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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

(X) QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15@F THE SECURITIES EXCHANGE ACT OF 19!
For the quarterly period ended September 30, 2009
or
( ) TRANSITION REPORT PURSUANT TO SECTION 13 OR(dpOF THE SECURITIES EXCHANGE ACT OF 19:

For the transition period from to

Commission File Number: 0-02612

LUFKIN INDUSTRIES, INC.
(Exact name of registrant as specified in its @rart

TEXAS 75-040441C
(State or other jurisdiction of incorporation oganization) (I.LR.S. Employer Identification No
601 SOUTH RAGUET, LUFKIN, TEXAS 75904
(Address of principal executive office (Zip Code)

(936) 6342211

(Registrant’s telephone number, including area fode

Indicate by check mark whether the registrant @9 filed all reports required to be filed by SectiB or 15(d) of the Securities Exchau
Act of 1934 during the preceding 12 months (orgiach shorter period that the registrant was redquoeile such reports), and (2) has b
subject to such filing requirements for the pastags. Yes X No

Indicate by check mark whether the registrant ldenstted electronically and posted on its corpok&eb site, if any, every

Interactive Data File required to be submitted @odted pursuant to Rule 405 of Regulatiom $§232.405 of this chapter) during !
preceding 12 months (or for such shorter periottti@registrant was required to submit and posh $iles).

Yes X No

Indicate by check mark whether the registrant large accelerated filer, an accelerated filer, a-awcelerated filer, or a smaller report
company. See definitions of “large acceleratedfilaccelerated filer” and “smaller reporting coany” in Rule 12b-2 of the Exchange Act.

Large accelerated filer X Accelerated filer

Non-accelerated filer Smaller reporting company

Indicate by check mark whether the registrantskell company (as defined in Rule 12b-2 of the Exgfe Act).
Yes _ No X

There were 14,877,607 shares of Common Stock, $ab0alue per share, outstanding as of Novemb20@.



PART | - FINANCIAL INFORMATION
Item 1. Financial Statements.
LUFKIN INDUSTRIES, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)
(Thousands of dollars, except share and per slzsg

September
30, December 31
Assets 2009 2008
Current Assets
Cash and cash equivalel $ 102,17 $ 107,75t
Receivables, n¢ 82,98¢ 139,14.
Income tax receivabl 844 97¢
Inventories 116,67¢ 128,62°
Deferred income tax asst 6,71% 4,941
Other current asse 11,76¢ 3,67
Current assets from discontinued operations 807 61€
Total current assets 321,97 385,73t
Property, plant and equipment, | 152,51: 130,07¢
Goodwill, net 45,60¢ 11,86:
Intangible assets, n 14,00( -
Other assets, n 3,69t 2,54¢
Long-term assets from discontinued operations 49: 49:
Total assets $ 538,28: $ 530,71¢
Liabilities and Shareholders' Equ
Current liabilities:
Accounts payabl $ 23,38. $ 38,54
Current portion of lon-term debt 1,29 -
Accrued liabilities:
Payroll and benefit 10,91¢ 14,04¢
Warranty expense 3,33¢ 3,58¢
Taxes payabl 4,80z 5,894
Other 23,70¢ 25,34(
Current liabilities from discontinued operations 1,12¢ 1,404
Total current liabilities 68,561 88,81:
Long-term debr 2,02( -
Deferred income tax liabilitie 9,36¢ 9,21¢
Postretirement benefi 7,52 7,07C
Other liabilities 26,17 11,61¢
Commitments and contingenci - -
Long-term liabilities from discontinued operatio 37 61
Shareholders' equit
Common stock, $1.00 par value per share; 60,006;08fes authorize
15,794,713 and 15,791,963 shares issued and aditgamespectivel 15,79¢ 15,79:
Capital in excess pi 64,58t 63,01«
Retained earning 422,06¢ 414,74¢
Treasury stock, 931,168 and 931,168 shares, regplgciat cos! (34,907 (34,91)
Accumulated other comprehensive loss (42,939 (44,700
Total shareholders' equity 424,60: 413,93
Total liabilities and shareholders' equity $ 53828 $ 530,71

See notes to consolidated financial statem



CONDENSED CONSOLIDATED STATEMENTS OF EARNINGS (UNAU DITED)

LUFKIN INDUSTRIES, INC.

(In thousands of dollars, except per share ancesteta

Sales

Cost of sales

Gross profit

Selling, general and administrative exper
Litigation reserve

Operating incom:
Interest incom
Interest expens
Other income (expense), net
Earnings from continuing operations bef
income tax provision and discontinu
operations

Income tax provision

Earnings from continuing operatio
Loss from discontinued operations, net of tax
Net earnings

Basic earnings per shal

Earnings from continuing operatio
Loss from discontinued operatio

Net earnings

Diluted earnings per shar

Earnings from continuing operatio
Loss from discontinued operatio

Net earnings

Dividends per share

Three Months Ende

Nine Months Ende:

September 3( September 3(
2009 2008 2009 2008

$ 117,68 $ 195,09( $ 394,56 $ 510,64¢
92,75¢ 139,26¢ 308,45¢ 366,51

24,93 55,82: 86,11: 144,13°
17,75 16,98: 54,77+ 50,72«

- - 5,00(C -

7,181 38,83¢ 26,331 93,41

8 50z 897 1,62z
(150 (48) (452) (189)
612 (39¢6) 1,241 (447)

7,652 38,89¢ 28,02: 94,40¢

2,597 13,93% 9,13¢ 32,68

5,05t 24,96 18,88¢ 61,72¢

(63) (149) (422) (51)

$ 499 $ 24,81 $ 18,467 $ 61,67
$ 034 $ 1.6¢ $ 127 $ 4.1¢
- (0.07) (0.03) -

$ 034 $ 167 $ 124 $ 4.1¢
$ 034 $ 166 $ 127 % 4.14
- (0.07) (0.03) -

$ 034 $ 165 $ 124 $ 4.14
$ 0.2t $ 02t $ 0.7t $ 0.7¢

See notes to condensed consolidated financiahsémes.



LUFKIN INDUSTRIES INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)
(In thousands of dollar:

Nine Months Ende:
September 3(
2009 2008

Cash flows form operating activitie
Net earning: $ 18,467 $ 61,67:
Adjustments to reconcile net earnings to ¢
provided by operating activitie

Depreciation and amortizatic 13,32¢ 11,46¢
Recovery of (provision for) losses on receival (529) 25
LIFO (benefit) expens (440 5,01¢
Deferred income tax bene (2,357 (98%)
Excess tax benefit from shi-based compensatic (32 (4,119
Share-based compensation expel 1,51C 2,59¢
Pension expense (incormr 7,64¢ (1,587
Postretirement obligation (benet 203 (89
Gain on disposition of property, plant and equipty (270 (157)
Loss (income) from discontinued operatic 422 (1,299
Changes in
Receivables, n¢ 65,11« (28,589
Income tax receivabl (53€) -
Inventories 20,34 (38,45¢)
Other current asse (1,56¢) (1,607
Accounts payabl (29,799 18,79:
Accrued liabilities (13,740 8,31¢
Net cash provided by continuing operatis 87,76¢ 31,01+
Net cash used in discontinued operations - (27¢)
Net cash provided by operating activities 87,76¢ 30,73¢
Cash flows from investing activite
Additions to property, plant and equipmi (27,589 (17,809
Proceeds from disposition of property, plant andiggent 714 367
(Increase) decrease in other as (1,177 1,262
Acquisition of other companies (51,65¢) -
Net cash used in continuing operatit (79,709 (16,179
Net cash provided by discontinued operations - 27¢
Net cash used in investing activities (79,709 (15,907
Cash flows from financing activite
Payments of notes payat (3,009 -
Dividends paic (11,146 (11,097
Excess tax benefit from shi-based compensatic 32 4,11¢
Proceeds from exercise of stock optir 28 8,17¢
Refund of prior treasury stock purcha 11 -
Purchases of treasury stock - (1,117
Net cash used in financing activities (14,077 83
Effect of translation on cash and cash equivalents 43¢ (47€)
Net (decrease) increase in cash and cash equis (5,589 14,44;
Cash and cash equivalents at beginning of period 107,75t 95,74¢
Cash and cash equivalents at end of period $ 102,17: $ 110,19(

See notes to condensed consolidated financiahséms.



NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(Unaudited)

1. Basis of Presentation

The accompanying unaudited condensed consolidataddial statements include the accounts of Lufkitustries, Inc. and its consolida
subsidiaries (the “Company3gnd have been prepared pursuant to the rules guthtions for interim financial statements of thec@rities
and Exchange Commission. Certain information inrtbes to the consolidated financial statementmatly included in financial statemet
prepared in accordance with accounting principkasegally accepted in the United States of Ameras leen condensed or omitted purs
to these rules and regulations for interim finahstatements. In the opinion of management, alistdjents, consisting of normal recurr
accruals unless specified, necessary for a fasgmtation of the Compars/financial position, results of operations andhctisws for the
interim periods included in this report have bemeiuded. For further information, including a sunmgnaf major accounting policies, refer
the consolidated financial statements and relatednbtes included in the Company’s Annual ReportFanm 10K for the year ende
December 31, 2008. The results of operations fertlinee and nine months ended September 30, 26090& necessarily indicative of t
results that may be expected for the full fiscarye

The Companys financial instruments include cash, accountsivabée, accounts payable, invested funds and ddlgations. The book valt
of accounts receivable, shaerm debt and accounts payable are considered epbesentative of their fair market value becaafsbe shor
maturity of these instruments. The Compangtcounts receivable are not concentrated in os®mer and are not viewed as an unt
credit risk.

2. Recently Issued Accounting Pronouncements

In December 2008, the Financial Accounting StarslaBiard amended “Employer’'Disclosures about Postretirement Benefit
Assets” (ASC 715-20-62). This amendment expands the disclosure reqein&srabout postretirement plan assets to includeilmnestmen
allocations are made, including the factors thatgertinent to an understanding of investment diand strategies, the major categorie
plan assets, the input and valuation techniqued tseneasure the fair value of plan assets, thecefif fair value measurements us
significant unobservable inputs (Level 3) on chanigeplan assets for the periods and significanteatration of risk with plan assets. S
required disclosures will be provided in our annfirzincial statements for the year ending Decen3er2009. Upon initial application, tl
disclosures of ASC 715-20-65-2 are not requireceotier periods that are presented for compargtivposes.

In May 2009, the Financial Accounting Standards rBdasued “Subsequent Events” (ASC 8B%; which establishes general standarc
accounting for and disclosure of events that oaftar the balance sheet date but before finantagments are issued or are available t
issued. ASC 8580 requires disclosure of the date through whiclertity has evaluated subsequent events and the foashat date. Th
Company adopted this Statement in these interianfiral statements. The Company has evaluated qudrseevents through Novembel
2009, which represents the date that the finastééments were issued.

In October 2009, the FASB issued an update toiagigjuidance on revenue recognition for arrangeseiith multiple deliverables. Th
update will allow companies to allocate consideratreceived for qualified separate deliverablesgigstimated selling price for bc
delivered and undelivered items when vendor-speafjective evidence or thindarty evidence is unavailable. Additional discies
discussing the nature of multiple element arrangesi¢he types of deliverables under the arrangénére general timing of their delive
and significant factors and estimates used to ohéter estimated selling prices are required. The@my has not determined the impac
its condensed consolidated financial statements.

Management believes the impact of other receniyad standards, which are not yet effective, wilt have a material impact on 1
Company's consolidated financial statements upoptazh.

3. Acquisitions
On March 1, 2009, the Company completed the adgnsof International Lift Systems, LLC (“ILS™)a Louisiana limited partnership. Il
manufactures and services gas lift, plunger litt aompletion equipment for the oil and gas industry

On July 1, 2009 the Company completed the acqoisitf Rotating Machinery Technology, Inc. (‘RMT§,New York corporation. RMT
a recognized leader in the turbo-machinery industpecializing in the analysis design and manufactf precision, custorangineere:
tilting-pad bearings and related components fohisigeed turbo equipment operating in critical dutgli@ations. RMT also services, repe
and upgrades turbo-expander process units fomdigas separation, both site with its skilled field service team and atriégpair facility in
Wellsville, New York.

