilling Products and
Services division and restructured our Tubular Technology and Services division to focus on cost-containment and significant growth
opportunities. We strengthened our product lines with two strategic acquisitions at ReedHycalog, giving us better control of key com-
ponents integral to the manufacturing of drill bits and expanding our product offering. We invested in a significant expansion of our
Singapore facility, which will deliver cost efficiencies in 2005. And, we dramatically improved our ability to cost-effectively and con-
sistently produce products that meet and exceed customer expectations through continued global plant automation and equipment
modernization.

Focus for 2005: Develop Industry-Leading Technologies, Maintain Financial Strength and Improve Customer Focus
Looking ahead, we are optimistic about the overall outlook for drilling activity and the demand for Grant Prideco products, technolo-
gy and services. As we begin 2005, the number of active drilling rigs continues at a relatively strong pace, and our backlog stands at
a record level.

Along with increased rig activity, we continue to benefit from the introduction of new products within all our divisions. These prod-
uct introductions continue to generate exceptional revenue growth and margin expansion. In the past few years, we have taken major
steps, such as the acquisition of ReedHycalog, to expand the breadth and depth of our product offering across various stages of the
drilling process, positioning us to better participate in the complete drilling cycle. As shown on pages 11 and 12 of this report, our
products and services are now utilized in nearly every major phase of the drilling of onshore and offshore wells. The footprints of our
technology are leaving a significant impression on the industry and our customers. We remain committed to continuing our reputa-
tion as a technology-driven, customer-focused company.

In 2005, our strategic focus and business plan continues to be underpinned by two major priorities — to develop industry-leading
technologies that address our customers’ needs and to maintain our financial strength and discipline. Technology plays a fundamen-
tal role in our growth plans, and we are aggressively pursuing research, engineering and development projects, such as continued
expansion of our premium drill stem, tubular and premium connections and ReedHycalog drill bit technology, aimed at delivering inno-
vative solutions and superior products to our customers. We will also continue to focus on improved production and capacity plan-
ning to enhance our ability to deliver products when and where our customers need them in a cost effective manner. And, we are
firmly committed to maintaining the Company’s financial strength and discipline so that we can capitalize on growth opportunities to



profitably expand our product lines and areas of service. More information about our growth plans is provided by each

of our division presidents throughout this annual report.

Dedicated to Quality, Health, Safety, the Environment and Ethics

As we grow Grant Prideco, we remain steadfast in our dedication to delivering cost-effective solutions, quality products
and services, protecting the health and safety of employees and respecting the environment. From 1999 to 2004, Grant
Prideco employees achieved an impressive 80% decrease in recordable incidents, a 75% reduction in lost time incidents
and a 72% decrease in direct claims cost. We also strengthened our environmental efforts with a comprehensive com-
pliance policy and audit program for our facilities to further improve our performance. We appreciate our employees’
hard work, and we place top priority on fostering a culture that encourages and rewards innovative thinking, safety,
teamwork and technical skills development.

As a publicly held company doing business in over 103 countries, we will never sidestep our adherence to the highest levels of ethical
business practices, honesty and integrity. To bolster our commitment to strong corporate governance, we have continued to expand com-
puter-based training for ethics, corporate governance and compliance for all employees. Our management, operations and financial teams
are dedicating significant amounts of time implementing the Sarbanes-Oxley Act, ensuring that the proper controls are in place as we con-

tinue to operate a disciplined and well-managed company.

Stepping Boldly Toward Our Future
Since 2002, we have embarked on a major transformation of Grant Prideco by addressing all facets of our operations and business — from
the products we provide to the way in which we offer them. Thanks to the support and efforts of our team, we are gaining momentum
and delivering the desired results. But, we still have room for improvement. As we make steady progress, we will keep you informed of
our achievements.

We value our partnerships with our customers and shareholders and extend our appreciation for your continued support. We look for-
ward to keeping you updated on our progress throughout 2005 and beyond, as we step boldly toward a bright future.

