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Item 2.02. Results of Operations and Financial Condition.

     On November 9, 2006, Flowserve Corporation (the “Company”) issued a press release announcing significantly improved quarterly financial results for the
quarter ended September 30, 2006. The press release is furnished as Exhibit 99.1 to this Form 8-K.

     On November 10, 2006, the Company hosted an investors’ conference call to discuss its financial results for the third quarter of 2006. A transcript of the
call is attached hereto as Exhibit 99.2 and incorporated herein by reference.

     The information in this Item 2.02 and the Exhibits attached hereto shall not be deemed “filed” for purposes of Section 18 of the Securities Exchange Act of
1934, nor shall they be deemed incorporated by reference in any filing under the Securities Act of 1933 or the Securities Exchange Act of 1934, except to the
extent as shall be expressly set forth by specific reference in such filing.

Item 9.01. Financial Statements and Exhibits.

(d) Exhibits
   
Exhibit   
Number  Description
   
99.1  Press Release issued by the Company on November 9, 2006, furnished pursuant to Item 2.02 of this Form 8-K.
   
99.2  Transcript of investors’ conference call, dated November 10, 2006, furnished pursuant to Item 2.02 of this Form 8-K.
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Signature

     Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.
     
 FLOWSERVE CORPORATION

  

 By:  /s/ Ronald F. Shuff   
  Ronald F. Shuff  
  Vice President, Secretary and General Counsel  
 

Date: November 14, 2006
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Exhibit   
Number  Description
   
99.1  Press Release issued by the Company on November 9, 2006, furnished pursuant to Item 2.02 of this Form 8-K.
   
99.2  Transcript of investors’ conference call, dated November 10, 2006, furnished pursuant to Item 2.02 of this Form 8-K.

 



 

Exhibit 99.1

News Releases

Flowserve Reports Sharply Increased Bookings, Revenue and Net Income for Third Quarter of 2006

DALLAS—(BUSINESS WIRE)—Nov. 9, 2006—Flowserve Corporation (NYSE:FLS) today filed its Form 10-Q report for the third quarter of 2006 with the
Securities and Exchange Commission and announced significantly improved quarterly financial results for the quarter ended September 30, 2006.
Announcement Highlights:

Third Quarter (comparisons to prior year quarter)

 •  Bookings from continuing operations grew 15 percent to $892 million, reported bookings (including divested operations and currency benefits) grew
12 percent.

 

 •  Sales of $771 million, up 19 percent, including $19 million of currency benefits.
 

 •  Gross profit to $248 million, up 18 percent.
 

 •  Gross profit margin to 32.2 percent, down 30 basis points, reflecting a shift to a higher mix of large project business and to a lesser extent the timing
of certain shipments and costs.

 

 •  Consolidated operating income grew from $55 million to $60 million with operating margin of 7.8 percent, down 60 basis points, reflecting the
higher mix of projects and the aforementioned timing of shipments and costs.

 

 •  Third quarter earnings per diluted share from continuing operations of 48 cents, up from 8 cents for the same period in 2005 (prior year includes
negative impact of approximately 31 cents of debt refinancing net of tax).

Year-to-Date (comparisons to prior year-to-date)

 •  Bookings from continuing operations grew 24 percent to $2.7 billion, reported bookings grew 20 percent.
 

 •  Year-to-date sales of $2.2 billion, up 11 percent.
 

 •  Gross profit of $714 million, up 14 percent.
 

 •  Consolidated operating income grew from $137 million to $170 million, with operating margin of 7.8 percent, up 80 basis points.
 

 •  Earnings per diluted share from continuing operations to $1.29, up from 47 cents from the same period in 2005 (prior year includes negative impact
of approximately 31 cents of debt refinancing net of tax).

Outlook

“I am pleased with our continued double digit growth in bookings and our backlog conversion to sales in the quarter,” said President and Chief Executive
Officer Lewis Kling. “Our significant shift to original equipment project business in the quarter should create more profitable aftermarket opportunities for us
in the future. Continued robust markets and our focus on improving our performance through operational excellence initiatives and supply chain
management position us well for continued improvement. In fact, we expect continued momentum in our sales growth and improved gross profit efficiency in
the fourth quarter.”

 



 

Third Quarter 2006 Consolidated Results

(All comparisons in this news release are third quarter 2006 versus the same period of 2005, unless otherwise noted.)

Bookings from continuing operations increased 15 percent to $892 million. Reported bookings of $892 million for third quarter 2006 increased by
$97.8 million, or 12 percent. This increase includes currency benefits of approximately $20 million. Reported bookings in 2005 include $20 million of
bookings related to the General Services Group, a discontinued operation that was divested effective December 31, 2005. The 2006 increases are primarily
attributable to the strong oil and gas industry demand, which is reflected by significant growth in both the Flowserve Pump and Flow Control divisions. This
is the company’s fifth consecutive quarter of double digit growth in consolidated Flowserve bookings.

Ending backlog for the third quarter of 2006 was $1.5 billion, a 56 percent increase, including an increase due to currency effects of approximately
$56 million, compared with year-end 2005 and an 11 percent increase from second quarter 2006. The increase in backlog was primarily driven by strong
pump business and reflects the number and size of major project orders and longer customer requested lead times typical of robust markets.

Third quarter 2006 sales of $771 million increased by $121.3 million, or 19 percent, including currency benefits of approximately $19 million. The increases
are primarily attributable to the strength in the oil and gas market, particularly in the Middle East and North America and expansion into the Asia-Pacific
region.

Gross profit increased 18 percent to $248 million. Gross profit margin decreased 30 basis points to 32.2 percent. The decrease primarily reflects a shift to a
higher mix of large project business and, to a lesser extent, the timing of certain shipments and costs in the company’s Pump division.

Third quarter 2006 selling, general and administrative expense as a percentage of sales increased 30 basis points to 24.4 percent or $188 million. This
increase includes negative currency effects of approximately $3 million, an increase in sales headcount and commissions related costs of $7 million,
increases in non-cash stock-based compensation of $9 million, including a $5.6 million charge related to modifications to stock option plans, $3 million in
travel due to increased selling and marketing activity and overall global growth, and various other costs.

Operating income for the quarter increased almost $6 million to $60 million, or 10 percent, as compared to 2005, including currency benefits of
approximately $3 million. Operating margin decreased to 7.8 percent, a decrease of 60 basis points due to a higher mix of large project business and, to a
lesser extent, the timing of certain shipments and costs, plus the increase in SG&A referenced above.

Despite higher prevailing interest rates, interest expense for the third quarter 2006 declined $2.6 million, or 14 percent, to $16.4 million, reflecting the
benefits of the company’s $1 billion August 2005 refinancing at lower rates. This 2005 refinancing also included a $28 million expense related to the
extinguishment of prior debt obligations.

 



 

Net income from continuing operations increased to $27 million, or 48 cents per diluted share, from $5 million, or 8 cents per diluted share. This reflects a
$6 million increase in operating income and the negative impact to prior year of $28 million refinancing expense equal to approximately 31 cents per share
(net of tax). These increases are partially offset by increased taxes on the operating profit.

The company continued to generate solid cash flow in the third quarter and used a portion to fund its U.S. pension plan with an additional $36 million,
including optional contributions in excess of government requirements. The company also added further investment in capital expenditures of $14 million
during the third quarter.

“In addition to the stock repurchase program of up to two million shares that we previously announced, we will continue to review a variety of additional
options for using our expected cash flow in future periods, including possible dividends, increased capital expenditures and other strategic investments,” said
Chief Financial Officer Mark Blinn. “We expect to begin the two million share repurchase program later this month.”

Third Quarter 2006 Segment Results

Flowserve Pump Division

Flowserve Pump Division (FPD) bookings in the third quarter of 2006 were $521 million, an increase of 19 percent, primarily driven by increased oil and gas
project business, and including currency benefit of approximately $11 million. Sales were $401 million, an increase of 25 percent, including currency
benefits of approximately $10 million. FPD’s gross profit was $108 million, an increase of 20 percent. Gross profit margin decreased 100 basis points to
26.9 percent due to higher mix of large project business and, to a lesser extent, the timing of certain shipments and costs. Operating income was $39 million,
an increase of 35 percent, including currency benefits of approximately $1 million. Operating margin increased 70 basis points to 9.7 percent.

Flow Control Division

Flow Control Division (FCD) third quarter 2006 bookings from continuing operations of $264 million increased 15 percent compared with 2005 and include
currency benefits of approximately $7 million. Sales increased 15 percent to $258 million, including currency benefits of approximately $7 million. FCD’s
third quarter gross profit was $87 million, an increase of 21 percent. Gross profit margin increased 180 basis points to 33.9 percent. Gross profit margin
benefited from higher sales volume impacting fixed cost absorption, higher margins realized through operational excellence initiatives and enhanced
selectivity in customer project bidding. Operating income was $34 million, an increase of 34 percent. Operating margin increased 180 basis points to
13.1 percent.