The ILS and RMT acquisitions have been recordedguie acquisition method of accounting and, adngiy, the acquired operations he
been included in the results of operations sineedtite of acquisition. The preliminary purchaseepconsideration consists of the follow
(in thousands of dollars):

Cash paid at closing, n $ 51,65¢
Holdback consideration 4,50(
Total consideration paid $ 56,15¢

The following table indicates (in thousands of drd) the preliminary purchase price allocation ¢b assets acquired, which was base



estimated fair values as of the acquisition date &xcess of the purchase price over the net essgiired amount to $33.6 million and
been recorded as goodwill in the accompanying Sapte 30, 2009, condensed consolidated balance. ddagéd on the structure of
transaction, the majority of the goodwill relatecthe transaction is not expected to be dedudhilsleax purposes.

Purchase price $ 51,65¢
Receivable: 5,79¢
Inventories 5,71%
Other current asse 1,09
Deferred tax ass: 11C
Property, plant and equipme 5,794
Intangible asset 10,35¢
Accounts payabl (2,429
Other shor-term accrued liabiltiie (57€)
Other lon¢-term accrued liabilitie (369
Deferred tax liability (1,149
Long-term debt (6,319
Goodwill recorded $ 33,611

The Company also entered into a hold back agreemigintthe former owners of ILS. The total hold kas $4.5 million payable in thr:
equal installments of $1.5 million each plus ingtreinterest is calculated annually at 4% of thenaining balance of the hold bi
portion. The first installment is due March 1, 0the second and third installments, each plesast to date, are payable on March 1, ;
and 2012, respectively. These hold back paymestsiat contingent upon any subsequent events.eftetber 30, 2009, the liabilities
these hold back payments were included in the addiabilities and other liabilities section of tbensolidated balance sheet.

Revenues and earnings to date on the afore medticguisitions for all periods presented are natenel. Pro forma schedules have
been included as the impact on the periods predénteot material.

The preliminary purchase price allocations, which laased on relevant facts and circumstances aedigtions with an independent third-
party consultant, are subject to change upon cdioplef the final valuation analysis by Lufkin maygment. The final valuations for IL
which is required to be completed by March 201@ BMT, which is required to be completed by Juljl@Qare not expected to resull
material changes to the preliminary allocations.

4. Discontinued Operations
During the second quarter of 2008, the Trailer segrwas classified as a discontinued operation.

Operating results of discontinued operations werlolows (in thousands of dollars):

Three Months Ende Nine Months Ende
September 3( September 3(

2009 2008 2009 2008
Sales $ 1 $ 202 $ 36 $ 6,704
Earnings (loss) before income tax provis (97) (38) (649) 49
Income tax benefit (expense) 34 (117) 227 (100

Loss from discontinued operatiol
net of tax $ (63 $ (149 $ (422) $ (51
September

30, December 31

2009 2008
Receivables, ne $ 22 % 56
Income tax receivabl 211 -
Deferred income tax asst 574 562
Other current assets - -
Current assets from discontinued operati 807 61€

Property, plant and equipment, | - -
Deferred income tax asse¢ - -



Other assets, net 492 492

Long-term assets from discontinued operations 49: 49:
Total assets from discontinued operations $ 1,30C $ 1,111
Accounts payabl $ - % 154
Accrued liabilities:
Payroll and benefit 98 104
Warranty expense 31¢ 41C
Taxes payabl - 12C
Other 71z 61€
Current liabilities from discontinued operatic 1,12¢ 1,40¢
Long-term liabilities 37 61
Total liabilities from discontinued operations $ 1,166 $ 1,46F

5. Receivables
The following is a summary of the Company’s recblesbalances (in thousands of dollars):

September

30, December 31

2009 2008
Accounts receivabl $ 80,91 $ 138,70¢
Notes receivabl 24% 157
Other receivables 2,70¢ 1,01¢
Gross receivable 83,86: 139,87¢
Allowance for doubtful accounts receivable (874) (734)
Net receivables $ 82,98¢ $ 139,14

Bad debt expense related to receivables for theethnd nine months ended September 30, 2009 ksulte$0.5 million recovery of certe
receivables reserved in 2008. Bad debt expensieddia receivables was negligible for the three minéd months ended September 30, 2008.

6. Inventories
Inventories used in determining cost of sales vasréollows (in thousands of dollars):

September
30, December 31
2009 2008
Gross inventories @ FIF(
Finished good $ 8,86( $ 2,64:%
Work in progres: 21,13; 28,23(
Raw materials & component pa 107,22 122,60«
Maintenance, tooling & supplies 14,05( 12,61°
Total gross inventories @ FIF 151,27: 166,08t
Less reserve:
LIFO 32,48¢ 32,92¢
Valuation 2,11( 4,53¢
Total inventories as reported $ 116,67¢ $ 128,62

Gross inventories on a FIFO basis before adjustnfmntreserves shown above that were accountednfa LIFO basis were $84.4 milli
and $109.2 million at September 30, 2009, and Déeerd1, 2008, respectively.

7. Property, Plant & Equipment
The following is a summary of the Company's propgstant and equipment balances (in thousands ltdrdi

September
30, December 31
2009 2008

Land $ 591¢ $ 6,52¢



Land improvement 11,16¢ 10,21¢

Buildings 86,41¢ 75,75¢
Machinery and equipme 263,50t 245,01
Furniture and fixture 5,92¢ 5,61¢€
Computer equipment and software 15,34¢ 14,66¢

Total property, plant and equipme 388,27¢ 357,79¢
Less accumulated depreciation (235,766 (227,71°)

Total property, plant and equipment, net $ 15251 $ 130,07¢

Depreciation expense related to property, planteandpment was $4.3 million and $3.9 million foetthree months ended September 30,
2009 and 2008, respectively, and was $12.4 mibiod $11.4 million for the nine months ended Sept&mh, 2009 and 2008, respectively.

8. Goodwill and Intangible Assets
Goodwill

The changes in the carrying amount of goodwill dgithe nine months ended September 30, 2009, dod@ss (in thousands of dollars):

Power
Qil Field Transmissior Total
Balance as of 12/31/( $ 9,42¢ $ 243 $ 11,86:
Goodwill acquired during the peric 29,11t 4,50z 33,61%
Foreign currency translation 11 11€ 127
Balance as of 9/30/09 $ 38,55: $ 7,05 $ 45,60¢

Goodwill impairment tests were performed in thetfguarter of 2009 and no impairment losses wererded.

Intangible Assets

The Company amortizes identifiable intangible asset a straighline basis over the periods expected to be beedfitll of the belov
intangible assets relate to the ILS and RMT actjais. The components of these intangible assetasafollows (in thousands of dollars):

Weighted
September 30, 20( Average
Gross Amortization
Carrying Accumulatec Period
Amount Amortization Net (years)
Non-compete agreements and tradem: $ 2,06 $ 171 $ 1,89 7.2
Customer relationships and contracts 12,79¢ 68€ 12,101 10.C
$ 14,85¢ $ 85¢ $ 14,00( 7.C

Amortization expense of intangible assets was agprately $0.4 million and $0.9 million for the tlr@nd nine months ended Septembe
2009, respectively. Expected amortization expelysgehr is (in thousands of dollars):

For the year ended 12/31/ $ 1,63(
For the year ended 12/31/ 1,63(C
For the year ended 12/31/ 1,531
For the year ended 12/31/ 1,511
For the year ended 12/31/ 1,39¢
Thereaftel $ 5,892

9. Other Current Accrued Liabilities
The following is a summary of the Company's otharent accrued liabilities balances (in thousarfddodars):

September
30, December 31
2009 2008
Customer prepaymen $ 953t $ 12,92t
Litigation reserve: 5,187 6,00(
Deferred compensation pla 5,11¢ 4,04¢

Accrued professional servic 624 1,097



Hold back consideratio 1,60¢ -
Other accrued liabilities 1,63¢ 1,27

Total other current accrued liabilities $ 23,70¢ $ 25,34(
10. Debt

The following is a summary of the Company's outstiag debt balances (in thousands of dollars):

September
30, December 31
2009 2008
Long-term notes payabl $ 331z $ S
Less current portion of long-term debt (1,292 -
Long-term debt $ 2,02 $ =
Principal payments of long-term debt by year arfolisws (in thousands of dollars):
2010 $ 37E
2011 1,432
2012 218

Thereafter -
$ 2,02

The Companys current debt at September 30, 2009, primarilysist® of assumed notes from the ILS acquisitionicivtare describe
below. The current portion of long-term debt reféescheduled principal payments due on or befepge®nber 30, 2010.

On March 1, 2009, the Company assumed from ILSraévetes payable, associated with prior acquisitiondertaken by ILS, with
remaining aggregate principal balance of $3.9 amllat interest rates ranging from 0% to 6% with eighted average of 4.5%. On
outstanding principal balance as of September 8092the Company has secured letters of credi$1o8 million and the remaining $-
million is secured by collateral consisting of gauint, inventory, and accounts receivable. Thenf@irket value of the outstanding deb
of September 30, 2009 is not materially differdvart its carrying value.

In connection with the ILS acquisition, the Compatyo assumed a note payable to a bank in the &md®0.8 million, which was paid
full at closing. In connection with the RMT acqtish, the Company also assumed several notes payabhdividuals and banks in t
amount of $1.5 million, which were paid in full@bsing.

The Company has a three-year credit facility wittbenestic bank (the “Bank Facilitytonsisting of an unsecured revolving line of crelokit
provides up to $40.0 million of aggregate borrowili@is Bank Facility expires on December 31, 26rrowings under the Bank Facili
bear interest, at the Compasgyoption, at either the greater of (i) the prime rdii) the base CD rate plus an applicable maagifiii) the
Federal Funds Effective Rate plus an applicablegmanr the London Interbank Offered Rate plus apliapble margin, depending on cert
ratios as defined in the Bank Facility. As of Semter 30, 2009, no debt was outstanding under thk Bacility and the Company was
compliance with all financial covenants under theris of the Bank Facility. Deducting outstandintjeles of credit of $17.0 million, $23
million of borrowing capacity was available at Sapber 30, 2009.

11. Retirement Benefits

The Company has a qualified noncontributory penpian covering substantially all U.S. employeese benefits provided by these plans
measured by length of service, compensation aner déttors, and are currently funded by truststdisteed under the plans. Funding
retirement costs for these plans complies withniiimum funding requirements specified by the EmpeRetirement Income Security A
as amended. In addition, the Company has two ueflimbneualified deferred compensation pension plans éotain U.S. employees. T
Pension Restoration Plan provides supplementaéneéint benefits. The benefit is based on the samefib formula as the qualified pens
plan except that it does not limit the amount glaaticipant's compensation or maximum benefit. Toenpany also provides a Suppleme
Executive Retirement Plan that credits an individuigh 0.5 years of service for each year of sexvicedited under the qualified plan. 1
benefits calculated under the nqualified pension plans are offset by the partictfsabenefit payable under the qualified plan. Tiiilities
for the non-qualified deferred compensation perssipians are included in "Other current accruediliiss” and “Other liabilities”in the
Consolidated Balance Sheet.

The Company sponsors two defined benefit postratire plans that cover both salaried and hourly eygas. One plan provides medi
benefits, and the other plan provides life insueabenefits. Both plans are contributory, with esticontributions adjusted periodically. 1
Company accrues the estimated costs of the plaestbhe employesg’ service periods. The Company's postretiremenththeare plan i
unfunded. For measurement purposes, the submikéétisc medical trend was assumed to be 9.25% in .19B&reafter, the Comparsy’
obligation is fixed at the amount of the Comparggstribution for 1997.



