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Corporate
Profile

Founded in 1902, 
Lufkin Industries, Inc. 

(Nasdaq: LUFK) is a 
vertically integrated 

company that designs, 
engineers, manufac-

tures, sells, installs and 
services high quality 

and high valued-added 
oil field equipment 

and power transmis-
sion products across 

the globe and highway 
trailers in the South 

Central United States 
and Mexico.







labor contract in 2005 will enable us 
to remain focused on expansion, high 
quality products and superior customer 
service. Having completed 2005 with 
cash and cash equivalents of $25.8 
million and no debt on our $27.5 million 
credit facility, we are well positioned to 
finance our anticipated growth for 2006.

Oil Field - The oil field division 
produced strong growth in sales and 
profitability for 2005, as every segment 
of its business experienced substantially 
increased demand. Oil field sales rose 
42% for 2005 to $307.1 million, while 
the division’s gross profit margin 
increased to 24.9% for the year from 
19.3% for 2004. The division completed 
the year with a backlog of $67.5 million, 
up 9.5% from the end of 2004.

The oil field division’s results 
continued to be primarily driven by 
orders for new pumping equipment. 
North American bookings remained 
strong throughout the year. We also 
experienced significant growth in our 
South American operations and gained 
additional traction in the Eastern 
Hemisphere, particularly in the Middle 
East. Our pumps are particularly 
suited for applications in maturing oil 
fields with slowing production, and we 
continue to ship approximately half our 
new pumps for gas well applications.

To meet the substantial increase in 
demand for 2005, we steadily added 
capacity to our U.S., Canadian and 
Argentine manufacturing operations 
throughout the year. Because of 
steady investment in capacity over 
the long-term, we have been able to 
meet this demand primarily through 
additional personnel and by leveraging 
machining capacities provided by the 
strength of the company’s strategy of 
vertical integration. This ramp up in 

production capacity was a significant 
accomplishment in 2005, and because of 
our determined effort, we were able to 
reduce our $72.7 million backlog at the 
end of the third quarter to a level at year 
end more consistent with our targeted 
lead times. In addition, because of the 
capacity added during 2005, we are well 
positioned to meet continued strong 
demand expected during 2006.

The growth in pumping equipment 
sales also had a very positive impact 
on foundry sales for 2005, as did the 
significant growth in commercial 
castings for external customers. Our 
foundry operated at a high capacity 
throughout the year, driving much 
improved operating efficiencies 
compared with 2004. Depending on 
growth in demand, we are considering 
various alternatives to expand capacity 
further during 2006, and we expect 
to continue meeting demand for our 
foundry products internally.

High energy demand has focused 
producers’ attention on improving 
the productivity of existing wells, 
which is accountable for the record 
2005 sales achieved by our oil field 
automation products and our oil 
field services business. Automation 
revenues increased 46% for 2005 as a 
result of continued domestic demand, 
as well as increasing international 
demand in markets such as Canada, 
South America, the Middle East 
and Indonesia. We expect further 
momentum in automation sales during 
2006, and we have the products, 
personnel and facilities necessary 
to leverage this significant market 
opportunity. Oil field services sales grew 
17% for 2005, and we were particularly 
pleased with the 35% growth in service 
sales in the Middle East. To meet 
continued strong demand for oil field 

services expected in 2006, we remain 
focused on the challenge of adding 
qualified personnel.

Power Transmission - Lufkin’s 
power transmission business also set 
new records for sales and backlog for 
2005, and we expect demand to be 
sustained in 2006. The division’s sales 
for 2005 increased 34% over 2004, 
while its gross profit margin rose to 
30.3% from 24.2%. Our strong pace of 
bookings for 2005 produced a 33.3% 
increase in power transmission backlog 
to $53.4 million at the end of 2005 from 
the end of 2004.

All three segments of our power 
transmission business contributed to 
our growth for 2005. Continuing the 
momentum evident in late 2004, we 
experienced increased bookings for 
high speed gears in oil and gas, refining 
and power generation applications, 
both as a result of high energy demand 
and environmental compliance 
regulations. This demand was generated 
domestically and in international 
markets, reflecting the success of our 
efforts to strengthen our international 
marketing and design capabilities to 
increase our penetration of worldwide 
growth opportunities. 