Sincerely,

/g

‘Michael McShane
Chairman, President and Chief Executive Officer

March 31, 2005
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MATTHEW D. FITZGERALD
Senior Vice President and Chief Financial Officer

Benefiting from improved oilfield market
conditions, Grant Prideco achieved record
financial performance in 2004. Revenues
increased by 18% to $946 million and
income from continuing  operations
increased more than 10 times to $65 mil-
lion. Both of these figures represent the
highest totals since our initial public offer-
ing in 2000. Recognizing that we cannot
control market conditions, however, our
management team continues to focus on internal factors that can lead
to improved efficiencies, lower costs and higher returns.

During 2004, we took several major steps that will improve the
Company’s operating income margins, regardless of business condi-
tions in the future. For instance, in early 2004 we initiated a rationali-
zation of our Drilling Products and Services’ manufacturing capacity,

which is expected to provide up to $12 million in annual savings.

Additionally, a restructuring of the Tubular Technology and Services
segment is anticipated to reduce yearly costs by $6 million. We also
relocated our Houston headquarters to be closer to our divisional
offices in The Woodlands, Texas, decreasing administrative costs by
$1 million annually.

Strong Cash Flow from Operations and Financial Discipline

In 2004, cash flow from operations totaled $113 million, up 36% from
2003. During the year, we utilized the Company’s strong cash flow to
pay down debt. By year-end 2004, we had reduced the Company’s total
debt by $56 million and boosted our cash reserves to $48 million. We
also made substantial progress on our working capital by reducing our
days sales outstanding by 16 days.




During 2004, the Company invested $38 million on capital expendi-
tures and an additional $20 million on research and engineering. All
major projects undergo a rigorous financial analysis to ensure they
meet the Company’s investment return objectives. Two major projects
completed in 2004 were the expansions of our Chinese drill pipe oper-
ation and our Singapore drill bit facility. Our major research efforts are
centered on development of product line extensions in our Tubular
Technology and Services division and expanding our premium drill stem
products and ReedHycalog™ drill bit technology.

The outlook for 2005 is encouraging: The backlog for our products —
an important indicator of current demand — grew to a record $271 mil-
lion at year-end 2004, up 124% from the end of 2003. We are experi-
encing strong demand in each of our segments, with our drill pipe
backlog nearing record levels at improved prices. Whatever market
conditions prevail in 2005, we will continue to stress sound financial
discipline throughout our operations. Our goal is to manage the
Company’s growth to avoid the “boom to bust” cycle prevalent in our

Financial Highlights

industry. We remain focused on containing costs, managing manufac-
turing capacity and boosting utilization rates at our facilities. Our divi-
sions also are pursuing improved production planning to better match
production schedules with our global sales efforts, delivering products
to customers when and where they need them.

Significant Business Transformation

During the past two years, Grant Prideco has undergone a significant
transformation in its worldwide operations, management and vision
for growth. The acquisition of ReedHycalog in late 2002 strengthened
our business mix with its industry-leading drill bit technologies.
Through ReedHycalog, we now participate in the early phases of the
drilling cycle, giving the Company more operational balance. The
Company also has divested non-core businesses, allowing us to better
focus on our business segments with the highest growth opportunities.
These and other steps give the Company a strong competitive position
to deliver long-term value to our shareholders.

(In Thousands, Except Per Share Data) 2004 2003 2002 2001 2000
Revenues $ 945,643 $ 803818 $ 609,390 $ 688,056 $ 451,659
Gross Profit 384,836 270,246 137,170 163,137 54,552
Operating Income (Loss) 141,672 45,297 46,995 59,976 (11,029
Income (Loss) From Continuing Operations 64,793 4,657 13,690 24,809 (14,716)
Diluted Earnings Per Share From

Continuing Operations $ 0.51 $ 0.04 $ 0.12 $ 0.22 $ (0.13)
Diluted Weighted

Average Shares Outstanding 126,091 123,401 112,854 110,884 109,000
Total Assets (at end of period) $ 1,344,466 $ 1,262,061 $ 1,315,349 $ 915598 $ 892,564
Total Debt (at end of period) 381,954 437,926 495,503 266,178 257,264
Capital Expenditures 37,879 41,418 45,781 37,212 20,891

(a) The following table reconciles reported operating income (loss) to operating income, before charges; and EBITDA, before charges:

Reported Operating Income (Loss) $ 141672 $ 45,297 $ 46,995 $ 59,976 $ (11,029
Add back charges -
Included in cost of sales — 6,425 — 10,789 10,570
Included in other charges 9,035 31,398 7,045 33,755 11,044
Operating Income, Before Charges 150,707 83,120 54,040 104,520 10,585
Add back depreciation and amortization 43,220 44,688 28,831 32,695 28,079
EBITDA, Before Charges $ 193927 $ 127,808 $ 82,871 $ 137215 $ 38,664

(b) EBITDA and operating income before charges are non-GAAP measures and should not be used as substitute calculations under U.S. GAAP, in particular operating income (loss) and net income
(loss). The Company believes that EBITDA and operating income before charges are useful to investors because they provide consistent measures of performance of the Company’s underlying results
of operations, excluding the impact of certain non-operational items. Operating income, before charges is calculated by taking reported operating income (loss), adding back charges. EBITDA, before
charges is calculated by taking reported operating income (loss), adding back charges and depreciation and amortization.






Tubular Technology and Services

For 2004, Tubular Technology and Services’ revenues were relatively flat at $226 million, however, operating income margins rose to nearly
10%, a significant improvement from 3% in 2003. The dramatic increase in profitability was driven by the overall upturn in worldwide
drilling activity as well as substantial benefits realized from the successful integration of the former Marine Products and Services Division
with Tubular Technology and Services. We also sold Texas Arai™, which provided manufacturing and precision machining of API and pre-
mium couplings. Through this consolidation, our division is better focused on value-added premium connections and associated premium
tubular products and accessories, which offer long-term, profitable growth opportunities.

Among the benefits from this reorganization are improved interactions between our 10 manufacturing facilities worldwide, closer coor-
dination of our sales efforts to address customers’ project requirements and reduced operating costs. We expect to realize annual savings
of $6 million as a result of this reorganization, which will strengthen our earnings performance throughout the business cycle.

Record Production Levels and Product Offering Expansion

As oil and gas companies boosted their drilling activity in 2004, existing inventories of oil country tubular goods, line pipe and related prod-
ucts were quickly exhausted. Our TCA™ facility in Oklahoma quickly responded to customers’ needs and ramped up production for quick
turnaround of specialty tubular products. The second half of 2004 also showed a marked increase in sales of Premium Pipe Pak™, result-
ing in record profitability for this segment.

Reflecting our commitment to cutting-edge technologies, we continued to commercialize new products and services in 2004. In the XL
Systems™ product line, our new proprietary Viper weld-on connector
has opened new markets in the Middle East for Grant Prideco. This
connection offers an advanced, cost-effective option for a variety of
challenging offshore applications. In conjunction with Viper, our
teams also developed proprietary techniques for welding the Viper
and other XL connectors.

In 2004, our Premium Threading business introduced the ATS-E™
semi-premium connection — the first thread-sealing connection to be
tri-axially performance-tested to new 1SO 13679 standards. TCA con-

tinues to develop proprietary products for difficult drilling environ-
ments, including sour service resistance and super strong/super
tough grades such as TCA 140-Q1™ and TCA 150-Q1™. These grades allow operators to use thinner pipe, reduce weight and offer a cost
effective solution in complex tubular applications.

Encouraging Signs for Strong Demand in 2005

In 2005, we see encouraging signs for continued strong demand for many of our product lines. While little change is expected in the Gulf
of Mexico, with higher rig activity elsewhere, we are focusing our efforts to remain the industry leader in providing premium tubular and
connection products that meet and exceed our customers’ needs. Lowering our cost structure remains a major initiative for us during 2005,
and we continue to address additional cost-savings measures that will bring added value to customers and shareholders.

Our Tube-Alloy™ and Atlas Bradford® product lines of downhole tubular accessories are highly leveraged to the Gulf of Mexico market,
which has been essentially flat during the past few years. We are well positioned to service customers if drilling activity in the Gulf picks
up during 2005. In the meantime, to strengthen this business, we are steadily expanding sales activities in key international markets and
evaluating further opportunities for efficiency gains, particularly in manufacturing.