The Company also has qualified defined contributitirement plans covering substantially all oflksS. and Canadian employees. For |
employees, the Company makes contributions of 76&mployee contributions up to a maximum employeetigbution of 6% of employe
earnings. Employees may contribute up to an additi@8% (in 1% increments), which is not subjeatnatch by the Company. For Canac
employees, the Company makes contributions of 3%e88&h employee salary with no individual employee match requirili obligations
of the Company are funded through September 3®.20Gaddition, the Company provides an unfunded-euealified deferred compensati
defined contribution plan for certain U.S. emplaye@he Company's and individual's contributionslamsed on the same formula as
qualified contribution plan except that it does fiotit the amount of a participant's compensatiosnmaximum benefit. The contributic
calculated under the naqualified defined contribution plan is offset byet@ompany's and participant's contributions undemualified plar
The Companys expense for these plans totaled $0.7 million $® million in the three months ended September2809 and 200t
respectively, and $2.4 million and $2.6 milliontire nine months ended September 30, 2009 and 28§&:ctively. The liability for the non-
qualified deferred defined contribution plan islimed in "Other current accrued liabilities" in tGensolidated Balance Sheet.

Components of Net Periodic Benefit Cost (in thousats of dollars)

Pension Benefit Other Benefit:
Three Months Ended September 30, 2009 2008 2009 2008
Service cos $ 1407 $ 1,280 $ 43 $ 38
Interest cos 2,89( 2,62° 12¢ 115
Expected return on plan ass (3,136 (4,282 - -
Amortization of prior service co: 22¢ 141 15 -
Amortization of unrecognized net (gain) Ic 1,33¢ 45 (45) (54)
Amortization of unrecognized transition asset - (159) - -
Net periodic benefit cost (incom $ 2,72: $ (350) $ 13€ $ 97

Pension Benefit Other Benefit:
Nine Months Ended September . 2009 2008 2009 2008
Service cos $ 4,22C $ 3,841 $ 12¢ % 114
Interest cos 8,671 7,871 367 341
Expected return on plan ass (9,406 (12,849 - -
Amortization of prior service co: 674 424 45 -
Amortization of unrecognized net (gain) Ic 4,00¢ 13t (139 (169
Amortization of unrecognized transition asset - (479) - -
Net periodic benefit cost (incom $ 8,167 $ (1,050 $ 407 $ 297

Employer Contributions

The Company previously disclosed in its financtateaments for the year ended December 31, 2008it thepected to make contributions
$0.3 million to $2.3 million to its pension plans2009. The Company also disclosed that it expemtatributions of $0.6 million to be ma
to its postretirement plan in 2009. As of Septen8#r2009, the Company has made contributions & fllion to its pension plans and t
made contributions of $0.6 million to its postretivent plan. The Company presently anticipates ngakitditional contributions of $0
million to its pension plans and $0.2 million te ftostretirement plan during the remainder of 2@%e to changes in funding elections,
Company now does not expect to make contributiorits tqualified pension plan in 2009.

12. Legal Proceedings

On March 7, 1997, a class action complaint wasl fgainst Lufkin Industries, Inc. (the “Companii)the U.S. District Court for the Easte
District of Texas by an employee and a former eygdoof the Company who alleged race discriminatiomployment. Certificatio
hearings were conducted in Beaumont, Texas in Beprlf98 and in Lufkin, Texas in August 1998. Inrif@999, the District Court issuec
decision that certified a class for this case, Whincluded all black employees employed by the Camydrom March 6, 1994, to the prest
The case was administratively closed from 2001@032while the parties unsuccessfully attempted atexti. Trial for this case began
December 2003, and after the close of plairgtiffvidence, the court adjourned and did not compled trial until October 2004. Althou
plaintiff's class certification encompassed a wide variegngbloyment practices, plaintiffs presented ongpdrate impact claims relating
discrimination in initial assignments and promosiat trial.

On January 13, 2005, the District Court enterediésision finding that the Company discriminatediagt AfricanAmerican employees
initial assignments and promotions. The Districtu@aalso concluded that the discrimination resuliech shortfall in income for tho:
employees and ordered that the Company pay thopogees back pay to remedy such shortfall, togethr prejudgment interest in tt
amount of 5%. On August 29, 2005, the District Galetermined that the back pay award for the ad@sdfected employees was $3.4 milli
(including interest to January 1, 2005) and prodidgormula for attorney fees that the Companyrestiés will result in a total not to exce
$2.5 million. In addition to back pay with interegtte District Court (i) enjoined and ordered thenfpany to cease and desist all raci
biased assignment and promotion practices andr@igred the Company to pay court costs and expenses

The Company reviewed this decision with its outsidansel and on September 19, 2005, appealed tisateto the U.S. Court of Appe:
for the Fifth Circuit. On April 3, 2007, the Compaappeared before the appellate court in New Osldanoral argument in this case. 1



appellate court subsequently issued a decisiorridiay; February 29, 2008 that reversed and vadaeglaintiff's claim regarding the initi
assignment of black employees into the Foundry diowi. The court also denied plaint§fappeal for class certification of a class dise
treatment claim. Plaintiff's claim on the issuetlbé Companys promotional practices was affirmed but the baak @ward was vacated a
remanded for recomputation in accordance with thi@ion. The District Cours injunction was vacated and remanded with instrastto
enter appropriate and specific injunctive relighdfy, the issue of plaintiff's attorney'fees was remanded to the District Court for fn
consideration in accordance with prevailing auttyori

On December 5, 2008, the U.S. District Court Ju@gek held a hearing in Beaumont, Texas during tiiie reviewed the B U.S. Circuit
Court of Appeals class action decision and inforriedparties that he intended to implement thesit@tiin order to conclude this litigatic
At the conclusion of the hearing Judge Clark ordehe parties to submit positions regarding theasof attorney fees, a damage award
injunctive relief. Subsequently, the Company regdvthe plaintiffs submissions which described the formula and Uyidgrassumption
that supported their positions on attorney fees dahages. After careful review of the plaingffsubmission to the court the Comp
continued to have significant differences regardagal issues that materially impacted the plairgifequests. As a result of these diffe
results, the court requested further evidence filoenparties regarding their positions in orderdnder a final decision. The judge revieu
both parties arguments regarding legal fees, armddea the plaintiffs an interim fee, but at a rextltevel from the plaintiffs original reque
The Company and the plaintiffs reconciled the migjoof the differences and the damage calculatiwhgch also lowered the original
requested amounts of the plaintiffs on those m&tt®rue to the resolution of certain legal procegsgion damages during first half of 2(
and the District Court awarding the plaintiffs amerim award of attorney fees and cost totaling8 $&illion, the Company recorded
additional provision of $5.0 million in the firsai of 2009 above the $6.0 million recorded in thuguarter of 2008. The plaintiffs have fil
an appeal of the District Court’s interim awardattorney fees with the U.S. Fifth Circuit CourtAppeals. The Company has filed a cross-
appeal on the attorney fee issue. The Fifth Cirsubsequently dismissed these appeals on Augugt0P® on the basis that an appeal
final judgment in this case had not been issudte dourt commented that this issue can be reviewttdan appeal of final judgment. (
June 19, 2009, the District Court issued a damagedain favor of the plaintiffs totaling $3.1 mdin for the period 2004 through 2007 g
annual interest 5%. The Company estimates thabthbdamage award will be $5.0 million and, agsutt, in the second quarter of 2009,
Company increased its damage provision in this tgsan additional $2.0 milliorwhich represents the Compasybest estimate of i
ultimate exposure.

Additionally, during the first quarter of 2009, tlweurt appointed an industrial expert to review @@mpanys promotional policies ar
practices and prepare a report for the court whiohld contain recommendations for injunctive reliethis case. The Company anticipe
the District Court’s injunctive relief award by tlkead of the fourth quarter of 2009.

There are various other claims and legal proceadargsing in the ordinary course of business pandigainst or involving the Compa
wherein monetary damages are sought. For certdirese claims, the Company maintains insurancerege while retaining a portion of
losses that occur through the use of deductibldsatention limits. Amounts in excess of the se#fured retention levels are fully insurec
limits believed appropriate for the Company’'s opierss. Selfinsurance accruals are based on claims filed andstimate for claim
incurred but not reported. While the Company doeintain insurance above its selfured levels, a decline in the financial conditaf its
insurer, while not currently anticipated, coulduksn the Company recording additional liabilitiek is managemenrd’ opinion that th
Company’s liability under such circumstances omiming any other norinsured claims or legal proceedings would not niatgraffect its
consolidated financial position, results of opanasi, or cash flow.

13. Comprehensive Income
Comprehensive income includes net income and clsaimghe components of accumulated other compréheirscome during the perio
presented. The Company’s comprehensive incomefisllaws (in thousands of dollars):

Three Months Ende Nine Months Ende
September 3 September 3
2009 2008 2009 2008
Net earning: $ 499: $ 24.81: $ 18,467 $ 61,67
Other comprehensive income, before 1
Foreign currency translation adjustme 2,822 (3,649 3,86¢ (2,652
Defined benefit pension plar
Amortization of prior service cost includ
in net periodic benefit co: 22t 141 674 424
Amortization of unrecognized transitis
asset included in net periodic benefit ¢ - (159 - (479
Amortization of unrecognized net lo
included in net periodic benefit cc 1,33¢ 45 4,00¢ 13t
Net income (loss) arising during period - 2 (7,464 (19,409
Total defined benefit pension pla 1,561 29 (2,782 (29,329

Defined benefit postretirement plai



Amortization of prior service cost includ

in net periodic benefit co: 15 - 45 -
Amortization of unrecognized net ge
included in net periodic benefit cc (45) (54) (1349 (163
Net gain (loss) arising during period - - (474) 303
Total defined benefit postretirement ple (30 (54) (569 14C
Total other comprehensive income (loss), before 4,35: (3,679 524 (21,836
Income tax (expense) benefit related to items loéx
comprehensive incorr (56€) 8 1,237 7,214
Total other comprehensive income (loss), net o 3,78 (3,66¢) 1,761 (14,627
Total comprehensive income $ 8,77¢ $ 21,14¢ $ 20,22¢ $ 47,05!

Accumulated other comprehensive income (loss)enctinsolidated balance sheet consists of the failpyin thousands of dollars):

Defined Defined Accumulatec
Foreign Benefit Benefit Other
Currency Pensior Postretiremer Comprehensiv
Translation Plans Plans Loss
Balance, Dec. 31, 20( $ 251: $ (48,92) $ 1,70¢ $ (44,700
Curren-period chang: 3,86¢ (1,759 (355) 1,761
Balance, September 30, 2009 $ 6,381 $ (50,679 $ 1,35¢ $ (42,939

14. Net Earnings Per Share
A reconciliation of the number of weighted sharssdito compute basic and diluted net earnings lpgesfor the three and nine mon
ended September 30, 2009 and 2008, are illustheatiedv:

Three Months Ende Nine Months Ende
September 3( September 3(
2009 2008 2009 2008
Weighted average common shares outstan
for basic EP¢ 14,861,93 14,880,63 14,861,18 14,765,28
Effect of dilutive securities: employee stc
options 40,51¢ 132,22¢ 36,78 150,94¢
Adjusted weighted average common shi
outstanding for diluted EPS 14,902,45 15,012,86 14,897,96 14,916,23

Weighted options to purchase a total of 507,460z&md shares of the Company’s common stock fothitte® months ended September 30,
2009 and 2008, respectively, and 500,623 and 5464&s of the Company’s common stock for the mioaths ended September 30, 2009
and 2008, respectively, were excluded from theutatons of fully diluted earnings per share, icleaase because the effect on fully diluted
earnings per share for the period was antidilutive.