Flow Solutions Division

Flow Solutions Division (FSD) bookings in the third quarter of 2006 were $126 million, an increase of 8 percent, including currency benefits of
approximately $2 million. Sales were $123 million, an increase of almost 9 percent, including currency benefits of approximately $2 million. FSD’s gross
profit was $56 million, an increase of approximately 12 percent. Gross profit margin increased 130 basis points to 45.4 percent. Gross profit margin benefited
from higher sales. Operating income was almost $26 million, an increase of 11 percent. Operating margin increased 50 basis points to 20.8 percent.

 



 

Summary

Kling added, “We remain excited about Flowserve’s future business prospects, given our strong markets, significant backlog and operational excellence
programs. Also, now that we are current SEC report filers, our Finance organization will be able to focus more effort on cost reduction and supporting the
operations. We think 2006 is shaping up to be a very good year and expect 2007 to be even better.”

Conference Call

The company will host a conference call on Friday, November 10, 2006, at 11:00 a.m. EST to discuss today’s announcement. This conference call can be
accessed through the company’s web site at www.flowserve.com. More information about Flowserve Corporation can also be obtained by visiting this web
site.

Flowserve Corporation is one of the world’s leading providers of fluid motion and control products and services. Operating in 56 countries, the company
produces engineered and industrial pumps, seals and valves as well as a range of related flow management services.

Safe Harbor Statement

This news release includes forward-looking statements. Forward-looking statements are all statements that are not statements of historical facts and include,
without limitation, statements relating to our business strategy and statements of expectations, beliefs, future plans and strategies and anticipated
developments concerning our industry, business, operations and financial performance and condition. The words “believe”, “seek”, “anticipate”, “plan”,
“estimate”, “think”, “expect”, “intend”, “project”, “forecast”, “predict”, “potential”, “continue”, “will”, “may”, “could”, “should”, and other words of similar
meaning are intended to identify forward-looking statements. The forward-looking statements made in this news release are made pursuant to safe harbor
provisions of the Private Securities Litigation Reform Act of 1995. These forward-looking statements involve known and unknown risks, uncertainties and
other factors that, in some cases, are beyond our control. These risks, uncertainties and factors may cause our actual results, performance and achievements, or
industry results and market trends, to be materially different from any future results, performance, achievements or trends expressed or implied by such
forward-looking statements. Important risks, uncertainties and other factors that could cause actual results to differ from these forward-looking statements
include, but are not limited to, the following: the possibility of adverse consequences of the pending securities litigation; the possibility of adverse
consequences related to the investigations by the SEC and foreign authorities regarding our participation in the United States Oil-for-Food program; the
possibility of adverse consequences of governmental tax audits of the Company’s tax returns, including the ongoing IRS audit of the Company’s U.S. tax
returns for the years 2002 through 2004; the Company’s ability to convert bookings, which are not subject to nor computed in accordance with generally
accepted accounting principles, into revenues at acceptable, if any, profit margins, since such profit margins cannot be assured nor can they be necessarily
assumed to follow historical trends; changes in the financial markets and the availability of capital; changes in the already competitive environment for the
Company’s products or competitors’ responses to the Company’s strategies; the Company’s ability to integrate acquisitions into its management and
operations; political risks, military actions or trade embargoes affecting customer markets, including the continuing conflict in Iraq, uncertainties in certain
Middle Eastern countries, and their potential impact on Middle Eastern markets and global petroleum producers; the Company’s ability to comply with the
laws and regulations affecting its international operations, including the U.S. export and import laws, and the effect of any noncompliance; the health of the
petroleum, chemical, power and water industries; economic conditions and the extent of economic growth in the U.S. and other countries and regions;
unanticipated difficulties or costs associated with the implementation of systems, including software; the Company’s relative geographical profitability and
its impact on the Company’s utilization of foreign tax credits; the Company’s ability to meet the financial covenants and other requirements in its debt
agreements; any terrorist attacks and the response of the U.S. to such attacks or to the threat of such attacks; technological developments in the Company’s
products as compared with those of its competitors; changes in prevailing interest rates and the Company’s effective interest costs; and adverse changes in
the regulatory climate and other legal obligations imposed on the Company. It is not possible to foresee or identify all the factors that may affect our future
performance or any forward-looking information, and new risk factors can emerge from time to time. Given these risks and uncertainties, you should not place
undue reliance on forward-looking statements as a prediction of actual results. All forward-looking statements included in this news release are based on
information available to us on the date of this news release. We undertake no obligation to revise or update any forward-looking statement or disclose any
facts, events or circumstances that occur after the date hereof that may affect the accuracy of any forward-looking statement.

 



 

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (LOSS)
         
  Three Months Ended  
  September 30,  
(Amounts in thousands, except per share data)  2006   2005  
Sales  $770,757  $649,485 
Cost of sales   522,427   438,269 
Gross profit   248,330   211,216 

Selling, general and administrative expense   187,926   156,405 
Operating income   60,404   54,811 

Interest expense   (16,385)   (18,972)
Interest income   1,634   1,335 
Loss on early extinguishment of debt   (25)   (27,856)
Other (expense) income, net   (1,810)   365 

Earnings before income taxes   43,818   9,683 
Provision for income taxes   16,440   4,500 
Income from continuing operations   27,378   5,183 
Discontinued operations, net of tax   805   (15,133)
Net earnings (loss)  $ 28,183  $ (9,950)
Earnings (loss) per share:         

Basic:         
Continuing operations  $ 0.49  $ 0.09 
Discontinued operations   0.02   (0.27)

Net earnings (loss)  $ 0.51  $ (0.18)
Diluted:         

Continuing operations  $ 0.48  $ 0.08 
Discontinued operations   0.02   (0.27)

Net earnings (loss)  $ 0.50  $ (0.19)

 



 

CONDENSED CONSOLIDATED STATEMENTS OF INCOME
         
  Nine Months Ended  
  September 30,  
(Amounts in thousands, except per share data)  2006   2005  
Sales  $2,177,473  $1,956,767 
Cost of sales   1,463,033   1,331,708 
Gross profit   714,440   625,059 

Selling, general and administrative expense   544,040   488,120 
Operating income   170,400   136,939 

Interest expense   (48,327)   (58,867)
Interest income   3,786   2,797 
Loss on early extinguishment of debt   (205)   (27,744)
Other income (expense), net   3,899   (8,326)

Earnings before income taxes   129,553   44,799 
Provision for income taxes   55,212   18,158 
Income from continuing operations   74,341   26,641 
Discontinued operations, net of tax   805   (22,655)
Net earnings  $ 75,146  $ 3,986 
Earnings (loss) per share:         

Basic:         
Continuing operations  $ 1.33  $ 0.48 
Discontinued operations   0.02   (0.41)

Net earnings  $ 1.35  $ 0.07 
Diluted:         

Continuing operations   1.29   0.47 
Discontinued operations   0.02   (0.40)

Net earnings  $ 1.31  $ 0.07 

 



 

CONDENSED CONSOLIDATED BALANCE SHEETS
         
  September 30,  December 31, 
(Amounts in thousands, except per share data)  2006   2005  
ASSETS         
Current assets:         

Cash and cash equivalents  $ 48,737  $ 92,864 
Restricted cash   3,680   3,628 
Accounts receivable, net of allowance for doubtful accounts of $14,848 and $14,271, respectively   519,063   472,946 
Inventories, net   489,735   378,324 
Deferred taxes   113,088   113,957 
Prepaid expenses and other   36,274   26,034 

Total current assets   1,210,577   1,087,753 
Property, plant and equipment, net of accumulated depreciation of $496,331 and $444,701, respectively   418,969   397,622 
Goodwill   845,777   834,863 
Deferred taxes   34,069   34,261 
Other intangible assets, net   143,988   146,251 
Other assets, net   93,940   91,342 
Total assets  $ 2,747,320  $ 2,592,092 
         
LIABILITIES AND SHAREHOLDERS’ EQUITY         
Current liabilities:         

Accounts payable  $ 339,106  $ 316,713 
Accrued liabilities   393,518   377,352 
Debt due within one year   11,039   12,367 
Deferred taxes   5,488   5,044 

Total current liabilities   749,151   711,476 
Long-term debt due after one year   643,525   652,769 
Retirement obligations and other liabilities   406,489   396,013 
Shareholders’ equity:         

Series A preferred stock, none at September 30, 2006; $1.00 par value, 1,000 shares authorized, no shares issued
as of December 31, 2005   —   — 

Common shares, $1.25 par value Shares authorized — 120,000 Shares issued — 57,614   72,018   72,018 
Capital in excess of par value   490,053   477,201 
Retained earnings   521,309   446,163 

   1,083,380   995,382 
Treasury shares, at cost — 1,355 and 1,640 shares, respectively   (33,125)   (37,547)
Deferred compensation obligation   6,660   4,656 
Accumulated other comprehensive loss   (108,760)   (130,657)
Total shareholders’ equity   948,155   831,834 
Total liabilities and shareholders’ equity  $ 2,747,320  $ 2,592,092 