In 2005, our teams are committed to continuous improvement and performance in the areas of quality, health, safety and the environ-
ment. We have no higher priority than keeping our employees and customers safe and protecting our environment. We are excited about
the combined talents and technical expertise in our reorganized division and will continue to take all the right steps to deliver additional
value to customers and shareholders.






Drilling Products and Services

In 2004, revenues from Drilling Products and Services rose 27% to $391 million, while operating income margins topped 23%, up from 6%
in 2003. Our improved profitability reflected higher drilling activity and our employees’ dedicated efforts to enhance manufacturing efficien-
cies and manage increased costs for raw materials. Our manufacturing facilities ramped up production to meet customers’ increasing prod-
uct demand. Compared to 2003, we produced 24% more footage of drill pipe in 2004.

Improved Manufacturing and Cost Efficiencies

To deliver long-term, sustained value to all stakeholders, we launched a major effort in 2004 to enhance profit margins by improving our
manufacturing efficiencies. By consolidating our Canadian drill pipe operations into our world-class facility in Navasota, Texas, we reduced
excess capacity, achieved higher utilization rates and lowered production costs. For customers, this realignment enhances our ability to
provide exceptional quality products at competitive costs and respond to their needs worldwide.

In 2004, the global market for steel — the basic component for drill pipe and other drill stem products — remained challenging. Higher
demand for steel fueled by economic growth worldwide led to significantly increased steel prices. Our equity interest in Voest Alpine
Tubulars — an Austrian rolling mill — helped us mitigate potentially adverse effects of tight supply on our customers and rising production
costs. As the only drill pipe manufacturer vertically integrated from rolling mill through drill pipe manufacturing, we are uniquely positioned
to serve customers in a challenging market environment.

Through our two joint ventures, JSG and Tianjin Grant Prideco (TGP), we continued to help meet China’s growing demand for drill pipe
by supplying over 50% of its domestic drill pipe needs. A vertical
integration initiated in 2003 contributed to our strong performance in
2004 by adding upset-to-grade tube capabilities, reducing costs and
improving operating income. In 2005, we will further expand our
product offering by adding heavy weight drill pipe and accessories to
our Chinese manufacturing capability.

Innovative Products and Applications
To stay a step ahead of customers’ needs for innovative products, we

continued to invest in research and development to design value-
adding drill stem products for use in challenging applications, includ-
ing sour service, extended reach, high torque and high temperature/high pressure. In addition, leading-edge technologies, including high
tensile strength landing strings and purpose-built deepwater strings, expand the market for our drill stem products. For example, our team
designed and manufactured a welded two million-pound capacity landing string with a customized CT-M57™ connection for the Tahiti proj-
ect in the Gulf of Mexico. CT-M57 can withstand external pressures exceeding 25,000 psi and internal pressures nearing 30,000 psi. The

record-setting landing string and connection enabled the operator to realize significantly reduced drilling and completion costs.

2005: Exceed Customers’ Needs and Pursue Operating Efficiencies

As operators seek to meet the world’s growing energy needs, rig activity in 2005 is anticipated to rise modestly. Demand for drill pipe will
track the higher rig count, and we expect to be a leading participant in this increased market demand. We are committed to further improve
operating efficiencies and will take additional steps to reduce costs. We place the highest importance on providing a safe work environ-
ment for our employees and delivering superior product quality, reliability and service to our customers. In all areas of our business, Drilling

Products and Services is positioned for continued improvement in 2005 and beyond.






ReedHycalog™

During 2004, revenues from ReedHycalog, the Company’s drill bit business segment, grew by 26% to $327 million compared to $259 mil-
lion in 2003, while operating margins remained essentially level at 22%. Revenue growth was led by higher performance in the U.S. and
strong progress in the Middle East, Canada and the CIS, as our results surpassed the overall 10% increase in year-to-year worldwide rig
activity.

We maintained our commitment to provide the best technological drilling solutions in the industry with key product developments.
During 2004, we broadened the proprietary TReX™ offering, launched a range of rotary steerable and directional products and brought
Titan™, TuffDuty™ and the unique TuffCutter™ roller cone products to market. We also made two strategic acquisitions in our fixed cutter
product line to strengthen our leadership position.