15. Stock Option Plans

The Company currently has three stock compensatims. The 1990 Stock Option Plan, the 1996 Noneyag Director Stock Option Pl
and the 2000 Incentive Stock Compensation Planigedfor the granting of stock options to officeespployees and noemployee director
at an exercise price equal to the fair market vafuthe stock at the date of grant. The 2000 Ingerftock Compensation Plan also provi
for other forms of stockased compensation such as restricted stock, Im& have been granted to date. Options granted pogees ves
over two to four years and are exercisable up moyears from the grant date. Upon retirement, amyested options become exercis:
immediately. Options granted to directors veshatdrant date and are exercisable up to ten yearsthe grant date.

The following table is a summary of the stdzksed compensation expense recognized for the d#meé@ine months ended September
2009 and 2008 (in thousands of dollars):

Three Months Ende Nine Months Ende:
September 3( September 3(

2009 2008 2009 2008




Stocl-based compensation expel $ 557 $ 752 % 1,51C $ 2,659t
Tax benefit (20€) (27¢€) (55€) (960)
Stock-based compensation expense, net of tax $ 351 $ 474 $ 951 $ 1,63¢

The fair value of each option grant during thetfirme months of 2009 and 2008 was estimated owldite of grant using the Bla@ehole:
option-pricing model with the following assumptions

2009 2008

2.18% 1.33%
Expected dividend yiel 2.8(% 1.7(%

46.8% 41.0%
Expected stock price volatilil 54.(% 46.(%

1.09% 1.90%
Risk free interest rai 2.7% 3.21%
Expected life option 3-7 year: 2- 6 year:
Weightec-average fair value per share at grant | $ 1452 $ 19.8:

The expected life of options was determined basethe exercise history of employees and directorsesthe inception of the plans. T
expected volatility is based upon the historicaklthg and daily stock price for the prior numberyehrs equivalent to the expected life of
stock option. The expected dividend yield was basethe dividend yield of the Compasycommon stock at the date of the grant. The
free interest rate was based upon the yield of Tr&suries which terms were equivalent to the etealife of the stock option.

A summary of stock option activity under the plaising the nine months ended September 30, 20@®egented below:

Weightec-
Weightec- Average Aggregate

Average Remaining Intrinsic

Exercise Contractua Value
Options Shares Price Term ($000's)
Outstanding at January 1, 20 548,63¢ $ 51.4Z
Grantec 63,50( 38.3¢
Exercisec (2,750 10.1¢4
Forfeited or expired - -
Outstanding at September 30, 2009 609,38¢ $ 50.2¢ 7€ $ 4,141
Exercisable at September 30, 2009 323,28: $ 47.4¢ 6.8 $ 3,40¢

As of September 30, 2009, there was $2.7 milliotot#l unrecognized compensation expense relatadreested stock options. That cos
expected to be recognized over a weigldedrage period of 2.3 years. The intrinsic valustotk options exercised in the first nine moi
of 2009 was $0.1 million.

16. Uncertain Tax Positions

As of January 1, 2009, the Company had approxim&eM million of total gross unrecognized tax Hére Of this total, $1.4 million (net «
the federal benefit on state issues) representari@unt of unrecognized tax benefits that, if redbgd, would favorably affect the r
effective income tax rate in any future period. éfsSeptember 30, 2009, the Company had approxim&e5 million of total gros
unrecognized tax benefits. Of this total, $1.5lionl (net of the federal benefit on state issuepresents the amount of unrecognizec
benefits that, if recognized, would favorably affdwe net effective income tax rate in any futuegigd. A reconciliation of the beginning a
ending amount of unrecognized tax benefits is hovis:

(Thousands of dollar

Balance at December 31, 2C $ 1,36¢
Gross increas- current year tax positior 497
Gross increas- tax positions from prior perioc 93
Gross decreas- tax positions from prior perioc (262)
Settlements (73
Balance at September 30, 2009 $ 1,52%

During the first quarter of 2009, the Company selttthe examination of the 2006 tax year with th8.IRhe Company does not expect
additional settlements of its ASC 740-10 liabibtieithin the next twelve months.

The Companys continuing practice is to recognize interest padalties related to income tax matters in admtise costs. The Compa
had $0.1 million accrued for interest and penalie®ecember 31, 2008. Negligible interest andafiers were recognized during the th



and nine months ended September 30, 2009 and g8 ctively.

17. Segment Data

The Company operates with two business segme@i$ Field and Power Transmission. The two operasegments are supported b
common corporate group. Corporate expenses andircerssets are allocated to the operating segnbexsiesd primarily upon thirgarty
revenues. Intesegment sales and transfers are accounted fottzs $tales and transfers were to third parties,ishat current market price
as available. The accounting policies of the sedsnare the same as those described in the sumrhaignificant accounting policies in tl
footnotes to the consolidated financial statemeérdkided in the Company’s Annual Report on FormKLfsr the year ended December
2008. The following is a summary of key segmendiinfation (in thousands of dollars):

Three Months Ended September 30, 2

Power Corporate
Oil Field Transmissior & Other* Adjustment Total
Gross sale $ 74,05¢ $ 44,13. $ - % - $ 118,18t
Inter-segment sales (322) (17€) - - (49¢)
Net sales $ 73,73: $ 43,95¢ $ - $ - $ 117,68¢
Operating incom $ 626 $ 6,55 $ - % - % 7,181
Other income (expense), net 447 46 (17) - 471
Earnings (loss) from continuing operatic
before income tax provision $ 1,07C $ 6,59¢ $ 1y $ - $ 7,652
Three Months Ended September 30, 2
Power Corporate
Qil Field Transmissior & Other* Adjustment Total
Gross sale $ 149,71 $ 49,61: $ - % - $ 199,32t
Inter-segment sales (2,647 (1,595 - - (4,236
Net sales $ 147,07. $ 48,017 $ - $ - $ 195,09(
Operating incom $ 32,59¢ $ 6,241 $ - % - % 38,83¢
Other income (expense), net (347) 61 34k - 59
Earnings from continuing operatio
before income tax provision $ 32,25. $ 6,30: $ 34t $ - $ 38,89¢
Nine Months Ended September 30, 2!
Power Corporate
Qil Field Transmissior & Other* Adjustment Total
Gross sale $ 26254 $ 137,15¢ $ - % - $  399,70(
Inter-segment sales (2,139 (3,007 - - (5,135
Net sales $ 260,40t $ 134,157 $ - $ - $  394,56!
Operating income (los: $ 14,36¢ $ 16,97 $ (5,000 $ - 8 26,33}
Other income, net 88¢ 13€ 662 - 1,68¢
Earnings (loss) from continuing operatic
before income tax provision $ 15,25«  $ 17,107 $ (4,339 $ - $ 28,02:
* Corporate & Other includes the litigation reserve
Nine Months Ended September 30, 2!
Power Corporate
Oil Field Transmissior & Other Adjustment* Total
Gross sale $ 37843 $ 138,54¢ $ - $ - $ 516,98:
Inter-segment sales (3,944 (2,390 - - (6,339

Net sales $ 374,48¢ $ 136,15¢ $ - $ - $ 510,64¢




Operating income (los: $ 77,600 $ 17,38 % - 8 a,57) $ 93,41

Other income (expense), net (563) 64 1,491 992
Earnings (loss) from continuing operatic
before income tax provision $ 77,037 $ 17,44¢  $ 1,491 $ (1,57) $ 94,40¢

* Due to the discontinuation of the Trailer segmedrtain items previously allocated to that segnf@ve been reclassified to contint
operations. One adjustment is related to pensidrpastretirement charges associated with Trailesguanel that will continue to be a liabil
in future years. The other adjustment is for coap@allocations previously charged to Trailer &séhexpenses will continue in the future.



Item 2. Management’s Discussion and Analysis of Financial @dition and Results of Operations.
Overview
General

Lufkin Industries is a global supplier of oil fiekhd power transmission products. Through its @ild=segment, the Company manufactt
and services atrtificial lift equipment and relapgdducts, which are used to extract crude oil aherofluids from wells. Through its Pow
Transmission segment, the Company manufacturesemvites high-speed and I@®peed increasing and reducing gearboxes for indl
applications. While these markets are price-cortipetitechnological and quality differences canviale product differentiation.

The Company’s strategy is to differentiate its protd through additional value-added capabilitiesarples of these capabilities are high-
quality engineering, customized designs, rapid rferiuring response to demand through plant capaicityentory and vertical integratic
superior quality and customer service, and anmatinal network of service locations. In addititme Companyg strategy is to maintain
low debt-to-equity ratio in order to quickly takévantage of growth opportunities and pay divideen=sn during unfavorable business cycles.

In support of the above strategy, the Company ks bnaking capital investments in Oil Field to ease manufacturing capacity ¢
capabilities in its three main manufacturing fai@h in Lufkin, Texas, Canada and Argentina. Thesestments should reduce produci
lead times, improve quality and reduce manufactudosts. Investments also continue to be made parek the Compang’ presence i
automation products and international service. mthe first quarter of 2009, the Company purchdsésrnational Lift Systems (“ILS;
which manufactures and services gas lift, plungermhd completion equipment for the oil and gadustry. In Power Transmission, 1
Company continues to expand its gear repair netlgrbpening and expanding facilities in variousalbans in the U.S. and Canada. -
Company is making targeted capital investmentshim t).S. and France to expand capacity, develop pesluct lines and redu
manufacturing lead times, in addition to certaipita investments targeting cost reductions. Oly duy 2009, the Company purchas
Rotating Machinery Technology, Inc. (RMT), whichesjalizes in the analysis, design and manufactéirprecision, custonengineere:
tilting-pad bearings and related components fohisigeed turbo equipment operating in critical dutgligptions. RMT also services, repe
and upgrades turbo-expander process units fomdilgas separation, both site with its skilled field service team and atripair facility in
Wellsville, New York.

Trends/Outlook

Oil Field

Demand for artificial lift equipment is primarilyegendent on the level of new onshore oil wells kewer drilling activity, the depth and flu
conditions of such drilling activity and generakli maintenance budgets. Drilling activity is drivey the available cash flow of t
Company'’s customers as well as their ldegn perceptions of the level and stability of gnee of oil. Increasing energy prices from 200.
late 2008 increased the demand for pumping undselated service and products from higher drildéogvity, activation of idle wells and tl
upgrading of existing wells. During the first nineonths of 2008, demand levels in North Americaeased over the levels experience
2007 as higher energy prices drove increasedrdyiind workover activity. Additionally, the demafitd pumping units, oilfield services a
automation equipment continued to increase in mational markets as well as a partial recapturmafket share from imported equipm
domestically.

In the fourth quarter of 2008, energy prices dréradly declined due to reductions in global demaRtinned new drilling and workov
activity has also reduced significantly as captad operating budgets have been reduced. Exploratid production (E&P) companies hi
reduced drilling in highecost fields that are not economically viable atéownergy prices and have reduced overall capitddéts in orde
to remain cash-flow positive and avoid the merpensive credit markets. These declines were pramounced in the U.S., but are star
to be reflected in international markets. New pumgpunit booking levels declined in the fourth geamdf 2008 from lower demand, orc
cancellations for units scheduled to ship in 2008 arice reductions for units scheduled to shi2@99. These price reductions w
primarily in response to the decline in raw mater@sts in the fourth quarter of 2008 for steel &od castings.

These negative trends continued into the first tgmarf 2009 and worsened during the second quaft2®09 as E&P companies deferrec
cancelled drilling programs and reduced field sjrmdn response to lower energy prices. This tread been more pronounced in N¢
America than in international markets. E&P comparfiave indicated that drilling activity will not beactivated until energy prices stabil
at economically viable levels and drilling and seevcosts decrease. While oil prices continuechtoease during the third quarter of 2C
demand levels did not change significantly over gheond quarter of 2009 and will not increase wustomers are confident these hic
prices will be maintained. Demand for new equipmienNorth America during the fourth quarter of 2084l continue to be negative
impacted by customer inventory of new pumping eqitipment ordered in late in 2008 or early 200®s®bil drilling activity increases ov
the current levels. Gross margin levels will beatagly impacted from customer pricing pressure fiath reduced plant utilizations. Wh
net bookings were up 62% in Oil Field during thedlyuarter of 2009 compared to the second quaft2009, second quarter bookings w
negatively impacted by cancellation of orders orddly placed in late 2008.