 



 

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
         
  Nine Months Ended  
  September 30,  
(Amounts in thousands)  2006   2005  
Cash flows — Operating activities:         

Net earnings  $ 75,146  $ 3,986 
Adjustments to reconcile net earnings to net cash provided by operating activities:         

Depreciation   44,598   45,694 
Amortization   8,041   7,651 
Amortization of deferred loan costs and discount   1,445   3,006 
Write-off of unamortized deferred loan costs and discount   —   11,307 
Loss on early extinguishment of debt   —   16,437 
Net (gain) loss on the disposition of assets   (122)   801 
Excess tax benefits from stock-based payment arrangements   (1,177)   — 
Equity based compensation expense   19,941   11,405 
Equity income in unconsolidated subsidiaries, net of dividends received   (3,868)   (5,143)
Impairment of long-lived assets   —   23,602 
Change in assets and liabilities:         

Accounts receivable, net   (28,489)   12,844 
Inventories, net   (95,138)   (38,815)
Prepaid expenses and other   (7,268)   (13,578)
Other assets, net   (6,602)   2,582 
Accounts payable   6,399   2,976 
Accrued liabilities and income taxes payable   2,601   3,658 
Retirement obligations and other liabilities   (2,489)   (34,711)
Net deferred taxes   1,402   (33,780)

Net cash flows provided by operating activities   14,420   19,922 
         
Cash flows — Investing activities:         

Capital expenditures   (43,520)   (25,522)
Change in restricted cash   (52)   (2,159)

Net cash flows used by investing activities   (43,572)   (27,681)
         
Cash flows — Financing activities:         

Net repayments under other financing arrangements   —   (3,989)
Payments on long-term debt   (16,897)   — 
Proceeds from issuance of long-term debt   —   600,000 
Payment of deferred loan costs   —   (9,322)
Proceeds from stock option activity   —   1,111 
Excess tax benefits from stock-based payment arrangements   1,177   — 
Repurchase of term loans and senior subordinated notes (includes premiums paid of $16.5 million)   —   (607,043)

Net cash flows used by financing activities   (15,720)   (19,243)
Effect of exchange rate changes on cash   745   (1,523)
Net change in cash and cash equivalents   (44,127)   (28,525)
Cash and cash equivalents at beginning of year   92,864   63,759 
Cash and cash equivalents at end of period  $ 48,737  $ 35,234 

 



 

SEGMENT INFORMATION

Flowserve Pump Division
         
  Three Months Ended
  September 30,
(Amounts in millions)  2006  2005
Bookings  $ 521.0  $436.5 
Sales   401.3   322.0 
Gross profit   107.9   90.0 
Gross profit margin   26.9%   27.9%
Operating income   39.1   29.0 
Operating income as a percentage of sales   9.7%   9.0%
Backlog   1,166.4   703.5 

Flow Control Division
         
  Three Months Ended  
  September 30,  
(Amounts in millions)  2006   2005  
Bookings — continuing operations  $ 264.3  $ 230.2 
Bookings — discontinued operations   —   20.4 

Total bookings   264.3   250.6 
Sales   257.9   224.7 
Gross profit   87.4   72.1 
Gross profit margin   33.9%  32.1%
Operating income   33.9   25.3 
Operating income as a percentage of sales   13.1%  11.3%
Backlog   326.7   239.9 

Flow Solutions Division
         
  Three Months Ended
  September 30,
(Amounts in millions)  2006  2005
Bookings  $125.6  $116.5 
Sales   122.9   113.2 
Gross profit   55.8   50.0 
Gross profit margin   45.4%   44.1%
Operating income   25.6   23.0 
Operating income as a percentage of sales   20.8%   20.3%
Backlog   74.4   61.2 

 



 

SEGMENT INFORMATION

Flowserve Pump Division
         
  Nine Months Ended
  September 30,
(Amounts in millions)  2006  2005
Bookings  $1,546.2  $1,138.6 
Sales   1,116.3   995.1 
Gross profit   309.1   268.2 
Gross profit margin   27.7%   27.0%
Operating income   110.5   84.4 
Operating income as a percentage of sales   9.9%   8.5%
Backlog   1,166.4   703.5 

Flow Control Division
         
  Nine Months Ended  
  September 30,  
(Amounts in millions)  2006   2005  
Bookings — continuing operations  $ 805.9  $ 695.8 
Bookings — discontinued operations   —   74.5 

Total bookings   805.9   770.3 
Sales   728.0   663.1 
Gross profit   247.6   216.0 
Gross profit margin   34.0%  32.6%
Operating income   87.3   71.5 
Operating income as a percentage of sales   12.0%  10.8%
Backlog   326.7   239.9 

Flow Solutions Division
         
  Nine Months Ended
  September 30,
(Amounts in millions)  2006  2005
Bookings  $376.2  $353.1 
Sales   366.1   327.9 
Gross profit   164.0   144.3 
Gross profit margin   44.8%   44.0%
Operating income   76.2   65.9 
Operating income as a percentage of sales   20.8%   20.1%
Backlog   74.4   61.2 

 



 

CONTACT: Flowserve Corp.
Investor Contact:
Zac Nagle, 972-443-6557
Vice President — Investor Relations
or
Media Contact:
Lars Rosene, 469-420-3264
Director — Global Communications

SOURCE: Flowserve Corporation
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FLOWSERVE

Moderator: Zac Nagle
November 10, 2006

10:00 am CT
   
Operator:

 
Good morning, and welcome to the Flowserve’s Corporation Third Quarter Earnings Conference Call with Senior Management.
Today’s call will be recorded and transcribed.

   
 

 

Flowserve wishes to emphasize to everyone listening on the call that certain statements made during the course of this call are forward
looking. These statements are not guarantees of future performance and are subject to significant risk and uncertainties that could cause
actual results to differ materially from those discussed during the call.

   
 

 
All participants will be in a listen only mode. There will be a question and answer session after management’s remarks. If you ask a
question, please star 1 on your touch tone phone. To withdraw your question, press star and the number 2.

   
 

 

In the interest of time, we will limit each person to one question and one follow-up question. You are welcome to reinsert yourself in
the queue at any time by pressing star 1 again. I will now turn the call over to Zac Nagle, Vice President of Investor Relations, please go
ahead sir.
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Zac Nagle:

 
Thank you operator, and hello everyone. Welcome to the Flowserve Investor Conference Call. Thank you for joining us. This call is
also being web cast including a PowerPoint presentation via our website at www.Flowserve.com under the Investor tab.

   
 

 
For those of you who have access today’s call through our dial in phone number and wish to also follow along with the presentation by
our website, please click on the click here to listen via phone icon at the bottom of the event details page.

   
 

 
A replay of this call will also be available on our website today beginning at 2pm Eastern Standard Time. Joining me today from
Flowserve are Lew Kling, President and CEO, CFO, Mark Blinn and our Chief Accounting Officer (Dick Guiltinan).

   
 

 

We will start the call with some opening comments on the state of the business and the third quarter financial performance from Lew.
Followed by Mark who will provide more details on the financials in the quarter. We will then come back and add a few closing
comments before we open the lines up for Q&A.

   
 

 

In addition I remind you that today’s discussion may contain forward looking statements that are subject to known and unknown risk,
uncertainties and other factors please refer to our annual report and Form 10K and Q for the company’s Safe Harbor Statements, which
can also be viewed on the company’s website for a fill discussion of these risks.

   
  Now I would like to turn the call over to Lew Kling, President and CEO of Flowserve.
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Lewis Kling:

 
Thanks Zac and good morning. On September 29th when we filed our first and second quarter 10Q’s for 2006 I announced that
Flowserve had finally become currents with its SEC filings.

   
 

 
And as of yesterday with the release of our Third Quarter 10Q, we began honoring our commitment to both you and ourselves to remain
a current filing.

   
 

 
So with that behind us, I would like to provide a overview of the Third Quarter Financials and a update on the excellent health of the
company. I will then turn it over to Mark to get into the details of the numbers.

   
 

 
Let’s begin with some of the high points for the quarter shown in Slide 4. I am very pleased to announce we have now turned in our
seventh straight quarter of significant bookings growth.

   
 

 
Our third quarter bookings from continuing operations were up over 15% when compared with 2005, and over 24% year to date. In
addition, there has been an acceleration in sales which are up sharply to almost 19% for the quarter, and over 11% year to date.

   
 

 
Gross profit dollars were up almost 18% for the quarter, and over 14% for the year. The operating income was up over 10% for the
quarter, and over 24% year to date.

   
 

 
This growth trend has been occurring at the same time we are managing our internal performance metrics that drive our business. Such
as on time delivery, which is now approaching about 90%, a significant increase from a few short years ago.
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As you can see on Slide 5, there has been a significant quarter over quarter bookings growth in the business. With the third quarter
adding another 15% to our order book, comparing our orders to 2004, before the significant organic bookings growth, we have
consistently been experiencing over 40% quarter over quarter increase in orders.