Sales of low speed gears also 
increased during 2005 as the resurgence 
of domestic industrial companies that 
began in 2004 gathered momentum 
throughout most of 2005. Demand 
for low-speed gears remained strong 
among companies producing and 
handling commodity materials, and we 
reached a new record for sales to the 
petrochemical industry. Although the 
impact of Hurricanes Katrina and Rita 
on the U.S. Gulf Coast, where many 
of these industries are based, and on 
the overall domestic economy slowed 



demand for low speed gears late in 
2005, we remain optimistic that the 
fundamental drivers of demand – an 
improving economy and attractive 
commodities markets – will generate 
further growth for 2006.

Lufkin’s gear repair and retrofit 
business benefited from the same 
improving conditions accountable for 
rising new gear sales, as customers 
sought to improve operating efficiencies 
by refurbishing their industrial 
equipment or to bring mothballed 
equipment back into production. We 
also believe our strategy of offering gear 
repair services at more sites across the 
country during 2005 was particularly 
timely and effective at increasing sales. 
We encountered similar demand in 
international markets, producing a 
new sales record for our gear repair 
operations in France.

Trailer – We were pleased with 
the 29.2% growth in the trailer 
division’s sales for 2005, as well as 
the 120.6% growth in its backlog at 
year end, although the composition 
of our bookings was different from 
expectations. While Lufkin sales of its 
van trailer products increased for the 
year, the stronger, widely anticipated 
growth in national van trailer sales 
was again delayed in 2005, in response 
to price inflation from 2004, rising 
fuel costs in 2005 and increased fleet 
budgeting for tractor purchases in 
advance of new EPA emission standards 
starting in 2007. Instead, our product 
diversification enabled us to replace 
much of this anticipated growth 
with record sales of flat bed trailers 
and specialized dump trailers. These 
types of trailers are used primarily in 
construction or industrial applications, 
and their growth during 2005 reflected, 

among other things, the improving 
economy, the highway construction bill 
and the massive redevelopment effort 
underway in the hurricane-ravaged 
Gulf Coast. As experienced in 2005, the 
increased volume of flat bed and dump 
trailers should provide a favorable 
mix impact on both revenues and the 
bottom line.

We expect solid demand for flat 
bed and dump trailers to continue in 
2006, and, with bookings at year-end 
2005 already extending well into 2006, 
we are shifting production capacity 
accordingly. We are also continuing 
to invest in innovative new products, 
such as the two well-received new 
dump trailers introduced in 2005, 
which are often designed in response 
to the specific needs of our customer 
base. While we expect the market for 
van trailers to remain very competitive 
during 2006, we note that the factors 
supporting significant growth in van 
trailer sales remain relevant, such as the 
increasing age of the van trailer fleet 
and the continued growth in the freight 
transportation industry. As always, 
Lufkin will maintain its operating 
flexibility to respond to growth 
opportunities in the van trailer markets, 
as conditions warrant.

Summary – In last year’s letter, we 
mentioned that our operating and growth 
strategies in cyclical industries were de-
signed to leverage the stronger parts of 
the business cycle. In addition, we said 
that the concurrent alignment of pros-
pects for significant growth in all three 
of our businesses for 2005 was exactly 
the type of opportunity our strategies 
envisioned. We proved the potential in-
herent in these words during 2005, as our 
people and systems responded by nearly 
tripling our earnings per diluted share. 

For 2006, we see additional 
opportunity in a business environment 
that remains strong. As in 2005, we 
must face challenges such as supply 
procurement and capacity, but we 
are confident that our demonstrated 
ability to execute will drive successful 
performance. This confidence is firmly 
based on the strength of Lufkin’s 
team, and we wish to recognize and 
thank all these people for the essential 
contributions they make on a daily 
basis. In addition, we thank our Board 
of Directors for its commitment to the 
long-term growth of Lufkin’s business 
and shareholder value and for the 
integrity with which our Directors 
perform their responsibilities. In 
closing, we also thank you, our fellow 
shareholder, for your investment in 
Lufkin Industries and your past and 
future support.

Sincerely,

Douglas V. Smith
President and Chief Executive Officer



OIL FIELD DIVISION

Lufkin Industries is the global 
leader in the manufacture, 
installation and service of beam 
lift pumping units. The Company 
commands a significant share of 
its markets, which include capital 
equipment, automation technology 
equipment and service. To serve 
these markets, Lufkin operates 
manufacturing facilities in three 
countries and has an international 
network of service centers, sales 
offices or sales representation 
affiliations in over 40 countries. 
The substantial increase in energy 
prices during 2005 resulted in strong 
demand for new pumping units 
throughout the year. 