While the market is suffering a cyclical declineg tCompany continues to believe that there are-feng positive growth trends for artifici
lift equipment, and as existing fields mature, tharket will require an increased use of artifiditi, especially in the South Americe
Russian and Middle Eastern markets. The acquisitif ILS is consistent with the company’s lotegm growth strategy of integratil
strategic assets to leverage Lufkin’s position oflustry leadership. ILS has a solid reputation fagh-quality products, custom
responsiveness and long-standing relationships midfor independent and supegjor integrated companies. This provides an eftr
Lufkin into the offshore market for artificial lifwells, including deepwater plays, and expandedhré@ato the artificial lift market



Power Transmission

Power Transmission services many diverse markeith igh-speed gearing for markets such as petrochemicelseries, offshor
production and transmission of oil and slepeed gearing for the gas, rubber, sugar, papes|, gilastics, mining, cement and ma
propulsion, each of which has its own unique setrofers. Generally, if global industrial capacitiilizations are not high, spending on r
equipment lags. Also impacting demand are governmegulations involving safety and environmentaduiss that can require cap
spending. Recent market demand increases have fcomeenergyrelated markets such as refining, petrochemicdlindy, coal, marine an
power generation in response to higher global gnpriges. Recent declines in energy prices andictsd credit markets have startec
impact demand as plans for large energy infrasiragprojects are being deferred or cancelled. Wais reflected in lower bookings in t
third quarter of 2009 as compared to the secondtejuaf 2009. However, governments are increasimydihg for infrastructure ar
alternative energy projects for economic stimulugpses, which may create opportunities for powaramission products.

Discontinued Operations

During the second quarter of 2008, the Trailer sagmvas classified as a discontinued operatiodahluary 2008, the Company annour
the decision to suspend its participation in thenewrcial trailer markets and to develop a plan un-aut existing inventories, fulfi
contractual obligations and close all trailer fiiei$ in 2008. During the second quarter of 208& plan was completed, with the majority
the remaining inventory and manufacturing equipnseid and all facilities closed.

Other

During the first half of 2009, the Company recordedadditional contingent liability provision of $&million (pretax) related to our ongoir
class-action lawsuit. No provisions were recordedng the third quarter of 2009. See Part Il, ItgénfLegal Proceedingsfor additiona
information.

Summary of Results

The Company generally monitors its performance uphoanalysis of sales, gross margin (gross prafigercentage of sales) and
earnings, as well as debt/equity levels, short-teint levels, and cash balances.

Overall, sales for the three months ended SepteBileP009, decreased to $117.7 million from $198illion for the three months end
September 30, 2008, or 39.7%, and sales for the mionths ended September 30, 2009, decreased 4c6%88lion from $510.6 million fo
the nine months ended September 30, 2008, or 2ZHb.decrease was primarily driven by lower safiesil field products and services
the North American market.

Gross margin for the three months ended Septenthe2®9, decreased to 21.2% from 28.6% for theetlmenths ended September
2008, and gross margin for the nine months endeteBdber 30, 2009, decreased to 21.8% from 28.2%hénine months ended Septerr
30, 2008. This gross margin decrease was primegifted to price decreases in response to mammitd decreases and lower demand
the negative impact of lower plant utilization drefd cost coverage in the Oil Field segment. Addiil segment data on gross margi
provided later in this section.

Higher selling, general and administrative experaes negatively impacted net earnings, with thegeenses increasing to $17.8 mill
during the third quarter of 2009 from $17.0 millidaring the third quarter of 2008, and increasindgs54.8 million during the first nir
months of 2009 from $50.7 million during the firdhe months of 2008. This increase was primarilgtesl to resources added from the
and RMT acquisitions. As a percentage of saletingelgeneral and administrative expenses alsceasad to 15.1% for the three mor
ended September 30, 2009, from 8.7% in the threetimoended September 30, 2008, and increased %61f@r the nine months end
September 30, 2009, from 9.9% for the nine montided September 30, 2008. The Company has madér#itegéc decision to mainta
employment levels in this area to focus on new peb@nd geographic expansion opportunities. Opagaticome was also impacted b
litigation reserve of $5.0 million during the nimeonths ended September 30, 2009, related to itSiogglass-action lawsuit.

The Company reported net earnings from continuipgrations of $5.1 million or $0.34 per share (@iti)t for the three months enc
September 30, 2009, compared to net earnings famtinuing operations of $25.0 million or $1.66 are (diluted) for the three mon
ended September 30, 2008. Net earnings from cangraperations were $18.9 million or $1.27 per sh@iluted) for the nine months enc
September 30, 2009, compared to net earnings famtinuing operations of $61.7 million or $4.14 phare (diluted) for the nine mont
ended September 30, 2008.

Debt/equity (longterm debt net of current portion as a percentagmtaf equity) levels were 0.5% as of September2BD9, and 0.0% !
December 31, 2008. Cash balances at Septembed@8, ®ere $102.2 million, down from $107.8 milliahDecember 31, 2008.

Three Months Ended September 30, 2009, Compared Tdhree Months Ended September 30, 2008
The following table summarizes the Company’s satesgross profit by operating segment (in thousafdellars):

Three Months Ende

September 3( Increase/ % Increase/
2009 2008 (Decrease (Decrease
Sales
Oil Field $ 73,73: $ 147,070 $ (73,34) (49.9

Power Transmission 43,95¢ 48,01% (4,067) (8.5




Total $ 11768 $ 19509 $ (77,407 (39.7)

Gross Profit

Oil Field $ 11,05 $ 41,23 $ (30,179 (73.2)

Power Transmission 13,87¢ 14,59( (712) 4.9
Total $ 24.93. $ 55,82 $ (30,890 (65.9)

Oil Field

Oil Field sales decreased to $73.7 million, or 28.%or the three months ended September 30, 2609, $147.1 million for the three mont
ended September 30, 2008. New unit sales of $3#lli®mrduring the third quarter of 2009 were dowB5% million, or 59.9%, compared
$92.9 million during the third quarter of 2008, meirily from lower U.S. demand and pricing pressuPemping unit service sales of $1
million during the third quarter of 2009 were do®%n.6 million, or 27.6%, compared to $27.4 millioarithg the third quarter of 2008, frc
declines in the U.S. market due to demand andngripressure. Automation sales of $9.8 million dgyifime third quarter of 2009 were do
$9.3 million, or 48.6%, compared to $19.2 millionrithg the third quarter of 2008, from lower salestiie U.S and pricing pressu
Commercial casting sales of $2.0 million during thied quarter of 2009 were down $5.5 million, &.8%, compared to $7.5 million duri
the third quarter 2008, from lower sales to the mrae tool market. Sales from Lufkin ILS contribut®d.7 million during the third quarter
2009. Oil Fields backlog decreased to $35.9 million as of Septe@®e2009, from $279.8 million at September 3M&Gand $188.1 millio
at December 31, 2008. This decrease was causedrpyitoy lower orders for new pumping units as LaBd international customers defer
or cancelled drilling programs in response to loemergy prices.

Gross margin (gross profit as a percentage of sfdeshe Oil Field segment decreased to 15.0%Hoge months ended September 30, 2
compared to 28.0% for the three months ended Ségied®, 2008, or 13.0 percentage points. This gramgin decrease was related to p
reductions in response to material price decreasddower customer demand and the negative imgdotver plant utilization on fixed co
coverage.

Direct selling, general and administrative experieeQil Field increased to $6.2 million, or 26.3%r the three months ended Septembe
2009, from $4.9 million for the three months en&sghtember 30, 2008. The majority of this increaseliated to the resources added witt
ILS acquisition. Direct selling, general and adrsirdtive expenses as a percentage of sales indréas5% for the three months ent
September 30, 2009, from 3.4% for the three moatisled September 30, 2008.

Power Transmission

Sales for the Comparg/’Power Transmission segment decreased to $44i0rmibr 8.5%, for the three months ended Septeribe2009
compared to $48.0 million for the three months eh8eptember 30, 2008. New unit sales of $34.0anilluring the third quarter of 20
were down $2.0 million, or 5.5%, compared to $3®i0ion during the third quarter of 2008 from deased sales of lowpeed units to tF
industrial and marine markets. Repair and servatessof $9.1 million during the third quarter of00were down $3.0 million, or 24.5¢
compared to $12.1 million during the third quar908 as customers deferred spending on mainteramogects due to poor econon
conditions. Sales from Lufkin RMT contributed $@8ilion during the third quarter of 2009. Power fisanission backlog at September
2009, decreased to $97.9 million from $134.1 mmllat September 30, 2008, and $129.3 million at Bées 31, 2008, primarily froi
decreased bookings of new units for the energytegland marine markets.

Gross margin for the Power Transmission segmeneased to 31.6% for the three months ended Septe36b2009, compared to 30.4%
the three months ended September 30, 2008, oretc2ptage points. This gross margin increase wasafly from the favorable mix effe
of increased sales of high-speed units from mariies and repair work.

Direct selling, general and administrative expenfgsPower Transmission increased to $5.9 million, 7.7%, for the three mont
ended September 30, 2009, from $5.5 million forttivee months ended September 30, 2008. The nyagirihis increase is related to
resources added with the RMT acquisition. Diretirag general and administrative expenses as eepaige of sales also increased to 1:
for the three months ended September 30, 2009, IhBP6 for the three months ended September 3@&.200

Corporate/Other

Corporate administrative expenses, which are akacto the segments primarily based on budgetest dalels, were $5.6 million for tl
three months ended September 30, 2009, a decr&&deOomillion or 14.6%, from $6.5 million for ththree months ended September
2008, primarily from decreased personnel-relatqrbases.

Interest income, interest expense and other incamdeexpense for the three months ended Septemb&0@9, increased to $0.5 million
income compared to $0.1 million of income for theee months ended September 30, 2008, from curmgaicyg offsetting reduced inten
income.

Pension expense, which is reported as an increasest of sales, increased to $2.5 million for ttivee months ended September 30, 2
compared to pensioimcome of $0.5 million for the three months endegpt®mber 30, 2008. This increase in expense wagply due tc
lower expected returns on asset balances and tbdization of 2008 market losses.

The net tax rate for the three months ended Semte8® 2009, was 33.9% compared to 35.8% for theetimonths ended September
2008. The net tax rate in the third quarter of 2b88Aefitted from adjustments to prior period tdixds in the U.S. The tax rate for the bala



of 2009 is expected to be approximately 36.0%.
Nine Months Ended September 30, 2009, Compared tar¢ Months Ended September 30, 2008
The following table summarizes the Company’s salesgross profit by operating segment (in thousafdellars):

Nine Months Ende:

September 3( Increase/ % Increase/
2009 2008 (Decrease (Decrease
Sales
Oil Field $ 260,40¢ $ 374,48¢ $ (114,08) (30.5)
Power Transmission 134,15 136,15¢ (2,002 (1.5
Total $ 394,56 $ 510,64¢ $  (116,08) (22.7)
Gross Profit
Oil Field $ 47,25 $ 102,48t $ (55,239 (53.9
Power Transmissio 38,85¢ 41,53 (2,679 (6.4
Adjustment* - 11E (115) (200.0
Total $ 86,11. $ 144,137 $ (58,02¢) (40.9)

* Due to the discontinuation of the Trailer segmeetrtain items previously allocated to that segnmeost of sales have been reclassifie
continuing operations. The adjustment is relatedension and postretirement charges associatedTwdiler personnel that will continue
be a liability in future years.