A Tradition of Technological Breakthroughs

During 2004, ReedHycalog continued its tradition of delivering innovative technologies to customers with the full commercial launch of the
TReX drill bit line. First introduced in 2003, TReX represents a technological breakthrough in PDCs. This in-house developed, multi-patent-
ed product improves drilling efficiencies by enhancing abrasion resistance by as much as 400% with a PDC cutter more heat-tolerant than
conventional premium cutters. TReX dramatically improves customers’ drilling efficiencies, particularly in challenging formations. Response
to TReX has exceeded our expectations: Nearly 95% of our fixed cutter products use this technology.

As part of our growth plans for TReX, in 2004 ReedHycalog purchased the PDC manufacturing capabilities of Utah-based Novatek
International. This strategic acquisition enables us to boost capacity,
reduce costs for our fixed cutter requirements, provides greater con-
trol over this core competency for the business and leverages our
long-term relationship with the Novatek operation.

In 2004, our roller cone segment continued to develop and launch
key technologies and products, including TuffCutter, TuffDuty and
Titan. Titan was specifically designed for the more demanding
requirements of large diameter holes in the toughest applications.
TuffDuty provides increased bit durability, incorporating our
advanced bearing, seal and cutting structure technologies. TuffCutter
bits utilize a revolutionary method of forming the teeth of the bit and
their hardmetal components are far more robust than their predecessors.

To better serve our global customers, we completed in 2004 an expansion and major upgrade of our Singapore facility, where we manufac-
ture roller cone hits. The expansion enabled us to upgrade the plant’s heat-treating technology and realign our manufacturing to reduce pro-
duction costs. Singapore is now focused on the TuffDuty drill bit product line while Titan and TuffCutter bits are produced in Houston.

Leadership in Bi-Center Market with DPI Acquisition

To expand our product lines, add geographic diversification and broaden our customer base, in 2004 we acquired Diamond Products
International (DPI), the market leader for bi-center drill bits used for specialized hole-opening applications. The purchase of DPI, which has
a 50% share of the bi-center hit market, expands ReedHycalog’s presence in the bi-center hit market and enables us to benefit from man-
ufacturing and operations synergies with our market-leading fixed cutter technologies.

2005: Investing to Meet Customers’ Technical Challenges
Development of new technologies and refinement of existing products are top priorities at our research facilities. In 2005, we will continue to
introduce new products, including the next generation of smaller Sabre bits specifically designed for onshore directional drilling and other slim-
hole applications. Enhanced sales efforts will promote the TReX, TuffCutter, TuffDuty and Titan bits to realize increased revenues.

Every day, ReedHycalog employees provide exceptional, top performance drilling products and services to customers with a focus on
superior quality and the highest standards for safety, health and environmental care. Our team is driven to succeed and is enthusiastic about
stepping up to the challenges in 2005 and beyond.
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Tubular Technology and Services

“The Footprints Of

Grant Prideco is committed to being first-to-market with leading-edge
technology and engineered solutions. From the drill bit to the drill
floor, Grant Prideco™ delivers innovative, cost-effective products and
services for a complete range of onshore and offshore applications.
Working in partnership with customers worldwide, Grant Prideco
provides proven and emerging technology through its industry-leading

businesses.

Tubular Technology and Services
Grant Prideco’s Tubular Technology and Services is a leading supplier
of premium connections and tubular products and accessories.
. . .. Developed by Tubular
Especially developed for hig-bore, deepwater applications, the new
Viper connector is a high strength weld-on casing and conductor con-
nection that delivers performance and value second to none. New
super strong, super tough TCA 140-Q1 and TCA 150-Q1 casing allows

operators to use thinner pipe for reduced weight and cost.

Drilling Products and Services

The world’s largest supplier of oilfield drill pipe, Grant Prideco’s Drilling
Products and Services has developed proprietary drill stem and drill
pipe technology for the toughest challenges. Solutions introduced in
2004 include two proprietary products for sour service, TSS-95 and XD-
105, and 5-7/8-inch eXtreme® reach drill pipe and XT connections for
extended reach and other demanding applications.