   
 

 
It should be noted that these figures all exclude discontinued operations. Our leadership teams are successfully managing this growth
in our factories by increasing productivity, carefully increasing capacity where necessary and maintaining our operational metrics.

   
 

 
The next slide shows are historic year over year bookings growth. The growth in the years 2001 through 2002 were mainly driven by
acquisitions including the IDP Pump business acquired in 2000, and the IFC valve business acquired in 2002.

   
 

 
Since 2003, our accelerated growth has been primarily organic. As we look into the fourth quarter this year we continue to see strong
end markets in all of our sectors.

   
 

 
Our sales growth is also strong and improving as we continue to convert our significant backlog into revenues. As we have said
previously the conversion time from bookings to sales has increased due to the expanded customer directed delivery schedules.

   
 

 
These are due to three factors, the increased size and complexity of the projects which tends to fall right into our sweet spot. The
customers desire to insure availability of Flowserve’s manufacturing capability by getting into our
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  queue early and, the general tightness of the supply chain as it relates to the customers balance of their plant.
   
 

 
Since there has been no significant acquisitions since 2002, the sales growth since 2003 is truly representative of the organic growth we
are experiencing in our core markets.

   
 

 
As you can see on Slide 8, we have broken out the third quarter year to date numbers to give you a better idea of where the growth in
bookings and sales is actually coming from.

   
 

 
While all in (glass) are obviously driving a significant amount of this growth, we also experiencing growth in our general industry
segment, water segment and power segment while holding steady in our chemical and pharmaceutical business.

   
 

 

On a geographic basis, our largest year over year sales growth has been led by Asia Pacific, North America and the combination of
Europe and Middle East and Africa known as EMA led by the sales growth in the Middle East. This means we truly have a
geographically diverse global business which is not dependent on any one particular region of the world.

   
 

 

Slide 9 shows the net income at the end of the third quarter increasing 176% from $27 million to $74 million on a year over year basis.
This year to date improvement is comprised of increased gross profit and a reduced interest expense slightly offset by some increased
SG&A expense.

   
 

 
The improvement was also impacted by the $28 million refinance charge taken in 2005, which was needed to replace our old high
yield debt with lower
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  cost financing and our highly successful $1 billion refinancing at much lower rates.
   
 

 
When we look at Q3 in more detail on Slide 10 we see a 15.3% increase in bookings quarter over quarter. And a year to date increase of
24.4% as compared to 2005 — excluding discontinued operations.

   
 

 
When excluding currency the year to date growth was over 25%. Sales increased 18.7% quarter over quarter. And a 11.3% year to date,
reflecting the strong growth in our markets especially oil and gas.

   
 

 
This also reflects the acceleration of sales that were beginning to convert our strong bookings growth. As you can see on Slide 11, gross
profit increased almost 18% to $248 million in the third quarter, and increased 14.3% to $714 million year to date.

   
 

 
Our gross profit margin decreased 30 basis points on significantly higher sales in the third quarter, driven primarily by a shift in product
mix resulting from a significantly higher growth rate in original equipment sales, versus after market sales in our pump division.

   
 

 
And a few shipments delayed to Q4, most of which have already been shipped, and thereby increasing revenues for Q4. Having some
small delays on large projects is very typical in any business with zero to 24 month bill cycles.

   
 

 
And when these delays come at the end of period it impacts the margin temporarily. In fact we expect continued momentum in our sales
growth and improved gross product deficiency in the fourth quarter.
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On a year to date basis, our gross profit margin has increased 90 basis points to 32.8%. And our operating income for the quarter
increased over 10% to $60 million and increased almost 25% to almost $170 million year to date.

   
 

 
The operating margin decreased 60 basis points in the third quarter due to the decrease in gross margin just mentioned and a slight
increase in the percentage of SG&A.

   
 

 
As I have just noted, we expect improved gross profit efficiency in the fourth quarter which should positively impact operating
margins.

   
 

 
On a year to date basis, our operating income margin increased 80 basis points to 7.8%. On a year to date basis our operating income
margin increased 80 basis points to 7.8%.

   
 

 
I would like to close with a discussion of our stock repurchase program which we have previously announced. As well as our stock
option overhang and some possible executive stock sales.

   
 

 
With respect to the share repurchase program, the board of directors in September approved the repurchase of up to 2 million shares of
Flowserve stock on the open market.

   
 

 

We have not been able to commence this program due to our compliance with SEC Safe Harbor Regulations prohibiting this action
until after we filed the third quarter 10Q. We do believe that our stock buy back program is a good investment for the company and its
shareholders and a good use of our short term cash flow.
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While the top management of the company has been in a black out period, former executives as well other employers have exercised
approximately 1.6 million options in the open market since September 29th, over half of which came from former CEO’s. It should be
noted that the market absorbed this additional equity without the repurchase program even being implemented.

   
 

 

As to existing management, we expect to see a limited amount of option exercises and stock sales by current officers and directors to
handle cash tax liabilities. And in the case of two long term employees asset diversification and part of the prudent retirement financial
planning.

   
 

 
In all cases the selling officers will still maintain substantial ownership in the company. And I want to emphasize that neither Mark or I
are planning to sell any Flowserve holdings.

   
 

 
Furthermore, I want to add that this share repurchase should not significantly restrict our ability to move on strategic acquisitions, paid
dividends, or purchase additional stock as we have strengthen our balance sheet substantially over the past few years.

   
  And now let me turn it over to Mark for more details on our third quarter and year to date performance.
   
Mark Blinn:

 

Thank you Lew and, good morning everyone. Today what I’m going to discuss with you are the division financials. We’ll talk about
consolidated highlights including SG&A, and (UPS) growth, working capital, cash flow and debt and talk about our investment and
capital expenditures.
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Before I get into my presentation there are some things I want to cover with you. First, of all as Lew mentioned, bookings are
converting to sales and you’re starting to see an acceleration in sales.

   
 

 

Also with risk respect to our pump division our annual trends remain strong this is not a quarter to quarter business. Mix and timing of
sales can impact margins. In fact Q3 over Q3 we saw a 800 basis point shift in original equipment sales as original equipment sales grew
faster than after market.

   
 

 

With respect to SG&A, we’re seeing that the impact of additional finance resources and professional fees has slowed. Having said that,
one third of the total SG&A increase for the quarter, and the year has resulted from an increase in sales resources commission, sales
travel and related expenses. This is an investment in our company to secure the bookings growth.

   
 

 
Also the SG&A was impacted in the third quarter by a stock modification of $5.6 million as well as stock option expense which is new
this year. With respect to working capital we continue to fund growth in orders with operating cash flow.

   
 

 
In addition, we put $36 million into our pension plan and paid $38 million in professional fees. I’ll remind you that growth and orders
result in an increase in inventory and commissions. Also, as we ramp up sales we expect to see accounts receivables increase.

   
 

 
Turning to Slide 14, I’ll review our pump division with you. As you can see for the third quarter bookings increased 19.4% — a record
quarter. For the year bookings have increased 35.8% to 1,546,000,000.
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And I will remind you that the ramp up in orders in the pump division began in the third quarter of ’05 for the third quarter increase is
lapping a bigger increase last year.

   
 

 

If you look at sales, sales for the third quarter increased 24.6% to 401 million as we start to see the conversion of bookings to sales. For
the year sales have increased 12.2% to 1,116,000,000. Earning to gross profit, gross profit increased $18 million or 20%. Gross margin
did decrease by 100 basis points.

   
 

 
And let me review some aspects of that as Lew mentioned, we did see a shift of OE is to sales – more sales were OE. Also there were
timing of shipment as well as few discreet charges in the third quarter that impacted gross profit.

   
 

 
If you look at the year to date gross profit increase of 15.2% or $41 million to $309 million the annual trend remains strong. In fact,
gross margin increased 70 basis points, 27.7%.

   
 

 
If you look at operating income, operating income for the quarter in the pump division increased $10 million to $39 million. And
margin improved 70 basis points, though despite the decrease in gross margin percentage operating margin increased 70 basis points.

   
 

 
If you look at the growth of operating income year to date we had a $17 million increase to $111 million. And operating margin
improved 140 basis points.

   
 

 
I’ll refer back to the gross profit increase for the year to date of 70 basis points and point out that we were able to leverage a 140 basis
points of operating margin increase on that gross profit increase.
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As I mentioned this is not a quarter to quarter business one example I’ll give to you is if you look back in Q4 of 2005, we had
(unintelligible) 15% operating margins. So the results can fluctuate from quarter to quarter but annual trends remain strong.

   
 

 
If you look in the third quarter in our flow control division, they had outstanding performance. In the third quarter bookings increased
14.8% to $264 million. Year to date bookings increased 15.8% to $806 million.

   
 

 
This represents a stable growth in bookings. If you look at sales for the third quarter, sales increased 14.8% $258 million. And year to
date sales were up 9.8% to $728 million.

   
 

 
Again in the flow control division we are seeing accelerating growth. And I will point out at this point that the sales mix was 87%
original equipment and the balance was after market.

   
 

 
If you look at gross profit you can see gross profit increase $15 million to $87 million representing 180 basis point increase in gross
margin. Year to date gross profit increased 14.6% to $248 million representing a 140 basis point increase in gross profit.

   
 

 
Operating income for the third quarter increased $9 million to $34 million or 13.1% operating margins a 180 basis point increase. Year
to date, operating income has increased $15 million or a 120 basis points of operating basis margins to 12%.

   
 

 
We are getting good leverage on our original equipment sales in this division. We are seeing accelerating growth and strong gross
profit in operating margin efficiency.
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Turning to our flow solutions division we see continued outstanding performance. Bookings increased 7.8% to 126 million. Year to
date bookings increased 6.5% to 376 million. Sales for the third quarter increased 8.6% to 123 million and year to date growth was
11.6% with 366 million.

   
 

 
What we are seeing in the flow solutions division is stable growth in bookings and sales. The mix of sales was 25% original equipment,
75% after market.

   
 

 

Earning to gross profits you can see that the stable growth in bookings and sales has yielded increasing efficiency in gross margin and
operating income. Gross profit increased $6 million in the third quarter to $56 million representing a 130 basis point increases in gross
margin.

   
 

 

For the year gross profit has increased 13.7% a $164 million representing an 80 basis point increase in gross profit. Turning to the
operating income line you can see that operating income increased $3 million to $26 million for the quarter representing a 50 basis
point increase operating margin.

   
 

 
And for the year we saw a $10 million increase in operating income to $76 million that was a 15.6% increase and margins increased by
70 basis points. We are seeing stable growth in the flow solutions division with improving gross and operating margins.

   
 

 
Turning to Slide 17, I’ll review the consolidated income statement. Sales increased in the third quarter by $121 million or 18.7% to
$771 million. Gross profit increased by $37 million or 17.6% to $248 million.
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Gross margin did decrease by 30 basis points driven by the gross margin decrease in our pumps division. SG&A increased $32 million
and I’ll review that with you in just a moment.

   
 

 
If you look at operating income, operating income increased by $5 million which represented the incremental gross profit offset by the
SG&A increase.

   
 

 
If you look at interest expense, interest expense reduced by $3 million which reflect the impact of our refinancing last year offset by an
increase in LIBOR rates and working capital needs.

   
 

 
Net earnings of $27 million or forty eight cents represent a $22 million increase or a 40 cent increase versus last year. I’ll remind you as
Lew did that last year we took $28 million charge in the third quarter, in connection with our refinancing.

   
 

 

Turning to our year to date consolidated income statement you can see that trends remained strong. Sales increased by $221 million or
11.3% $2,178,000,000. Gross profit increased by $89 million or 14% to $714 million. Gross margins during the year has increased by
90 basis points.

   
 

 
SG&A has increased by $56 million and we’ll discuss that on the next slide. Operating income for the year has increased $33 million or
24% to $170 million.

   
 

 
And operating margins have increased 80 basis points 7.8%. Interest expense has gone down by $11 million as I mentioned earlier
impacted by the refinance in change in rates and working capital.
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A net earnings of $74 million or a $1.29 for continued operations represent a $47 million increase or eighty two cent increase also
taken into consideration the refinance charge from last year.

   
 

 
Turning to Slide 19 I’ll review SG&A with you. I’ll pay particular focus to Q3 of 2006. You can see that we had a $32 million increase
from 156 million last year in the quarter to 188.

   
 

 
This was driven by a $14 million increase in salary and benefits. And I’ll break it out as follows; we saw a $7 million increase in selling
resources in commissions during the quarter as we invest into our bookings growth.

   
 

 

In addition, we also saw a $2 million impact in connection with the annualization of the pension plan and our change in pension
assumptions from last year. Also I’ll point out that last year we had $5 million of credits in SG&A in connection with medical claims
and insurance benefits that did not occur this year.

   
 

 
That comprises the most of the $14 million change. With respect to stock based compensation you can see a $9 million increase quarter
over quarter.

   
 

 

The primary driver that is the $5.6 million stock modification that occurred during the third quarter, as well as the additional option
expense under FAS 123R. You can see the finance professional fees went down in the quarter relative to last year, travel went up by
$3 million.

   
 

 
And as we’ve discussed before about half of this comes from the selling and marketing organization as we drive bookings growth and
the other half comes from our increased compliance efforts as we internalize our internal audit and
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  compliance project, as well as our management and leadership group going to the sites to drive continued performance.
   
 

 
Research and development increased by $1 million versus the last quarter and has been $4 million for the year. What I want to point
out is that there is a lot of research and development that is in cost of sales or customer directed.

   
 

 
Which is significant above the amounts increase you see here, we are continuing to invest in R&D in our company, either directly or
through our customers.

   
 

 
Turning to Slide 20 I’ll review with you briefly professional fees you can see that they are starting to trend down. We believe that these
are more than the normalized run rates as you can see as we’ve committed to you that these fees are starting to trend down.

   
 

 
On Slide 21 I’ll review with you briefly an earnings per share attribution analysis. You can see that year over year, year to date that
we’ve received a $1.58 improvement from gross profit improvement. Offset somewhat by an increase in SG&A and option expense.

   
 

 

Turning to Slide 22 I’ll now review with you our working capital. If you look at the third quarter of 2005 you see that receivables
represented 15.9% of sales. I’ll remind you that we had at that time and place a secularization which took certain receivables off
balance sheets. That represented about 1.2% of sales.

   
 

 
So if you add that to the 15.9% on a comparable basis we are at 17.1%. This year into Q3 of 2006, we saved 17.8% as a percent of sales
in receivables.
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  That is a growth in connection with the acceleration of the sales growth that you saw in the third quarter.
   
 

 
With respect to inventory, we talked about this before that orders are followed by inventory and commission. We did see inventory
grow from 15.2 to 16.8%. As we have started to create inventory that executes the sales in different periods.

   
 

 
I will point out that in the 16.8% that does not include $81 million of progress billings that we have in accrued liabilities which would
represent approximately 2.8% of sales.

   
 

 
If you look at our cash flow statement on Slide 23, I’ll point – I’ll call your attention to the cash provided by operating activities, we
generated $14 million.

   
 

 
We are funding the growth in our operations through our operating cash flow in addition to this we did pay $36 million in pension
payments this year and approximately $38 million in professional fees.

   
 

 
Slide 24 shows how we historically paid our debt down and it’s remained stable over the last year as we continued to invest in our
company. Which brings me to our last slide, Slide 25 you can see the capital expenditures year to date.

   
 

 
In the pump division we’ve invested $17 million. This includes our end of year expansion additional capacity to serve our increasing
Middle East business. And other required strategic expansion.
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If you look at our Flow solutions division you can see that year to date we’ve spent $10 million. One of the primary drivers has been
our Mexico expansion to drive more low cost manufacturing.

   
 

 

And finally if you look in – under the IT capital expenditures this represents our investments and systems and our ERP platform.
Bottom line is we continue to invest in our business to support growth. And with that I’ll conclude my comments and turn it back over
to Zac for question and answer.

   
Zac Nagle:  Operator I’d like to turn it over.
   
Operator:

 

At this time we will begin taking questions. If you wish to ask a question, please press star 1 on your touchtone keypad, to withdraw
your question press star and the number 2. Please remember that in the interest of time we must limit everyone to one question and one
follow up question.

   
  You are welcome to reinsert your self in the queue by pressing star 1 again. Thank you.
   
  Our first question is from the line of Scott Graham with Bear Stearns.
   
Scott Graham:  Yes good morning.
   
Mark Blinn:  Good morning Scott.
   
Scott Graham:

 
I really just have one or two questions for you. The – I know that guidance is not something that you guys are going to do and you
know I’ve told you before I commend you for that.

 



 

FLOWSERVE
Moderator: Zac Nagle

11-10-06/10:00 am CT
Confirmation # 1805129

Page 18
   
 

 
The corporate line however, should it be benefiting by more than just the reduction of professional fees then what we’re – you showed a
little bit of a sequential improvement there. But, obviously the corporate expense number is still a pretty high number.

   
  Is that a number that can go down over time beyond the professional fees?
   
Mark Blinn:

 

Yes Scott we talked about the professional fees before and when I pointed out for the third quarter is we are not at normalized run rates.
Having said that and we’ve talked about this before that we do think we have opportunity from a event driven efficiencies in our
corporate line.

   
 

 
And then also we’ve talked about that over time as we start to simplify our platform with our ERP systems that will also drive efficiency
in our SG&A number from a consolidated basis. So that is all of our SG&A spend.

   
Scott Graham:

 
That’s helpful my follow-up question is simply that within your 10Q you wrote a lot of about how the sales trends were improved from
your – what is you call the EMA regions and sort of rest of world if you will.

   
 

 
But certainly there is a lot of activity going on in the United States in oil and gas and in chemical. Could you speak to that a little bit
what you guys are seeing and you know right here in the U.S. what you guys are benefiting from. I assume those sales are up.

   
Lewis Kling:

 
This is Lew, as I mentioned in the presentation we are seeing increased orders and therefore they will become sales in North America.
And that comes really from what’s going on in Canada obviously and a lot of the refineries around the United States.
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They may not be building new refineries and they haven’t since 1972 but they are really expanding, also the after markets are
expanding. So looking at the entire North America area its been an expansion market force.

   
Scott Graham:

 

I guess Lew you hit on a point that I maybe I wanted to explore a little bit further on this. Maybe just one market that I’d like to drill
down into more of the refining market where there has been a fair amount of turnaround activity in 2006 because refining margins have
been so volatile. A lot – a number of operators as we understand it have from time to time taken things down.

   
  And I guess I’m a little bit surprised that, that did not help you in terms of after market mix in your pump business.
   
Lewis Kling:

 
We still feel that big bubble of after market business when they take things down that is probably still in front of us. We have seen some
of it, but a lot of these facilities have been taken down yet because of the price of oil holding where it is.

   
 

 
Taking down some of the facilities to change out and make some modifications is very expensive. So we’ve seen some but we think
there is a lot more out there.

   
Mark Blinn:

 

And Scott I have pointed out and we talked about this on the last call. If you look at our after market growth on an absolute basis has
grown. It’s just with a lot of our projects wins that we started experience towards the end of last year original equipment orders and sells
are growing at a much faster rate.

   
  So it’s not to suggest that we are not seeing improvement – growth in the after market we are.
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Scott Graham:  Very good thank you.
   
Operator:  Your next question is from (Michael Snyder) with Robert W. Baird.
   
(Michael Snyder):  Good morning guys.
   
Mark Blinn:  Good morning (Mike).
   
(Michael Synder):

 
Just want to focus on pump margins for a minute, specifically Mark you mentioned that there were discreet expenses that hit the pump
group this quarter that sound like they were unusual or maybe differently timed then you had expected.

   
  What dollar amount were they and I guess were they and I guess what did they relate to?
   
Mark Blinn:

 
(Mike) it was approximately $2 million and it related to specific warranty issue. We had a benefit plan that took a charge and also some
lower cost to market adjustments. Some of those are permanent and some of those can reverse in future periods.

   
(Michael Snyder):  I’m sorry you said a benefit plan?
   
Mark Blinn:  Yes it was a specific benefit union plan where we took a charge.
   
(Michael Snyder):  Okay that is part of the warranty issue you mentioned or is that over.
   
Mark Blinn:

 
No that’s separate, the benefit plan, the warranty issue, the lower cost to market our three of the items that really comprise that – those
discreet charges.
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(Michael Snyder):

 
Okay and then specifically in the Flowserve pump division. During the quarter the incremental margins on the higher volume were
significantly lower than the trend line had been.

   
 

 
Can you discuss while there is certainly a much greater mix of project activity it still looks like incremental margins were lower
certainly than I had expected and lower than the trend line.

   
 

 
Can you give us some color in terms of what projects have shipped this quarter and that trend system margin profile going forward.
You’ve mentioned timing issue what were they and how much did that impact the incremental margin as well?

   
Mark Blinn:

 
Yes, I mean as Lew mentioned we had a couple of shipments that were late. There was one particular nuclear project that did not ship in
the third quarter and has shipped in the fourth.

   
 

 
And as to your comment on the incremental margins, in the first half of this year you had a different after market mix as the overall
percent of sale if you’ll recall. And actually sales growth had been slower during that period of time.

   
 

 
As you start to see original equipment accelerate while they do have on a relative basis it may drive incremental gross margins down it
is still accretive we believe going forward to our gross margins and to our operating income.

   
 

 
And that is what I wanted to point out when we reviewed the gross profit for the quarter and year to date for the pump division you saw
growth and absolute dollars in the gross profit.
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And even though gross margins for the third quarter went down operating margins went up. And the point here is these are very large
volume – dollar sales and anything that is really accretive to our operating margins and to our gross margins will take them up on a
large dollar sale.

   
(Michael Snyder):

 
Well that probably strives to the heart of the – the stock being down this morning and what the potential is going forward. Gross
margins and pumps in the fourth quarter.

   
 

 

If you adjust for these timings – timing of the nuclear projects and some of these other expenses, should we expect gross margins in
pump to be up year over year in the fourth quarter? Because that would presumably mean that much of this third quarter negative
reverses itself and makes it up in the fourth quarter.

   
Mark Blinn:

 

Well yes I don’t want to guide on the fourth quarter margins (Mike). But you know a couple of things to call out, there was a project
that shipped late. And so we will get the benefit of that in the fourth quarter and to the extent some of these discreet items reverse you
get the benefit in a future period as well.

   
 

 

The only thing that I will call out to you is the fourth quarter historically has been a very strong quarter in our pump division and that’s
why I pointed out the fourth quarter of last year they had 30% margins and 15% operating margins. So they get phenomenal leverage
through there income statement.

   
 

 
But with that said I really don’t want to guide to fourth quarter margins. But do point out that we do like our annual trends in all of our
businesses.
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(Michael Snyder):

 

Just a follow up on that though. So fourth quarter of last year you were right pump had an extraordinary performance of 14.9 operating
margin. Is there anything unusual though in that number that next quarter we are going to be talking about that was unusually
beneficial to that fourth quarter or was it volume?

   
 

 
Because I am trying to get expectations in line here so at next quarter we are not talking about a decline against the tough comparison
because of some unusual benefits in fourth quarter of last year.

   
Mark Blinn:

 
As I said not to comment of the comparison quarter over quarter but there was really nothing significant in that quarter last year. And
you hit the point on the operating margins.

   
 

 
And the gross margins were 30% it shows you the ability of incremental gross margins and how that can flow through your operating
margin line.

   
  That is your operating and fixed cost leverage.
   
(Michael Snyder):  So in other words 14.9 last year was a reasonable expectation there is no unusual benefits or negatives in that number.
   
Mark Blinn:  There is nothing significant in there (Mike).
   
(Michael Snyder):  Okay, thank you I’ll get back in line.
   
Operator:  Your next question is from the line of (Mark Granzinsky) with Needham & Company.
   
(Mark Granzinsky): Good morning
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Mark Blinn:  Good morning (Mark).
   
(Mark Granzinksy):

 
Not to stick to the same topic as (Michael) there but just looking at the quarter and I had some trouble with my speakerphone here but.
Did you have – did you mention the percentage of OEM business in the pump division for Q3 and if so could you just...

   
Mark Blinn:  For Q3 it was 60% original equipment versus 40% and that’s compared to 52 versus 48 last year.
   
(Mark Granzinksy):

 
52 to 48 okay great thank you. And looking at the backlog in the pump division what percentage would you say is OEM of that
remaining backlog.

   
Mark Blinn:  A good portion of the backlog in the pump division is project work.
   
(Mark Granzinksy): Okay so would you – would it be fair to say greater than 60%?
   
Mark Blinn:

 

I don’t have that number with me right now we don’t report out on that number. But if you look at it there is a lot of book and ship
projects but these projects tend to have long lead times so they will manifest themselves in a backlog number. So, a significant portion
of the backlog is project work.

   
(Mark Granzinksy):

 

And my follow up to that is you know given that percentage are you and I know you touched on it in prior questions, do you feel
comfortable that even with that project business lingering that you have a pretty good grasp of the gross margins for that division right
now — are you confident that you know there is potential there for that to grow?
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Mark Blinn:

 

Yes, we do I mean as we talked about we’ve talked about the shift the timing and some discreet items we know specifically what’s
going on, what action plans we need to take, what we need to do. And we are confident. I’ll point out as I did in the flow control
division, they had 87% original equipment. And look at their efficiency and performance.

   
(Mark Granzinksy): Right.
   
Mark Blinn:  Original equipment can be very good business.
   
(Mark Granzinksy): Yes. Just wanting to clarify here.
   
Mark Blinn:  Sure.
   
(Mark Granzinksy):

 
And Lew just one question for you – I just looking at the environment right now you know being current and you having a different
perspective going forward what is your feeling on the acquisitions right now? You know how is the environment?

   
Lewis Kling:

 
Well we have become now an inquisitive company I guess most officially because I brought on board some people to start looking at
acquisitions. So we are listening we don’t have to do an acquisition.

   
 

 

We feel we have the products that we need in the marketplace and obviously we are doing pretty well with those products. But we are
beginning to look, and that’s about all I can say right now. We have done by the way in the last year a couple of very small
acquisitions.

   
 

 
One in (Perth) and a few other places and they are basically technology acquisitions or the one in the Czech Republic – instead of
building a QRC we
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  actually purchased a QRC. Though we have been doing a little bit but going forward we are becoming inquisitive.
   
Mark Blinn:

 

And (Mark) let me add to that, you know as we evaluate opportunities out there we really evaluate them versus other alternatives of use
of our cash flow. And the other things that we will consider is if you look in the markers right now we are well aware of well
evaluations are.

   
 

 
And also we will also take into consideration the cost of complexity with any potential acquisition and price that in. So, you know
these will be socks and integration and other issues as well.

   
 

 
All that will be considered and the bottom line is that it needs to drive us to our 15% margin target and also it needs to return an excess
of our cost of capital. Those are going to be the parameters as we look at things.

   
(Mark Granzinksy): Okay thanks for the color and thanks for taking my questions.
   
Operator:  Your next question is from the line of (Wendy Kaplan) with Wachovia.
   
(Wendy Kaplan):  Good morning.
   
Mark Blinn:  Good morning (Wendy).
   
(Wendy Kaplan):

 
In terms of your OEM related project business in the pump group. Can you give us some indication how much of that business is
(sentriphical) pumps versus processed pumps.

   
  Certainly as you know the process pump aftermarket is relatively insignificant in terms of versus the (sentriphical) pump business.
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Mark Blinn:  (Wendy), you know actually I don’t have that information with me.
   
(Wendy Kaplan):  Okay perhaps we can get it later.
   
Mark Blinn:  I am happy to share that with you later.
   
(Wendy Kaplan):

 
A follow-up the management of Flowserve the prior managements and current and the predecessor company’s have spoken about this
negative mix shift towards project pumps for at least 10 years.

   
 

 
Given the presence of pump pirates who try to aim to secure that business. And the fact that that strategy paid off what gives you the
confidence that it’s a good thing this time around?

   
Mark Blinn:  You’re talking about the shift of original equipment versus aftermarket?
   
(Wendy Kaplan):  Exactly in the pump...
   
Mark Blinn:

 
Two things, one overall for the pump business that are aftermarket business is continuing to grow. And the other thing is the discipline
around the way we price our original equipment bids.

   
  This is a stronger market than it was a couple of years ago, and we believe we are taking market share and have pricing power.
   
 

 

So that is what gives us confidence going forward is that we’re getting the type of business and pricing that we want, and a lot of that
has been driven by on time delivery and the fact that our relationships are better with the engineering contractors and our customers.
That’s what gives us confidence.
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(Wendy Kaplan):

 
Okay, and the question about the on time delivery now at 90% is there any meaningful contribution in that number? From customers
delaying shipments have there been any cancellations can you comment on that please?

   
Mark Blinn:

 
Sure. We haven’t seen any significant cancellations (Wendy), we do from time to time and it is not frequent see a customer during the
project maybe extend a month or two.

   
 

 
I think more significant (Wendy) what were seeing is at the onset of the relationship or in the contract we are seeing customer’s direct
longer lead times.

   
  And for their capacity planning their supply planning and the benefit to us is it helps plan our capacity as well.
   
(Wendy Kaplan):

 

Okay finally one quick one. About four years ago we wrote a note talking about your Flowserve strategy to prior management of
moving production to low cost regions. At the time the manufacturing in low cost countries was about 9 or 10% of sales. Can you talk
about where we are now in that process.

   
Lewis Kling:

 
Well in the last two years (Wendy) it has increased over 50% it’s probably more closer between 20 and 30% right now. And will
continue to look at that. As you probably know we are opening a pump valve and seal manufacturing facility in (Suzhou), China.

   
 

 
And that will happen in March. We are opening up a new pump manufacturing facility in Combatore, India we’re expanding the valve
facility when pump moves out of Bangalore.

 



 

FLOWSERVE
Moderator: Zac Nagle

11-10-06/10:00 am CT
Confirmation # 1805129

Page 29
   
 

 
We are also putting engineering centers into India, we have right now the engineering center for the development of our seals actually
in (Soni), India. And we are looking at putting an engineering center into China.

   
 

 
We’ve also adding a lot of capability especially in machining capability in machining centers into Mexico. Though we have a major
move in all the low cost areas to make sure we have the products being built in the lowest cost facility.

   
(Wendy Kaplan):  Thank you very much.
   
Mark Blinn:  You’re welcome
   
Lewis Kling:  You’re welcome.
   
Operator:  Your next question is from the line of (Charles Bradey) with BMO Capital markets.
 
(Kuno Sing):  Good morning this is actually (Kuno Sing) in again for (Charlie).
   
 

 
I just have a quick question on your valve segment. I think you’ve mentioned within the Q that the chemical orders were coming back
and obviously you had a really nice spike in the margins of this quarter.

   
 

 
And we understand that you don’t provide guidance but can you sort of comment on whether this current trend it’s sustainable – or its
just sort of a general idea as to where you are heading there and a couple of follow ups after that.

 



 

FLOWSERVE
Moderator: Zac Nagle

11-10-06/10:00 am CT
Confirmation # 1805129

Page 30
   
Mark Blinn:

 
Sure well if you look at our valve division there are getting accelerating sales and what you’re also seeing is the benefit of where the
markets are at right now in pricing and there focus on execution. When they deliver on time the customers will pay them for it.

   
 

 
Also in terms of the low cost sourcing and manufacturing that we talked about earlier they are moving aggressively into low cost
manufacturing markets is giving them additional spreads in their margins.

   
 

 
But we are seeing strength in their markets strong execution in their business and that’s flowing through and efficiency in terms of their
gross margins and operating margins.

   
(Kuno Sing):

 
Okay perfect, and just a follow up when these earlier question about lead time. Can you give us an idea as to how – I mean did the
customers play a big part – I mean I understand that a customer preferring in long lead times was definitely a contributor.

   
 

 
Was that a very meaningful portion of the longer lead time, and also why are the customers preferring longer lead time again I’m not
sure if I heard it correctly thank you.

   
Mark Blinn:

 

Sure, yes that is a big portion of why we are seeing what we’ve talked about earlier the conversion of bookings to sale has slowed
recently because –primarily because of longer customer directed lead times, in addition to that, and it correlates to that we are seeing
larger projects just larger dollar, larger plants being built that take more time.
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We think this is really being driven by you know a couple of things the general supply out there. Keep in mind our products represent
maybe 6 to 8% of an overall plant.

   
 

 
And so there is our – a lot of other constituencies that the customer has to deal with, so, to that point they are negotiating longer lead
times. Also, we think that there is they are getting us in the queue in other words securing manufacturing slots early on.

   
  The point that I had is that also gives us a better planning cycle for our capacity management and our supply base as well.
   
(Kuno Sing):  Okay and finally of the current (unintelligible) can you give us an idea as to how much of that can be realized over the next 12 months?
   
Mark Blinn:

 
Yes, we don’t really want to give guidance on the backlog going forward. But I think the point we’ll make and we talked about this on
the last call, relative to bookings, conversion to sales is that you are starting to see the bookings convert to sales and sales accelerate.

   
(Kuno Sing):  Thank you.
   
Operator:  You’re next question is from (Michael Snyder) of Robert W. Baird.
   
(Michael Snyder):

 
Mark I apologize for the granularity here. If you could look at the fourth quarter pump on mix from last year. I’m just trying to get a
sense of we were up 8 points in OEM mix in pumps this quarter. What is the comparison for the fourth quarter?

   
Mark Blinn:  I’m looking (Mike).
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(Michael Snyder):  That’s fine.
   
Mark Blinn:  I’ve got three months to the nine months year to date.
   
Mark Blinn:

 
Let me just kind of tell you some of the shift we have seen. Year to date the mix of OE to aftermarket was 5644. So even on a year to
date basis you saw it trend up.

   
(Michael Snyder):  Right.
   
Mark Blinn:

 
You know 400 basis points. And I would say that just based on general reconciliation it was probably closer to the 52 – 53% last year
but that is without having the numbers right at hand.

   
(Michael Snyder):

 
And the reason that I asked is I’m trying to get sense you had a eight point jump in OEM mix this quarter year over year does that figure
grow in the fourth quarter?

   
Mark Blinn:  In terms of do you mean in terms of equipment?
   
(Michael Snyder):  (Unintelligible) yes.
   
Mark Blinn:

 
Yes, again I don’t want to guide on what well see in the fourth quarter. I can tell you that we did see starting last year strong bookings
growth trend more towards original equipment.

   
 

 
So you are starting to see the impact of that. As to what it’s going to be in the fourth quarter, we were still seeing strong aftermarket
sales on a growing basis.
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But as I pointed out early, original equipment is going very quickly. So I’ll just give you those general indications without actually
setting what we think the ratio will be in the fourth quarter.

   
(Michael Snyder):

 
And what I’m getting at (Mark) is just another way of attacking is the fourth quarter margin in pumps going to be up or down because if
the mix started to shift dramatically in the fourth quarter of last year, and unfortunately that data wasn’t in 2005 K.