Oil Field

Oil Field sales decreased to $260.4 million, 0538, for the nine months ended September 30, 2008, $374.5 million for the nine mont
ended September 30, 2008. New unit sales of $1ddlli>n during the first nine months of 2009 werewh $83.2 million, or 36.5%
compared to $227.8 million during the first ninentits 2008, primarily from lower U.S. demand andipg pressure. Pumping unit serv
sales of $61.2 million during the first nine montf<2009 were down $11.2 million, or 15.4%, comjgiaiee $72.4 million during the first nir
months of 2008, from declines in the U.S. markeitofnation sales of $36.4 million during the firsh& months of 2009 were down $1
million, or 33.9%, compared to $55.1 million duritige first nine months 2008, from lower sales & thS and pricing pressure. Commer
casting sales of $7.2 million during the first nimenths of 2009 were down $11.9 million, or 62.3%mpared to $19.1 million during t
first nine months 2008, from lower sales to the hiae tool market. Sales from Lufkin ILS contribut&@0.9 million during the first nir
months of 2009. Oil Field’ backlog decreased to $35.9 million as of Septer@®e2009, from $188.1 million at December 31, 00his
decrease was caused primarily by lower orders &w pumping units as U.S. and international custsnueferred or cancelled drillit
programs in response to lower energy prices.

Gross margin (gross profit as a percentage of sideshe Oil Field segment decreased to 18.1%nfoe months ended September 30, 2
compared to 27.4% for the nine months ended SemteBth) 2008, or 9.3 percentage points. This gromgim decrease was related to p
reductions in response to material price decreasddower customer demand and the negative imgdotver plant utilization on fixed co
coverage.

Direct selling, general and administrative experfeeil Field increased to $19.1 million, or 25.9%r the nine months ended Septen
30, 2009, from $15.2 million for the nine monthgled September 30, 2008. The majority of this ineeeia related to higher internatio
sales commissions as well as the resources addedheilLS acquisition. Direct selling, general administrative expenses as a percer
of sales increased to 7.3% for the nine monthseS@ptember 30, 2009, from 4.1% for the nine moettted September 30, 2008.

Power Transmission

Sales for the Company’Power Transmission segment decreased to $13H4i@nmor 1.5%, for the nine months ended Septender2009
compared to $136.2 million for the nine months eh8eptember 30, 2008. New unit sales of $104.9amilliuring the first nine months
2009 were up $0.3 million, or 0.3%, compared to4s@0nillion during the first nine months of 2008 fir and service sales of $28.3 mill
during the first nine months of 2009 were down $&flion, or 10.0%, compared to $31.5 million dwgithe first nine months 2008
customers deferred spending on maintenance projieetsto poor economic conditions. Sales from LUfRiMT contributed $0.9 millio
during the first nine months of 2009. Power Trarssion backlog at September 30, 2009, decrease@7t® #nillion from $129.3 million ¢
December 31, 2008, primarily from decreased boakifghew units for the energy-related and marineeta.

Gross margin for the Power Transmission segmemnedsed to 29.0% for the nine months ended SepteB@h&009, compared to 30.5%
the nine months ended September 30, 2008, or tcemage points. This gross margin decrease wamgly from the unfavorable impact
lower production levels in manufacturing and repairfixed cost coverage.

Direct selling, general and administrative expenf@sPower Transmission increased to $17.3 million,3.5%, for the nine montl
ended September 30, 2009, from $16.7 million far tine months ended September 30, 2008. Direéhgelheneral and administrati
expenses as a percentage of sales increased % I8rSthe nine months ended September 30, 2009, ft8.3% for the nine montl
ended September 30, 20(



Corporate/Other

Corporate administrative expenses, which are albgcto the segments primarily based on budgetexs dabels, were $18.3 million for t
nine months ended September 30, 2009, a decre&gesomillion or 2.5%, from $18.8 million for théne months ended September 30, 2(

Interest income, interest expense and other incamdeexpense for the nine months ended Septemb&089, increased to $1.7 million
income compared to $1.0 million of income for theenmonths ended September 30, 2008, from currgaays offsetting reduced inter:
income.

Pension expense, which is reported as an increasest of sales, increased to $7.6 million for tivee months ended September 30, 2
compared to pension income of $1.6 million for tilee months ended September 30, 2008. This expeassmse was primarily due to low
expected returns on asset balances and the amioriipd 2008 market losses.

The net tax rate for the nine months ended Septe8he009, was 32.6% compared to 34.6% for the mionths ended September 30, 2
The net tax rate in the first nine months of 20@84ddfitted from adjustments to prior period taxfis in the U.S., the settlement of the 2
IRS tax audit and R&E tax credit estimate adjustisiehhe tax rate for the balance of 2009 is expktide approximately 36.0%.

Due to the discontinuation of the Trailer segmesttain items previously allocated to that segnfete been reclassified to continu
operations. One adjustment is related to pensidmastretirement charges associated with Trailesgrenel that will continue to be a liabil
in future years. The other adjustment is for coapmallocations previously charged to Trailer &séhexpenses will continue in the future.

Liquidity and Capital Resources

The Company has historically relied on cash flowesrf operations and thirparty borrowing to finance its operations, incluglgcquisitions
dividend payments and stock repurchases. The Comipalieves that its cash flows from operations @adavailable borrowing capaci
under its credit agreements will be sufficient tmd its operations, including planned capital exiieines, dividend payments and st
repurchases, through December 31, 2009, and thedeable future.

The Companys cash balance totaled $102.2 million at SepterBbe2009, compared to $107.8 million at December2®D8. For the nin
months ended September 30, 2009, net cash probilegerating activities was $87.8 million, net casted in investing activities total
$79.7 million and net cash used in financing atiési amounted to $14.1 million. Significant compuetseof cash provided by operati
activities included net earnings from continuing@ions, adjusted for nasash expenses, of $37.6 million and a decreas@iking capita
of $49.8 million. This working capital decrease vpasnarily due to a reduction in trade receivalifetances of $65.1 million and inventc
balances of $20.3 million due to sales volumesideslisince the fourth quarter of 2008, partialfisef by reductions in accounts payable
accrued liabilities of $33.5 million. Net cash usadnvesting activities included net capital exgiares totaling $26.9 million and the ||
and RMT acquisitions totaling $51.7 million. Capixpenditures in the first nine months of 2009 evprimarily for new facilities to suppc
geographical and product line expansions in the=@id and Power Transmission segments. Capitardifures for 2009 are projected ta
approximately $40.0 to $45.0 million, primarily ftime new facilities to support geographical anddpat line expansions and equipm
replacement for efficiency improvements in the Bigéld and Power Transmission segments and willumeléd by operating cash flov
Significant components of net cash used by finap@ativities included dividend payments of $11.1liom, or $0.75, per share and d
repayments of $3.0 million.

The Company has a three-year credit facility wittbenestic bank (the “Bank Facilitytonsisting of an unsecured revolving line of crelokit
provides up to $40.0 million of aggregate borrowili@is Bank Facility expires on December 31, 26rrowings under the Bank Facili
bear interest, at the Compasgyoption, at either the greater of (i) the primerdii) the base CD rate plus an applicable maagifiii) the
Federal Funds Effective Rate plus an applicableginar the London Interbank Offered Rate plus apliapble margin, depending on cert
ratios as defined in the Bank Facility. As of Sember 30, 2009, no debt was outstanding under thk Bacility and the Company was
compliance with all financial covenants under theris of the Bank Facility. Deducting outstandintjeles of credit of $17.0 million, $23
million of borrowing capacity was available at Sapber 30, 2009. The fair market value of the aniding debt as of September 30, 20C
not materially different than its carrying value.

The Company assumed various notes payable ancedntép purchase price hold back agreements inucctipn with the ILS and RM
acquisitions in 2009. These obligations will regyirincipal payments of $0.3 million during the ffiluquarter of 2009.

Recently Issued Accounting Pronouncements

In December 2008, the Financial Accounting StarslaBiard amended “Employsr’'Disclosures about Postretirement Benefit
Assets” (ASC 715-20-62). This amendment expands the disclosure reqein&srabout postretirement plan assets to includeilnestmen
allocations are made, including the factors thatgertinent to an understanding of investment diand strategies, the major categorie
plan assets, the input and valuation techniqued tsaneasure the fair value of plan assets, thecefif fair value measurements us
significant unobservable inputs (Level 3) on chanigeplan assets for the periods and significanteatration of risk with plan assets. S
required disclosures will be provided in our annfirzincial statements for the year ending Decen3er2009. Upon initial application, ti
disclosures of ASC 715-20-65-2 are not requirecefotier periods that are presented for compargtivposes.

In May 2009, the Financial Accounting Standards rBdasued “Subsequent Events” (ASC 88%; which establishes general standarc
accounting for and disclosure of events that oaftar the balance sheet date but before finantagments are issued or are available t
issued. ASC 8t-10 requires disclosure of the date through whicletity has evaluated subsequent events and tlie foashat date. Th



Company adopted this Statement in these interiamfiral statements. The Company has evaluated qudrseevents through Novembel
2009, which represents the date that the finastééments were issued.

In October 2009, the FASB issued an update toiagigjuidance on revenue recognition for arrangesiith multiple deliverables. Th
update will allow companies to allocate consideratreceived for qualified separate deliverablesgigstimated selling price for bc
delivered and undelivered items when vendor-speafjective evidence or thindarty evidence is unavailable. Additional discies
discussing the nature of multiple element arrangesi¢he types of deliverables under the arrangénére general timing of their delive
and significant factors and estimates used to oheter estimated selling prices are required. The@my has not determined the impac
its condensed consolidated financial statements.

Management believes the impact of other receniyad standards, which are not yet effective, wilt have a material impact on 1
Company's consolidated financial statements upoptazh.

Critical Accounting Policies and Estimates

The discussion and analysis of financial condito results of operations are based upon the Corigpannsolidated financial statemel
which have been prepared in accordance with actamuptinciples generally accepted in the Unitedt€daf America. The preparation
these financial statements requires the Companyake estimates and judgments that affect the regpaxmounts of assets, liabiliti
revenues and expenses and related disclosure thgent assets and liabilities. The Company evakiits estimates on an ongoing bz
based on historical experience and on various @tssumptions that are believed to be reasonabler tinel circumstances. Actual results r
differ from these estimates under different assionptor conditions. The Company believes the foifmacritical accounting policies affe
its more significant judgments and estimates usgatéparation of its consolidated statements.

The Company extends credit to customers in the abcourse of business. Management performs ongwetjt evaluations of our custom
and adjusts credit limits based upon payment histoid the customes’current credit worthiness. An allowance for dfwibccounts ha
been established to provide for estimated losse®a#ivable collections. The balance of this alloeeais determined by regular reviews
outstanding receivables and historical experierk®.the financial condition of customers changecuwinstances develop or additio
information becomes available, adjustments to Hosvance for doubtful accounts may be required.

Revenue is not recognized until it is realized ealizable and earned. The criteria to meet thidalime are: persuasive evidence of
arrangement exists, delivery has occurred or sesvitave been rendered, the price to the buyexad for determinable and collectibility
reasonably assured. In some cases, a customet able to take delivery of a completed product eeguests that the Company store
product for defined period of time. The Company wibcess a Bill-anddold invoice and recognize revenue at the timéhefdtorage reque
if all of the following criteria are met:

e The customer has accepted title and risk of |

e The customer has provided a written purchase datdéhe product

e The customer, not the Company, requested the pradume stored and to be invoiced under a Bill-attdd arrangement. The custon
must also provide the business purpose for thagtoreques

e The customer must provide a storage period andefugioipping date

e The Company must not have retained any future pegnce obligations on the produ

e The Company must segregate the stored product@ndake it available to use on other orders;

e The product must be completed and ready for shipr

The Company has made significant investments ieritory to service its customers. On a routine bdabs Company uses estimates
determining the level of reserves required to statentory at the lower of cost or market. Managetiseestimates are primarily influenc
by market activity levels, production requiremertt® physical condition of products and technolabionovation. Changes in any of thi
factors may result in adjustments to the carryiafu® of inventory. Also, the Company accounts faignificant portion of its inventol
under the LIFO method. The LIFO reserve can be aigshby changes in the LIFO layers and by inflatiotlex adjustments. General
annual increases in the inflation rate or the Filalie of inventory cause the value of the LIFO reseo increase.