ReedHycalog™
A global leader in drill bit technology, Grant Prideco’s ReedHycalog ] l;;i]'e’l'_;’w mpera.
has introduced a series of new products for a complete range of appli-
cations featuring its patented TReX cutters. Technology innovations
include significant advances in roller cone technology: The new Titan
allows operators to drill large diameter holes further and faster;
TuffDuty is specifically designed for applications where durability is
paramount; and TuffCutter is fast becoming the leading roller cone bit

for soft formations.

Wherever the search for oil and gas leads, Grant Prideco technology is landing
there. By combining the resources and capabilities required to meet
worldwide customer challenges, Grant Prideco is delivering
Tomorrow’s Technology...Today.




Drilling Products and Sevices
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Manufactured by
Drilling Products and
Services both in the
U.S. and China, tool
joints are high-
strength, high-pres-
sure threaded pipe
connections
designed to sustain
the weight of the
drill stem and repeat-
ed make-up and
break-out cycles.

Designed specifically
to carry the very high
tensile loads gener-
ated by long, heavy
casing strings
Drilling Products and
Services’ landing
strings significantly
extend the deepwa-
ter drilling and com-
pletion envelope.
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Drilling Products and
Services’ gas-tight
XT-M™ connections
allow one string to be
used for drilling, drill
stem testing,
workover operations,
completion operations
and underbalanced
drilling.

ReedHycalog™

Roller cone technology
from ReedHycalog™
includes Titan™,
which allows opera-
tors to drill large
diameter holes further
and faster.

The SpeedReamer
CSD® drill bit's patent-
ed design allows it to
drill through casing
equipment to save
significant time and
costs.

In deepwater appli-
cations where contin-
gency casing strings
are required,
BiCentrix™ bits
enable operators to
produce hole diame-
ters larger than the
previous hole section

or casing string. \
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Consolidated Statements of Operations (in thousands, except per share data)

13

Grant Prideco, Inc. Year Ended December 31,
2004 2003 2002
Revenues $ 945,643 $ 803,818 $ 609,390
Operating Expenses:
Cost of sales 560,807 533,572 472,220
Sales and marketing 128,585 106,589 27,828
General and administrative 85,071 69,251 52,112
Research and engineering 20,473 17,711 3,190
Other charges 9,035 31,398 7,045
803,971 758,521 562,395
Operating Income 141,672 45,297 46,995
Interest Expense (41,889) (43,871) (27,040)
Other Income (Expense), Net 398 11,164 (982)
Equity Income (Loss) in Unconsolidated Affiliates 1,565 (478) 5,342
(39,926) (33,185) (22,680)
Income From Continuing Operations Before Income Taxes and
Minority Interests 101,746 12,112 24,315
Income Tax Provision (31,710) (4,239) (7,574)
Income from Continuing Operations Before Minority Interests 70,036 7,873 16,741
Minority Interests (5,243) (3,216) (3,051)
Income from Continuing Operations 64,793 4,657 13,690
Income (Loss) from Discontinued Operations, Net of Tax (9,527) 533 (644)
Income Before Cumulative Effect of Accounting Change 55,266 5,190 13,046
Cumulative Effect of Accounting Change, Net of Tax — — (6,412)
Net Income $ 55,266 $ 5190 $ 6,634
Basic Net Income Per Share:
Income from continuing operations $ 053 $ 004 $ 012
Income (loss) from discontinued operations (0.08) — —
Cumulative effect of accounting change — — (0.06)
Net income $ 045 $ 004 $ 006
Basic weighted average shares outstanding $ 123,325 $ 121,646 m
Diluted Net Income Per Share:
Income from continuing operations $ 051 $ 004 $ 012
Income (loss) from discontinued operations (0.07) — —
Cumulative effect of accounting change — — (0.06)
Net income $ 044 $ 004 $ 006
Diluted weighted average shares outstanding 126,091 123,401 112,854



Consolidated Condensed Statements of Cash Flows (in thousands)

Year Ended December 31,
2004 2003 2002

Grant Prideco, Inc.

Cash Flows From Operating Activities:
Net income $ 55,266 $ 5190 $ 6,634
Adjustments to reconcile net income to net cash
provided by operating activities:

Cumulative effect of accounting change — — 6,412
Loss on sale of discontinued operations 11,746 — —
Gain on sale of businesses, net (774) (3,393 —
Depreciation and amortization 43,220 44,688 28,831
Non-cash portion of other charges 6,010 31,247 2,580
Bad debt expense 3,844 1,948 1,106
Deferred income tax 20,096 (16,133) (3,317)
Equity (income) loss in unconsolidated affiliates, net of dividends 6,525 14,127 10,746
Stock-based compensation expense 4,660 2,866 2,135
Deferred compensation expense 1,682 1,595 1,526
Minority interests in consolidated subsidiaries, net of dividends 2,103 1,326 2,360
(Gain) loss on sale of assets (4,466) 645 595
Change in operating assets and liabilities, net of effects of
businesses acquired (36,742) (1,168) 59,078
Net cash provided by operating activities 113,170 82,938 118,686
Cash Flows From Investing Activities:
Acquisition of businesses, net of cash acquired (33,833) (8,272) (265,172)
Proceeds from sales of businesses, net of cash disposed 2,180 30,364 —
Proceeds from sale of discontinued operations, net of cash disposed 19,859 — —
Investments in and advances to unconsolidated affiliates (4,167) (5,459 (3,794)
Capital expenditures for property, plant and equipment (37,879) (41,418) (45,781)
Proceeds from sales of fixed assets 8,459 981 911
Net cash used in investing activities (45,381) (23,804) (313,836)
Cash Flows From Financing Activities:
Repayments on revolver debt, net (14,320) (42,982) (2,391)
Borrowings on debt — — 226,635
Repayments on debt (49,781) (17,608) (17,098)
Purchases of treasury stock (2,508) (2,388) (2,279)
Proceeds from stock option exercises 25,791 566 1,173
Employee stock purchase plan purchases 928 — —
Net cash provided by (used in) financing activities (39,890) (62,412) 206,040
Effect of Exchange Rate Changes on Cash 423 630 604
Net Increase (Decrease) in Cash 28,322 (2,648) 11,494
Cash at Beginning of Year 19,230 21,878 10,384
Cash at End of Year $ 47,552 $ 19,230 $ 21,878
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Consolidated Condensed Balance Sheets (in thousands)

15

Grant Prideco, Inc. December 31,
2004 2003

Current Assets $ 596,767 $ 510,863
Property, Plant and Equipment, Net 244,305 251,236
Goodwill 393,993 396,944
Other Assets 109,401 103,018

Total Assets $ 1,344,466 $ 1,262,061
Current Liabilities $ 195501 $ 166,255
Long-Term Debt 377,773 426,853
Other Long-Term Liabilities 65,651 62,839
Stockholders’ Equity 705,541 606,114

Total Liabilities and Stockholders’ Equity $ 1,344,466 $ 1,262,061
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3 Nominating and Corporate
Governance Committee
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Registrar and Transfer Agent

American Stock Transfer & Trust Company
40 Wall Street

New York, New York 10005
info@amstock.com

Bond Trustees

United States Trust
Company Of New York

114 West 47th Street

New York, New York 10036

Wells Fargo Bank, N.A.
505 Maine Street, Suite 301
Fort Worth, Texas 76102

Auditor

Ernst & Young L.L.P.
1401 McKinney, Suite 1200
Houston, Texas 77010-2007

Stock Data

New York Stock Exchange
Company Symbol: GRP

Headquarters

400 North Sam Houston Parkway East
Suite 900

Houston, Texas 77060

281-878-8000

www.grantprideco.com

Grant Prideco’s Annual Report on Form 10-K is an integral part of this report and is
incorporated by reference herein. A copy of this report may be obtained from the
Securities and Exchange Commission at the SEC’s Public Reference Room at 450 Fifth
Street, NW, Washington, D.C. 20549 or from the SEC’s website at www.sec.gov.
The Annual Report on Form 10-K is also available free of charge through Grant
Prideco’s internet site (www.grantprideco.com). Also available are the company’s
Corporate Compliance and Business Ethics Manual, Corporate Governance
Guidelines and the charters for each of the committees of Grant Prideco’s Board of
Directors. Copies of these documents also can be obtained free of charge through the
Investor Relations Department at (281) 878- 8000 or by mail at 400 N. Sam Houston
Parkway East, Suite 900, Houston, Texas 77060, attention: Investor Relations.
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