   
 

 

But if the fourth quarter started that mix shift it would seem to me the incremental hit from shipping more project were in the fourth
quarter would be lesser so than it was this quarter which again would seem to enable you to at least hold margins flat or grow in pumps
in the coming quarter?

   
Mark Blinn:

 

Yes, I mean that makes sense what I want to point us you know I guess simply put is if you have $2.00 of after market at 50% flow
through or $10 at 25% margins. All right you still get accretive value to your operating margins and you can to your gross margins as
well.

   
 

 
We are staying disciplined about how we take projects in and these are large dollar projects that come through with good gross profit
dollars which go down the operating income lines.

   
 

 
So, you know two things to mention, if you see the execution on our original equipment and our flow control division you can make
good margin off of that.
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And we believe we can do that as well in the pump division and with the size of the growth we think that will contribute to operating
income and operating margins to get us to our target.

   
(Michael Snyder):

 

And if you look back over the next three years, pump margins in the third quarter have sequentially been down from second quarter to
third quarter is that primarily just Europe taking vacation during the third quarter? Or why aren’t pump margins usually lower in the
third quarter versus the second quarter as they were this quarter?

   
Mark Blinn:

 
I hate to admit it but you are spot on. It is – a lot of it is Europe which has been very strong for us but, you’re right we have seen that
sequential trend but one of the reasons is you know August is a slow month in Europe.

   
(Michael Snyder):

 
Okay, fair enough. And then final question just on the commissions, at our conference this week you were discussing how many of the
commissions paid on project work or paid at that time of booking not necessarily the time of shipping.

   
Mark Blinn:  Right.
   
(Michael Snyder):

 
Is that — how does that play through the P&L now as project work becomes so significant in the mix and specifically not quantitively
but qualitively how not it hurt the third quarter?

   
Mark Blinn:

 
Well I went through it earlier I mean if you look at the impact of selling and selling related expenses that was third of our G&A increase
in the quarter and has represented a third of our SG&A increase for the year.
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It is significant but the point is that as we talked about commissions and inventory follow up booking but lead a sale. And so as you get
to that point of critical mass for the lack of a better term — as your sales start to accelerate, then you start to benefit and get leverage
across those expenses but the expenses come first.

   
(Michael Snyder):  Precisely, okay thank you.
   
Operator:

 
Please remember if you wish to ask a question press star 1. In the interest of time we most limit everyone to one question and one follow
up question. Thank you for your cooperation.

   
  Your next question is from (Jim Song) with (Cabelle and Company).
   
(Jim Song):  Hi good morning.
   
(Mark Blinn):  Good morning Jim.
   
Lewis Kling:  Good morning Jim.
   
(Jim Song):

 
Yes I was wondering if you could just kind of give us an idea what you think the normal run rate is for corporate expense? Maybe you
give it as a percent of sales or maybe in absolute dollars.

   
Mark Blinn:

 

Yes those go back to the issue of guidance (Jim) and let me just tell you that we do expect our fees to normalize. We do not see that as
we start to achieve the sales behind the bookings that we have that we going to need to lever up our SG&A on a pro rata basis so we
should get leverage.
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So I would expect as percent of sales over time we will be able to drive that down for a number of reasons, one on the fees and the other
one as start to simplify our platform over the next couple of years we get SG&A efficiency.

   
(Jim Song):  How long do you think it will take to get to a level where you think it will be more normalized?
   
Mark Blinn:  The sooner the better (Jim).
   
(Jim Song):

 
Okay. And then just shifting gears in terms of the flow control you’ve done a great job in the execution. Is there anything different in
that business that you can’t repeat in the pump?

   
Mark Blinn:

 
Not at all I mean one thing that is distinct is just the size and the duration of the project. But there are a lot of things that are
transferable and that’s the point I wanted to make.

   
 

 

Is if you look at our seals business and you can see its performance at 75 % after market, roughly 25% original equipment so you can
see the power of the after market business. But that is not to say that there isn’t power in original equipment business with the mix you
see in the valve group as well.

   
  So we think that we can lend those benefits right to our pump division and we’re starting to see it.
   
(Jim Song):  Okay, great thanks very much.
   
Mark Blinn:  You’re welcome.
   
Operator:  Your next question is from (Matt Cosnotch) with (Glovis Capital).
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(Matt Cosnotch):  I have another question about the pump margin in the quarter.
   
Mark Blinn:  Sure.
   
(Matt Cosnotch):

 

Pump revenue was up 14 million from the second quarter and the profit was down 8 million. The margin in the second quarter was
obviously 12.1 and then it went to 9.7. How much of the margin going down was the wave of OE that was coming through versus these
run off situations like late order shipments.

   
 

 

And my second question is could you just explain a little bit more about why shipping orders late effects your margins in this quarter?
Were there cost you accrued on those orders that you won’t have when you ship the order? Can you explain that a little bit more
please?

   
Mark Blinn:

 

Yes I mean I’ll explain that a little bit more briefly. What I want to point out is keep in mind the gross profit and the pump division
went up year over year and quarter over quarter on a year to date basis and a quarterly basis. But yes you know on the margin basis the
original equipment shipped.

   
 

 
All of the things being equal will tend to have a downward impact on your incremental margins going forward. Having said that, those
incremental margins may still remain very strong and it will be accretive to operating margins for us.

   
 

 
On the second question, timing of a shipment can have certain costs adjustments when you don’t recognize all the revenue depending
on whether it is percentage of completion or a project that falls under our requirements for
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  percentage of completion as you build up the cost and don’t realize the revenue until you achieve the sell.
   
 

 
So there is, it either can be percentage of completion or smaller projects or other service items that are delayed shipping where you
don’t really receive the benefit and you have aggregated the cost.

   
(Matt Cosnotch):  So I think you are talking about some one time stuff in here earlier, $2 million that was in the pump margin right?
   
Mark Blinn:  Yes.
   
(Matt Cosnotch):  that would have been 50 basis points there. And how much do you think this late shipment affected the margin in the quarter?
   
Mark Blinn:

 

From what? What I’m talking – from if it was 50/50 mix I mean we’ve got to have kind of a standard variation and it’s probably really
not worth really going into that analysis here. The point that I want to make is that you know original equipment business doesn’t
mean that margin are going down.

   
 

 
It is good dollar volume business we’ve got pricing discipline around it, and it continues – it certainly can continue to drive operating
income, gross profit growth and operating income growth.

   
 

 
And the way that I have highlighted that is if you look at despite the fact that we’ve had a 100 basis point decrement in our margin, we
were still able to improve operating income by $10 million or 70 basis points.
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And if you look year to date we had a 70 basis point increase in gross margin and over 100 — approximately 140 basis point increase
in our operating margins.

   
Operator:  You have a question on the line from (Charles Bradey) with BMO Capital Markets.
   
(Charles Bradley):

 

Hi I just had a couple of follow ups. Within your 10-Q you talk about incurring some expenses related to the upcoming IRS audit for
2002 through 2004. I know you mentioned you expect to incur some expenses that are similar in nature to the ones that were incurred
in 99 through 2001.

   
 

 
Do you think – I mean obviously I guess you can’t comment on the exact figures but do you expect the amount to be to deviate much
from what it was in the previous audit?

   
Mark Blinn:

 

Well – yes – let me just talk about this, I mean this is a regular audit of the company for 2002 to 2004 and what we did indicate was in
the prior audit, we had gotten behind on providing some documentation and reconciliations, we’ve been very aggressive on that going
forward and we have spent professional fees to make sure that we are very responsive and we have been, and it’s going well.

   
 

 
So with that point we are investing fees right not to make sure that we are very responsive. The audit will take a period of time and it is
yielding good results.

   
 

 
So, I do – we’re going to do whatever it takes to be very response. Now and going forward, but I do expect that it will start to trend
down in terms of the professional fees we’re going to have to spend to achieve that.
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(Charles Bradley):

 
Okay, and finally you mentioned the strength in the Russian district heating market as one of the drivers beside bookings in the valve
business. Can you give us a little bit more color on what’s going on over there why it’s strong?

   
Lewis Kling:

 
Well we’ve seen in Russia there is a awful lot of demand coming in for heating with people moving and people getting into new homes
or places where they may be. Our valve business is seeing just expansion in all areas for all those types of valves.

   
(Charles Bradley):  Thank you very much.
   
Operator:  We have reached out allotted time for questions. I will now turn the call over to Mr. Nagle for closing remarks.
   
Zac Nagle:  Thank you all for joining us (unintelligible).
   
Operator:  This concludes Flowserve’s Third Quarter Earnings Conference Call. Thank you for your participation.

END

 


	8-K (FLOWSERVE CORP) (November 14, 2006)
	8-K - FORM 8-K
	Item 2.02. Results of Operations and Financial Condition.
	Item 9.01. Financial Statements and Exhibits.
	Signature
	Exhibit Index

	EX-99.1 (PRESS RELEASE)
	EX-99.2 (TRANSCRIPT OF INVESTORS' CONFERENCE CALL)