Longived assets held and used by the Company arewetiéor impairment whenever events or changesrounistances indicate that
carrying amount of an asset may not be recoverdhle.Company assesses the recoverability of lmeghassets by determining whether
carrying value can be recovered through projectatiscounted cash flows, based on expected futueeatipg results. Future adverse ma
conditions or poor operating results could resnltthe inability to recover the current carryingualand thereby possibly requiring
impairment charge in the future.

Goodwill acquired in connection with business camalions represent the excess of consideration threefair value of net assets acquit
The Company performs impairment tests on the aagryalue of goodwill at least annually or wheneseents or changes in circumstan
indicate the carrying value of goodwill may be deedhan fair value, such as significant underpenmce relative to historical or projec
operating results and significant negative indusiryeconomic trends. The Compasifair value is primarily determined using discad
cash flows, which requires management to make jesdsnabout future operating results, working cépi#gquirements and capital spend
levels. Changes in cash flow assumptions or othetofs which negatively impact the fair value oé thperations would influence t
evaluation and may result in a determination ttoatdgvill is impaired and a corresponding impairmemrge.

The Company adopted ASC 740-10, “Accounting for &ftainty in Income Taxes”, on January 1, 2007. AR&0-10 clarifies the accountir
for uncertainty in income taxes by prescribing eognition threshold and measurement attribute Herfinancial statement recognition ¢
measurement of a tax position taken or expectdsbttaken in a tax return. The application of incaane law is inherently complex. Tl



Company is required to determine if an income tasitppn meets the criteria of more-likely-thant to be realized based on the merits o
position under tax laws, in order to recognize mrome tax benefit. This requires the Company toermakny assumptions and judgme
regarding merits of income tax positions and thgliagtion of income tax law. Additionally, if a tgposition meets the recognition criterie
more-likely-thannot the Company is required to make judgments asdraptions to measure the amount of the tax bengfitecogniz
based on the probability of the amount of tax biéné¢hat would be realized if the tax position wasllenged by the taxing authoriti
Interpretations and guidance surrounding incomeaes and regulations change over time. As a caresgze, changes in assumptions
judgments can materially affect amounts recogniretie consolidated financial statemel

Deferred tax assets and liabilities are recognfeedhe differences between the book basis andbéais of the net assets of the Compan
providing for deferred taxes, management considareent tax regulations, estimates of future tagahtome and available tax plann
strategies. Changes in state, federal and foreigriaws as well as changes in the financial pasitbthe Company could also affect
carrying value of deferred tax assets and liabditif management estimates that it is more likiedyr not that some or all of any deferred
assets will expire before realization or that thieeife deductibility is not more likely-than-notyaluation allowance would be recorded.

The Company is subject to claims and legal actinribe ordinary course of business. The Companytaiais insurance coverage for vari
aspects of its businesses and operations. The Guymmetains a portion of the insured losses thauodtirough the use of deductibl
Management regularly reviews estimates of repaated unreported insured and niosured claims and legal actions and providesdesé:
through reserves. As circumstances develop andiaaali information becomes available, adjustment®ss reserves may be required.

The Company sells certain of its products to custsmvith a product warranty that provides repaiinscacost to the customer or the issue
of credit to the customer. The length of the wayaerm depends on the product being sold, butearigppm one year to five years. 1
Company accrues its estimated exposure to waraitys based upon historical warranty claim costs percentage of sales multiplied
prior sales still under warranty at the end of @eyiod. Management reviews these estimates on wdaregasis and adjusts the warre
provisions as actual experience differs from histrestimates or other information becomes avhilab

The Company offers defined benefit plans and oblesiefits upon the retirement of its employees. #ssard liabilities associated with the
benefits are calculated by thiphty actuaries under the rules provided by varmeounting standards, with certain estimates pgealiby
management. These estimates include the discotmtergpected rate of return of assets and theofdtecrease of compensation and he
claims. On a regular basis, management reviewe thetimates by comparing them to actual experiandghose used by other companie
a change in an estimate is made, the carrying wallubese assets and liabilities may have to bastel. The impact of changes in th
estimates could cause significant fluctuationdese balances.

Forward-Looking Statements and Assumptions

This quarterly report on Form 10-Q contains forwknoking statements and information, within the niegnof the Private Securiti
Litigation Reform Act of 1995, that are based omagemens beliefs as well as assumptions made by and irfoom currently available 1
management. When used in this report, the wordscipate,” “believe,” “estimate,” “expect,” “plan,“schedule,” “could,” “may,” “might,”
“should,” “project” or similar expressions are intled to identify forwardeoking statements. Similarly, statements that diescthe
Company’s future plans, objectives or goals are &sward-looking statements. Such statementsaiefltee Companyg current views wit
respect to certain events and are subject to nemEuUMptions, risks and uncertainties, many othvhre outside the control of the Comp:
Undue reliance should not be place on forward-loglgtatements. These risks and uncertainties iacludt are not limited to:

oil price volatility;

declines in domestic and worldwide oil and gadidg}

capital spending levels of oil produce

availability and prices for raw materia

the inherent dangers and complexities of our ofmersy

uninsured judgments or a rise in insurance prentil

the inability to effectively integrate acquisitigr

labor disruptions and increasing labor co

the availability of qualified and skilled labc

disruption of our operating facilities or manageiieformation systems

the impact on foreign operations of war, politid&ruption, civil disturbance, economic and legahations and changes in global tr.

policies;

currency exchange rate fluctuations in the mariketghich the Company operate

e changes in the laws, regulations, policies or oHutivities of governments, agencies and simil@anizations where such actions r
affect the production, licensing, distribution atesof the Compar's products, the cost thereof or applicable taxsr:

e costs related to legal and administrative procegsimcluding adverse judgments against the Comgaig Company fails to prevail
reversing such judgments; a

e general industry, political and economic conditiomshe markets where the Company procures matedahponents and supplies for

production of the Compa's principal products or where the Comp’s products are produced, distributed or s

Additional information about risks and uncertaistignat could cause actual results to differ matgrieom forwarddooking statements
contained in Part I, Item 1A. “Risk Factors” of t@®mpany’s Annual Report on Form KOfor the year ended December 31, 2008.
forward-looking statements attributable to the Campor persons acting on the Companlyehalf are expressly qualified in their entirey
these factors. Should one or more of these riskscertainties materialize, or should underlyisguanptions prove incorrect, actual res
may vary materially from those anticipated, bel@ivestimated or expected. The forwd#wdking statements included in this report are
made as of the date of this report and, except@sined by securities laws, the Company disclainysabligation to publicly update forwe-



looking statements to reflect subsequent eventfraumstances.
ltem 3. Quantitative and Qualitative Disclosures About Market Risk.

The Companys financial instruments include cash, accountsivabée, accounts payable, invested funds and ddlgations. The book valt
of accounts receivable, shaerm debt and accounts payable are considered riepbesentative of their fair market value becafgbe shor
maturity of these instruments. The Compangtcounts receivable are not concentrated in os®mer and are not viewed as an unt
credit risk.

The Company does not utilize financial or derivatimstruments for trading purposes or to hedge &x@s to interest rates, foreign curre
rates or commodity prices. Due to the lack of auraebt, the Company does not have any signifieapbsure to interest rate fluctuatio
However, if the Company drew on its line of creditder its Bank Facility, the Company would have asyre since the interest rate
variable. In addition, the Company primarily invedécand purchases in the same currency as thednattiurrency of its operations, whi
minimizes exposure to currency rate fluctuations.

The Company uses large amounts of steel, iron &ewrieity in the manufacture of its products. Tiwéce of these raw materials ha
significant impact on the cost of producing producbteel prices increased significantly betweedd28nd 2008 caused primarily by hig
energy prices and increased global demand. In 2@ ompany has seen a reduction in steel pricesurrently estimates that prices v
increase in 2010. Since most of the Company’slgngpare not currently parties to lobgrm contracts with us, the Company is vulnerab
fluctuations in prices of such raw materials. Bextsuch as supply and demand, freight costs andportation availability, inventory leve
of brokers and dealers, the level of imports angegdl economic conditions may affect the price astdron and steel. Raw material pri
may increase significantly in the future. Cert#tiems such as steel round, bearings and aluminwe bantinued to experience pr
increases, price volatility and longer lead timéghe Company is unable to pass future raw mdterie increases on to its customi
margins, results of operations, cash flow and fifercondition could be adversely affected.

The Company is exposed to currency fluctuations wébt denominated in U.S. dollars owed to the Gogjs U.S. entity by its French a
Canadian entities. As of September 30, 2009, thies-company debt was comprised of 0.1 million euros $@ million Canadian dollar
As of September 30, 2009, if the U.S. dollar sttkaged by 10% over these currencies, the net indompact would be $0.6 million «
expense and if the U.S. dollar weakened by 10% these currencies, the net income impact wouldhe fillion of income. Also, certa
assets and liabilities, primarily employee andrelated, denominated in the local currency of fgmedperations whose functional currenc
the U.S. dollar are exposed to fluctuations in ency rates. As of September 30, 2009, if the Udladstrengthened by 10% over th
currencies, the net income impact would be $0.%ianibf income.

Item 4. Controls and Procedures.

Based on their evaluation of the Compangtisclosure controls and procedures as of Septedihe009, the Chief Executive Officer of
Company, John F. Glick, and the Chief Financialie@ff of the Company, Christopher L. Boone, havectated that the Compars/’
disclosure controls and procedures (as defineduledR1l3a-15(e) and Rule 138{e) promulgated under the Securities ExchangeoAt934)
are effective to ensure that information requiredoé disclosed in reports that the Company filesubmits under the Exchange Act
recorded, processed, summarized and reported witieirtime periods specified in the SEGUles and forms and effective to ensure
information required to be disclosed in such repast accumulated and communicated to the Compamanagement, including t
Company’s principal executive officer and princifiaancial officer, to allow timely decisions reglamg disclosure.

There were no changes in the Comparigternal control over financial reporting thatooed during the quarter ended September 30, .
that have materially affected, or are reasonakbflyito materially affect, the Company’s internahtrol over financial reporting.



PART II- OTHER INFORMATION
ltem 1. Legal Proceedings

On March 7, 1997, a class action complaint wasl féigainst Lufkin Industries, Inc. (the “Companiri)the U.S. District Court for the Easte
District of Texas by an employee and a former eygxoof the Company who alleged race discriminatioemployment. Certificatio
hearings were conducted in Beaumont, Texas in Beprl098 and in Lufkin, Texas in August 1998. Inrikp999, the District Court issuec
decision that certified a class for this case, Whitcluded all black employees employed by the Camydfrom March 6, 1994, to the prest
The case was administratively closed from 2001@032while the parties unsuccessfully attempted atexti. Trial for this case began
December 2003, and after the close of plairgtiffvidence, the court adjourned and did not compted trial until October 2004. Althou
plaintiff’ s class certification encompassed a wide variegngbloyment practices, plaintiffs presented ongpdrate impact claims relating
discrimination in initial assignments and promos§at trial.