The Company produces six 
basic types of beam lift pumping 
units that address the particular 
well-depth and fluid-production 
characteristics of each application. 
In addition to the market for oil 
wells, rising energy prices have 
created increasing demand for 
Lufkin’s pumps to lift water off 
coal bed methane wells and natural 
gas wells. Because Lufkin is a 

vertically integrated manufacturer 
of this equipment, it can provide its 
customers rapid response. Lufkin 
can also provide full system design, 
which supports the Company’s 
reputation for high quality, full 
service and reliability. 

Lufkin also designs, manufactures 
and sells oil field automation 
technology equipment that 
reduces the cost of operating and 
maintaining pumping equipment 
by automating the operation 
of the pumping units using 
software and instrumentation. 
The growth of this business has 
also been driven by the ability of 
automation equipment to optimize 
oil well efficiency through more 
effective reservoir management, a 
capability critical to maximizing 
production from existing wells. 
Lufkin is a world leader in the 
sale of rod pump automation 
controllers, offering products with 
advanced technological features 
that differentiate them from 
other products currently in the 
market. Although the majority of 
automation equipment sales are 
currently in North America, sales 

into South America and the Middle 
East expanded during the year.

Lufkin supports its pumping unit 
equipment products business with 
its service organization, through 
which the Company installs, repairs 
and maintains equipment. A natural 
extension of its pumping unit 
and automation businesses, the 
expansion of the Company’s service 
capabilities has been an integral 
part of its strategy to become an 
integrated provider of oil field beam 
lift products and services. Lufkin 
has service centers throughout 
the U.S. and in Alberta Canada. 
Service centers in Argentina and 
Egypt allow the Company to offer 
technical support for pumping units 
and automation equipment in  
those markets.

Another aspect of the Company’s 
vertical integration capabilities, 
Lufkin operates a gray and ductile 
iron foundry capable of producing 
high quality captive and commercial 
castings ranging in size from 100 
pounds to 15 tons for pumping 
units and for external customers 
for the heavy equipment, valve 
and machine tool markets. 
Having a captive foundry resource 
has enhanced the Company’s 
competitive position by reducing 
lead times for production of oil field 
and power transmission castings, 
thus enabling the Company to 
respond to tight customer delivery 
and quality requirements.



POWER TRANSMISSION
DIVISION

Lufkin is one of the world’s 
leading suppliers of mechanical 
power transmission products and 
services. The power transmission 
division’s products are primarily 
highly engineered, precision gears 
that function as speed increasers 
or speed reducers. They range in 
weight from 300 pounds to 250 
tons and transmit power from 20 to 
85,000 horsepower. Lufkin is able to 
provide full product engineering and 
manufacturing in both the US and 
Europe through modern, capable 
factories. The division differentiates 
itself through its engineering 
excellence, superior customer 
service, product reliability, rapid 
delivery and strong after  
sales support.

The market for power 
transmission products is divided 
into high-speed and low-speed gear 
units. One of the primary markets 
for Lufkin’s high-speed gears is in 
oil and gas applications in which the 
gearbox is used to convert power 
to drive compressors and pumps. 
Our gear products are found on 
land and offshore platforms for gas 
compression or oil transmission. 
They are used in the production 
of liquefied natural gas (LNG), 
in petrochemical and refining 
processes and in electrical power 
generation application. 

In all these applications, the 
consequences of equipment failure 
could be catastrophic. Consequently, 
Lufkin’s expertise in engineering, 
metallurgy and manufacturing 
combine to produce products with a 
proven history of reliability and long 
service life. Reliability and safety 
translate into increased production 
and superior utilization levels that 
add value to the users and provide 
Lufkin with a strong competitive 
advantage. In addition to our 
product strengths, Lufkin offers 
the logistical advantage of design, 
manufacturing and mechanical 
testing capabilities in both Europe 
and the U.S. We are the only gear 
manufacturer able to offer that level 
of global support.

The power transmission division 
delivered a record year in both sales 
and order intake. Sales of $106.6 
million were up 34% from $79.5 
million in 2004. In spite of record 
shipments, new order intake of 
$120 million resulted in a year end 
backlog of $53.4 million, up 33% 
from the $40.1 million backlog at the 
end of 2004.

The growth in the division was 
driven by strong markets and our 
strategy to expand the division’s 
global reach. The energy markets 
drove the demand for our high-
speed turbo gears. These gears 
are used in compressor, pump 
and generating applications in oil 
and gas production, processing, 
transportation and refining 
processes. New orders from the 
oil and gas production sector grew 
75% year on year. Sales into the 
oil refining sector also increased 
58%. Investment in this sector 
is in response to both capacity 
expansion to address the growing, 
global demand for gasoline and 
diesel, as well as the environmental 
requirements in both Europe and 
the U.S. to reduce the sulfur level 

in both gasoline and diesel fuels. 
Future demand to upgrade existing 
refinery capabilities to process 
heavier, sour crude is expected to 
boost demand further for geared 
compressors for this sector, as the 
refinery processes are re-tooled. 

The power generation segment 
of our business also saw increased 
demand, with new orders for gears 
for power generation applications 
more than doubling. The demand 
from this sector is driven partly by 
power generation requirements for 
offshore oil and gas installations 
and other remote industrial 
power applications, as well as by 
industrial power users wishing to 
harness waste heat in cogeneration 
applications. 

In our low-speed gear 
products, mining, metals 
processing and marine 
propulsion applications all 
showed significant year on 
year growth in new orders. 
This demand was driven by 
the continued investment in 
production capacity for such 
global commodities as steel, 
aluminum, and other metals. In 
several cases, these investments 
involved older facilities and 
aimed at improving reliability, 
reducing costs and improving 
efficiencies. Lufkin’s ability to 
provide engineering, service 
and technical support to 
develop a cost effective solution 
was critical to securing orders 
in this sector.

The division’s strategy to 
increase its geographic reach 
to better support customers 
and users of our products has 
proven successful in opening 
new, profitable markets. We are 
well positioned in both the U.S. 
and Europe to support  
the expansion of the markets 
we serve.



TRAILER DIVISION

Lufkin has designed, manufac-
tured and sold trailers within its 
core South Central U.S. market 
for over 65 years.  Similar to its oil 
field and power transmission busi-
nesses, the Company is one of the 
leading providers in its market and 
supports this position through high 
quality, reliability, innovative de-
sign and competitive pricing. The 
division’s product line consists of a 
wide variety of vans, platforms and 
dump trailers, many of which were 
designed in response to specific 

demand for new products due to 
changes in materials, manufacturing 
techniques or customer needs.

During 2005, the trailer division 
designed and field-tested a new 
composite plate van, which per-
formed to expectations and received 
favorable feedback from potential 
customers.  The trailer has many 
attractive features including what 
is believed to be the largest useable 
volume of any van trailer on the 
market. The composite plate van is 
scheduled for full product release in 
March 2006. The division also con-
tinued to develop additional product 

variations during the year to com-
plement its existing product lines.

Reflecting substantial pent-
up demand after several years of 
declining or soft industry trailer 
sales, Lufkin’s trailer sales again 
increased in 2005, up nearly 30% for 
the year.  Reflecting this momentum, 
the division’s backlog had more 
than doubled by mid-year.  After 
the historical mid year slowness in 
bookings, demand returned late in 
the year and is expected to produce 
2006 bookings similar to 2005.

The trailer division’s growth in 
2005 reflected successful efforts 
to expand its customer base with 
additional fleet sales and increased 
factory owned branch performance. 
In addition, the division broadened 
its domestic dealer network and 
increased its flat, drop, and dump 
sales significantly.  While the 
growing economy fueled by home 
equity and Katrina recovery dollars 
in 2005 acted as a catalyst for this 
growth, the new relationships 
cemented in prior years were often 
the product of sustained effort and 
the consistent implementation of the 
division’s growth strategy.

According to industry sources, 
total industry units sold in 2005 
increased to 254,000 from 236,000 
for 2004, still significantly below 
the industry’s record shipments of 
303,000 units for 1999. With strong 
order growth and quote activity as 
2006 began, the division is looking 
for another solid year. The division’s 
primary areas of focus for 2006 
include increasing direct sales, 
increasing its dealer base through 
expansion in the southwestern 
portion of its market, reducing 
material costs and continuing to 
improve productivity and  
operating efficiencies.
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