On January 13, 2005, the District Court enterediésision finding that the Company discriminatediagt AfricanAmerican employees
initial assignments and promotions. The Districtu@oalso concluded that the discrimination resulieda shortfall in income for tho:
employees and ordered that the Company pay thoptogees back pay to remedy such shortfall, togethitr prejudgment interest in tt
amount of 5%. On August 29, 2005, the District Galetermined that the back pay award for the adésdfected employees was $3.4 milli
(including interest to January 1, 2005) and progideformula for attorney fees that the Companyrestes will result in a total not to exce
$2.5 million. In addition to back pay with interetite District Court (i) enjoined and ordered then@any to cease and desist all raci
biased assignment and promotion practices andrfidred the Company to pay court costs and expenses

The Company reviewed this decision with its outsidansel and on September 19, 2005, appealed digateto the U.S. Court of Appe:
for the Fifth Circuit. On April 3, 2007, the Compaappeared before the appellate court in New Osldanoral argument in this case. 1
appellate court subsequently issued a decisiorriday; February 29, 2008 that reversed and vadheglaintiff's claim regarding the initi
assignment of black employees into the Foundry diowi. The court also denied plaint§fappeal for class certification of a class dise
treatment claim. Plaintiff's claim on the issuetbé Companys promotional practices was affirmed but the baak @ward was vacated a
remanded for recomputation in accordance with ghieion. The District Cours injunction was vacated and remanded with instnstto
enter appropriate and specific injunctive relighdfy, the issue of plaintiff's attorney’fees was remanded to the District Court for fen
consideration in accordance with prevailing auttyori

On December 5, 2008, the U.S. District Court Ju@tgek held a hearing in Beaumont, Texas during tiiie reviewed the B U.S. Circuit
Court of Appeals class action decision and inforriedparties that he intended to implement thesitatiin order to conclude this litigatic
At the conclusion of the hearing Judge Clark ordehe parties to submit positions regarding thedssf attorney fees, a damage award
injunctive relief. Subsequently, the Company reédvthe plaintiffs submissions which described the formula and Uyidgrassumption
that supported their positions on attorney fees dawthages. After careful review of the plainsffsubmission to the court the Comp
continued to have significant differences regardaggal issues that materially impacted the plairgifequests. As a result of these diffe
results, the court requested further evidence filuenparties regarding their positions in orderdnder a final decision. The judge reviev
both parties arguments regarding legal fees, armddea the plaintiffs an interim fee, but at a rextltevel from the plaintiffs original reque
The Company and the plaintiffs reconciled the migjoof the differences and the damage calculatimhgch also lowered the original
requested amounts of the plaintiffs on those nmtt®ue to the resolution of certain legal procegslion damages during first half of 2(
and the District Court awarding the plaintiffs amerim award of attorney fees and cost totaling8 $&illion, the Company recorded
additional provision of $5.0 million in the firsalf of 2009 above the $6.0 million recorded in thuguarter of 2008. The plaintiffs have fil
an appeal of the District Court’s interim awardattorney fees with the U.S. Fifth Circuit CourtAppeals. The Company has filed a cross-
appeal on the attorney fee issue. The Fifth Qirsubsequently dismissed these appeals on Augu&0®® on the basis that an appeal
final judgment in this case had not been issudte dourt commented that this issue can be reviewttdan appeal of final judgment. (
June 19, 2009, the District Court issued a damagerdain favor of the plaintiffs totaling $3.1 mdin for the period 2004 through 2007
annual interest 5%. The Company estimates thabtabdamage award will be $5.0 million and, agsutt, in the second quarter of 2009,
Company increased its damage provision in this dgsen additional $2.0 million which represents thempanys best estimate of i
ultimate exposure.

Additionally, during the first quarter of 2009, tlweurt appointed an industrial expert to review @@mpanys promotional policies ar
practices and prepare a report for the court whiohld contain recommendations for injunctive reliethis case. The Company anticipe
the District Court’s injunctive relief award by tlead of the fourth quarter of 2009.

There are various other claims and legal procesdargsing in the ordinary course of business pandigainst or involving the Compe
wherein monetary damages are sought. For certdirese claims, the Company maintains insurancere@e while retaining a portion of -
losses that occur through the use of deductibldsetention limits. Amounts in excess of the se#fdred retention levels are fully insuret
limits believed appropriate for the Company’s opierss. Selfinsurance accruals are based on claims filed ares@mate for claims incurr
but not reported. While the Company does maintanrance above its salisured levels, a decline in the financial conditaf its insurel
while not currently anticipated, could result iret@ompany recording additional liabilities. Itriganagement’s opinion that the Company’
liability under such circumstances or involving asther noninsured claims or legal proceedings would not nialtgraffect its consolidate
financial position, results of operations, or céelv.

Item 1A. Risks Factors.

In addition to other information set forth in thgsiarterly report, the factors discussed in Palteim 1A. “Risk Factors" in the Compan



Annual Report on Form 1B-for the year ended December 31, 2008, which couo&derially affect the Company's business, findr
condition and/or operating results, should be céise€onsidered. The risks described in the ComfsaAynual Report on Form 10-are no
the only risks facing the Company. Additional risksd uncertainties not currently known to the Conypar that it currently deems to
immaterial also may materially adversely affect @mmpany's business, financial condition and/orafgg results.



Item 6. Exhibits.

***3,1 Fourth Restated Articles of Incorporation, as adeel (incorporated by reference to Exhibit 4.1He €ompany's registratic
statement on Form-8 filed on February 17, 2004 (SEC File No. -112890)).

***3.2 Articles of Amendment to Fourth Restated Artictddncorporation (incorporated by reference to iBith3.1 to the Company
current report on Form-K filed on December 10, 1999 (File Nc-02612)).

***3,3 Amended and Restated Bylaws (incorporated byreate to Exhibit 3.1 to the Company's current reparForm 8K filed on
October 9, 2007 (File No-02612)).

*31.1 Rule 13i-14(a)/15¢-14(a) Certification of Chief Executive Office
*31.2 Rule 13i-14(a)/15¢-14(a) Certification of Chief Financial Office
**32.1 Section 1350 Certification of Chief Executive O#fic

**32.2 Section 1350 Certification of Chief Financial Ofic

*  Filed herewith
** Furnished herewith
*** Incorporated by reference



SIGNATURES

Pursuant to the requirements of the Securities &xgl Act of 1934, the registrant has duly causisdréport to be signed on its behalf by
undersigned thereunto duly authorized.

Date: November 9, 2009
LUFKIN INDUSTRIES, INC.

By: /sl Christopher L. Boone

Christopher L. Boone

Signing on behalf of the registrant and as

Vice President/Treasurer/Chief Financial Officer
(Principal Financial and Accounting Officer)



INDEX TO EXHIBITS
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EXHIBIT 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
[, John F. Glick, certify that:
1. | have reviewed this Quarterly Report on Forr-Q of Lufkin Industries, Inc.

2. Based on my knowledge, this report does not corsajnuntrue statement of a material fact or omattde a material fact necess
to make the statements made, in light of the cistarmces under which such statements were madmisieiding with respect to t
period covered by this repo

3. Based on my knowledge, the financial statements,adiner financial information included in this repdairly present in all materi
respects the financial condition, results of operst and cash flows of the registrant as of, and tfte periods presented in 1
report;

4. The registrans other certifying officer(s) and | are responsiloleestablishing and maintaining disclosure cdstemd procedures (
defined in Exchange Act Rules 13a-15(e) and 15()) and internal control over financial repagtitas defined in Exchange /
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a. Designed such disclosure controls and proceduresawsed such disclosure controls and procedurbs tbesigned und
our supervision, to ensure that material infornratielating to the registrant, including its condated subsidiaries, is me
known to us by others within those entities, pattdy during the period in which this report isiige prepared

b. Designed such internal control over financial réipgr, or caused such internal control over finahcgporting to b
designed under our supervision, to provide readenaksurance regarding the reliability of finanai@porting and tr
preparation of financial statements for externappsges in accordance with generally accepted atioguprinciples;

c. Evaluated the effectiveness of the registiadtsclosure controls and procedures and preséntads report our conclusio
about the effectiveness of the disclosure contmals procedures, as of the end of the period coveydtlis report based
such evaluation; ar

d. Disclosed in this report any change in the regmtsainternal control over financial reporting thatcomed during th
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an annuabri that has material
affected, or is reasonably likely to materiallyesftf, the registra’s internal control over financial reporting; &

5. The registrans other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrobover financie
reporting, to the registrant’s auditors and theitaadmmittee of the registramst’board of directors (or persons performing
equivalent functions!

a. All significant deficiencies and material weaknesge the design or operation of internal controéwofinancial reportin
which are reasonably likely to adversely affect thgistrants ability to record, process, summarize and refioancia
information; anc

b. Any fraud, whether or not material, that involvesamagement or other employees who have a significast in the
registran’'s internal control over financial reportir
November 9, 2009
[s/ John F. Glick

John F. Glick
Chief Executive Officer



EXHIBIT 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER

I, Christopher L. Boone, certify that:
1. | have reviewed this Quarterly Report on Forr-Q of Lufkin Industries, Inc.

2. Based on my knowledge, this report does not corsajnuntrue statement of a material fact or omattde a material fact necess
to make the statements made, in light of the cistarmces under which such statements were madmisieding with respect to t
period covered by this repo

3. Based on my knowledge, the financial statements,adiner financial information included in this repdairly present in all materi
respects the financial condition, results of operst and cash flows of the registrant as of, and tfee periods presented in 1
report;

4. The registrans other certifying officer(s) and | are responsiloleestablishing and maintaining disclosure cdstemd procedures (
defined in Exchange Act Rules 13a-15(e) and 15()) and internal control over financial repagtitas defined in Exchange /
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a. Designed such disclosure controls and proceduresawsed such disclosure controls and procedurbs tbesigned und
our supervision, to ensure that material infornmatielating to the registrant, including its condated subsidiaries, is me
known to us by others within those entities, pattdy during the period in which this report isiige prepared

b. Designed such internal over financial reportingcaunsed such internal control over financial rapgrto be designed unc
our supervision, to provide reasonable assurangarding the reliability of financial reporting artle preparation
financial statements for external purposes in atmare with generally accepted accounting princij

c. Evaluated the effectiveness of the registisadisclosure controls and procedures and preséntéds report our conclusio
about the effectiveness of the disclosure contmals procedures, as of the end of the period coveydtlis report based
such evaluation; ar

d. Disclosed in this report any change in the regmtsainternal control over financial reporting thatcomed during th
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an annuabri that has material
affected, or is reasonably likely to materiallyesftf, the registra’s internal control over financial reporting; &

5. The registrans other certifying officer(s) and | have disclosbdsed on our most recent evaluation of internatrobover financie
reporting, to the registrant’s auditors and theitaadmmittee of the registramst’board of directors (or persons performing
equivalent functions!

a. All significant deficiencies and material weaknesge the design or operation of internal controéwofinancial reportin
which are reasonably likely to adversely affect thgistrants ability to record, process, summarize and refioancia
information; anc

b. Any fraud, whether or not material, that involvesmagement or other employees who have a significast in the
registran’'s internal control over financial reportir

November 9, 2009

/sl Christopher L. Boone
Christopher L. Boone
Chief Financial Officer




EXHIBIT 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Lufkindustries, Inc. (the “Company”) on Form @@for the period ended Septem
30, 2009, as filed with the Securities and Excha@genmission on the date hereof (the “Report’)John F. Glick, Chief Executiy
Officer of the Company, certify, pursuant to 18 ICS81350, as adopted pursuant to 8906 of the S8asb@xley Act of 2002, that:
(1) The Report fully complies with the requirementsSefction 13(a) or 15(d), as applicable, of the S8earExchange Act of 1934; ai

(2) The information contained in the Report fairly gets, in all material respects, the financial ctadiand results of operations of
Company

/s/ John F. Glick

John F. Glick

Chief Executive Officer
November 9, 2009

This certification is made solely for the purpo$d.® U.S.C. §1350, and not for any other purpose.



EXHIBIT 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Lufkimdustries, Inc. (the “Company”) on Form @0for the period ended September
2009, as filed with the Securities and Exchange @@sion on the date hereof (the “Report))Christopher L. Boone, Chief Financ
Officer of the Company, certify, pursuant to 18 ICS81350, as adopted pursuant to 8906 of the S8asb@xley Act of 2002, that:

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d), as applicable, of the S8earExchange Act of 1934; ai

(2) The information contained in the Report fairly gets, in all material respects, the financial ctadiand results of operations of
Company

/sl Christopher L. Boone
Christopher L. Boone
Chief Financial Officer
November 9, 2009

This certification is made solely for the purpo$d® U.S.C. 81350, and not for any other purp:



