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Item 12.   Results of Operations and Financial Condition
 
On May 27, 2004, Flowserve Corporation (the “Company”) issued the attached press release announcing its financial results for the three months ended
March 31, 2004.  A copy of the press release is attached hereto as Exhibit 99.1 and incorporated herein by reference.
 
On May 27, 2004, the Company also hosted a conference call to discuss its financial results for the three months ended March 31, 2004.  A transcript of the
call is attached hereto as Exhibit 99.2 and incorporated herein by reference.
 
The information in this Form 8-K and the attached press release and conference call transcript shall not be deemed “filed” for purposes of Section 18 of the
Securities Exchange Act of 1934, and is not incorporated by reference into any filing of the Company, whether made before or after the date hereof, regardless
of any general incorporation language in such filing.
 
Exhibit Index
 
(99.1)  Press release, dated May 27, 2004, issued by the Company.
(99.2)  Transcript of conference call, dated May 27, 2004.

 
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:  June 2, 2004
 

 
2



Exhibit 99.1
 

Investor Contact: Michael E. Conley
(972) 443-6557

   
  

Media Contact: Sean S. Clancy
(972) 443-6546

 
FOR IMMEDIATE RELEASE
 
 
 

Flowserve’s Bookings Up 9 Percent In First Quarter;
Trend Continues In April, With Monthly Bookings Up 25 Percent Year-Over-Year

 
DALLAS — May 27, 2004 — Flowserve Corp. (NYSE: FLS) today reported net income of $10.7 million, or 19 cents a share, in the first quarter of 2004,
compared with $7.5 million, or 14 cents a share, in the year-ago quarter.  Before special items, first quarter 2003 net income was $12.3 million, or 22 cents a
share.
 
First Quarter Highlights (Comparisons are versus restated first quarter 2003, where applicable.)
•                   Bookings — Up 9 percent.
•                   Backlog — Up 11 percent.
•                   Sales — Up 8 percent.
•                   Operating income — Up 11 percent.
•                   EPS — 19 cents compared with 14 cents.
•                   Debt — Repaid $8 million.
•                   Net debt-to-capital ratio — Improved to 51.8 percent.
•                   Cash flow from operations — $7.2 million.
•                   DSO — Improved 5 days.
 
References to 2003 results represent restated amounts, where applicable.  Special items in 2003 generally relate to the May 2002 acquisition of the Flow
Control Division of Invensys plc.
 

 
 



 
First Quarter Results
First quarter 2004 sales increased 8 percent to $611.3 million compared with $564.3 million in the year-ago quarter.  Bookings increased 9 percent to $662.8
million in the first quarter of 2004 compared with $607.9 million in the prior year period.  Backlog increased 11 percent to $873.0 million at the end of the
first quarter of 2004 compared with $789.6 million at the end of the year-ago quarter, and increased 7 percent sequentially from $818.2 million at year-end
2003.  These increases in bookings and backlog are mainly due to strong bookings performance in the Flow Control Division (FCD) and favorable currency
translation impacts, tempered by increased selectivity in pursuing lower margin project-related business.
 
Compared with last year’s quarter, currency translation had an estimated 7 percent favorable impact on first quarter 2004 sales, bookings and backlog.
 
First quarter 2004 operating income increased 11 percent to $36.3 million compared with $32.6 million in the year-ago quarter.  First quarter 2004 operating
income benefited from higher sales, favorable currency translation and the absence of special items, offset by increases in professional fees, incentives and
redundancy charges.
 
“We are encouraged by the improved tone of our U.S. markets and continued strength of Asia, led by China,” said Flowserve Chairman, President and Chief
Executive Officer C. Scott Greer.  “The higher backlog increases our confidence for the second half of this year.”
 
Cash Flow Remains Solid
Days’ sales outstanding improved to 73 days at the end of the first quarter of 2004, compared with 78 days at the end of last year’s first quarter.  Inventory
turns improved to 3.9-times at the end of the first quarter of 2004 compared with 3.7-times at the end of the year-ago quarter.  The company generated $7.2
million of cash flow from operations in the first quarter of 2004, compared with $13.6 million in the year-ago quarter.
 
The company repaid $8 million of debt in the first quarter of 2004, in addition to funding the previously announced purchase of the remaining interest in
Thompsons, Kelly & Lewis Pty. Ltd.  The net debt-to-capital ratio improved to 51.8 percent at the end of the quarter compared with 58.6 percent at the end of
the year-ago quarter and 52.1 percent at the end of 2003.
 
Tax Rate
The effective tax rate in the first quarter of 2004 was 37.4 percent, compared with 34.5 percent in the year-ago quarter.  The higher tax rate, primarily related
to projected differences in profitability between the company’s domestic and foreign operations and its projected utilization of available tax credits,
adversely impacted first quarter 2004 results by approximately 1 cent a share.
 
FPD Backlog Up, But First Quarter Mix Unfavorable
In the Flowserve Pump Division (FPD), first quarter 2004 sales increased 6.2 percent to $302.5 million compared with $284.7 million in last year’s quarter. 
Absent currency translation, sales were slightly down.   FPD’s bookings in the first quarter of 2004 were $318.5 million, compared with $305.8 million in the
prior year period, with backlog rising 12 percent to $589.6 million.
 
FPD’s operating income was $17.4 million in the first quarter of 2004, compared with $22.6 million in the year-ago period.  “FPD’s results are disappointing,
but the outlook is improving,” Greer remarked.  “In the first quarter, we were adversely impacted by a lower amount of shippable MRO (maintenance, repair
and overhaul) backlog.  First quarter 2004 operating margin was 5.8 percent, compared with 7.9 percent in last year’s first quarter.  Nonetheless, I’m
encouraged about subsequent quarters due to the increase in first quarter backlog, which reflects higher margin project business, productivity improvements
and increases in end-user business activity.”
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FCD Reports Strong Bookings
In the Flow Control Division, bookings in the first quarter of 2004 increased 17 percent to $254.4 million, compared with $216.7 million in the prior year
quarter.  FCD’s first quarter 2004 sales increased 9 percent to $222.6 million, compared with $204.9 million in the year-ago period.  Absent favorable
currency translation, sales were up 2 percent.  Backlog at the end of the first quarter of 2004 was $246.2 million, up 8 percent compared with the prior year
period.
 
FCD’s operating income was up slightly at $10.8 million in the first quarter of 2004, compared with $10.7 million in the year-ago quarter.  Operating margin
was 4.8 percent in the first quarter of 2004, compared with 5.2 percent in last year’s first quarter, reflecting reduced shipments of power-related products and
increased incentive accruals.
 
“Not only are FCD’s bookings and backlog up, but the increases are in nearly all geographic regions and end-user markets, which we haven’t seen for some
time,” Greer noted.
 
FSD Reports Higher Sales, Bookings and Operating Income
The Flow Solutions Division’s (FSD) first quarter 2004 sales increased 11 percent to $94.8 million, compared with $85.1 million in the year-ago quarter. 
Absent favorable currency translation, sales increased 5 percent.  FSD’s bookings in the first quarter of 2004 increased 10 percent to $99.7 million, compared
with $91.0 million in the prior year period.  Backlog at the end of the first quarter of 2004 was $45.9 million, up 13 percent from the end of the prior year
period.
 
FSD’s first quarter 2004 operating income increased 11 percent to $17.4 million, compared with $15.7 million in the year-ago quarter.  Operating margin was
18.4 percent in the first quarter of 2004, about flat compared with 18.5 percent in the prior year period.
 
“FSD once again posted top-tier results and continues to be our best performing division,” Greer said.  “That is why their business model is what we are
moving toward in all of our divisions.”
 
Outlook
“We are encouraged by the improved business conditions and better booking activity thus far in 2004,” Greer said.  “The monthly April bookings are up 25
percent over the prior year.  The size of our backlog is up, and the quality looks better.  Asia remains robust and the rebound in the North American economy
continues to gain momentum.   In our end-markets, we are benefiting from the strength in the petroleum sector.   In power generation, we are seeing increased
nuclear-related parts and service activity.  First quarter bookings in both the general industrial and chemical sectors showed improvement.”
 
Greer reiterated that the company’s top priorities are to continue implementing its end-user strategy throughout all of its businesses, improve operational
performance and reduce debt.
 
The company currently estimates second quarter 2004 earnings per share in the range of 27 cents to 32 cents and full year 2004 earnings per share in the
range of $1.25 to $1.40.
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Conference Call
The company will webcast its investor conference call today at 11:00 a.m. Eastern Time.  This conference call can be accessed through the company’s
website at www.flowserve.com.  More information about Flowserve Corp. can also be obtained by visiting this website.
 
Flowserve Corp. 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 contains various forward-looking statements and includes assumptions about Flowserve’s future market
conditions, operations and results. These statements are based on current expectations and are subject to significant risks and uncertainties. They are made
pursuant to safe harbor provisions of the Private Securities Litigation Reform Act of 1995. Among the many factors that could cause actual results to differ
materially from the forward-looking statements are: material adverse events in the national financial markets; changes in the already competitive
environment for the company’s products or competitors’ responses to Flowserve’s strategies; the company’s ability to integrate past and future acquisitions
into its management operations; political risks, military actions or trade embargoes affecting customer markets, including continuing conflict in Iraq with its
potential impact on Middle Eastern markets and global oil producers; the health of the company’s various customer industries, including the petroleum,
chemical, power and water industries; economic turmoil in areas outside the United States; global economic growth; unanticipated difficulties or costs
associated with new systems, including software; the company’s relative geographical profitability and its impact on the company’s utilization of foreign tax
credits; and the recognition of significant expenses associated with adjustments to realign the company’s facilities and other capabilities with its strategies
and business conditions, including, without limitation, expenses incurred in restructuring the company’s operations and the cost of financing, including
increases in interest costs, and litigation developments.  Flowserve undertakes no obligation to update or revise any forward-looking statements contained
herein as a result of new information, future events or otherwise occurring after the date on which such forward-looking statements are made.  New factors
emerge from time-to-time, and it is not possible for Flowserve to predict all such factors.
 

(Tables Follow)
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Flowserve Corporation

Income Statements
March 31, 2004

 
Condensed
Consolidated

 
Amounts in millions, except per share data 1st Quarter

2004
 

2003
      
Sales $ 611.4 $ 564.3
Cost of sales 433.3 395.7
Gross profit 178.1 168.6

Selling, general & administrative expense 141.8 128.6
Integration expense — 6.4
Restructuring expense — 1.0

Operating income 36.3 32.6
Loss on optional prepayments of debt — —
Net interest expense 19.8 20.2
Other expense (income), net (0.6) 1.0
Earnings before income taxes 17.1 11.4
Provision for income taxes 6.4 3.9
Net earnings $ 10.7 $ 7.5
      
Average shares outstanding — basic 55.2 55.2
Average shares outstanding — diluted 55.4 55.2
      
Earnings per share basic:
Net earnings $ 0.19 $ 0.14
Earnings before special items* $ 0.19 $ 0.22
      
Earnings per share diluted:
      
Net earnings $ 0.19 $ 0.14
Earnings before special items* $ 0.19 $ 0.22
      
Bookings $ 662.8 $ 607.9
Ending backlog $ 873.0 $ 789.6
 

* Special items relate to the acquisition and integration of the flow control division of Invensys plc (IFC). See Special Items table for reconciliation of
operating income, net earnings and earnings per share to operating income before special items, net earnings before special items and earnings per share
before special items.
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Flowserve Corporation
Balance Sheets
March 31, 2004

 
Condensed
Consolidated

 
 

 
Amounts in millions

 

      
March 31, December 31,

Assets 2004 2003
      
Current assets:

Cash and cash equivalents $ 39.7 53.5
Accounts receivable, net 497.5 499.9
Inventories 440.2 435.9
Prepaids and other current assets 110.3 101.7

Total current assets 1,087.7 1,091.0
      
Property, plant and equipment, net 438.3 440.3
      
Goodwill, net 872.5 871.5
Other intangible assets, net 163.9 167.3
Other assets 233.2 230.6
      
Total assets $ 2,795.6 2,800.7
      
Liabilities and Shareholders’ Equity
      
Current liabilities:

Accounts payable $ 275.7 262.5
Accrued liabilities 294.8 303.6
Long-term debt due within one year 78.6 66.5

Total current liabilities 649.1 632.6
      
Long-term debt due after one year 857.7 879.8
Post-retirement benefits and deferred items 453.5 467.5
Total long-term liabilities 1,311.2 1,347.3
      
Shareholders’ equity 835.3 820.8
      
Total liabilities and shareholders’ equity $ 2,795.6 2,800.7
 
 
Note: Flowserve’s management believes that the integration and restructuring expenses included in the results above, while indicative of efforts to integrate
the Invensys plc (IFC) acquisition into Flowserve’s business, do not reflect ongoing business results. Management has defined these expenses as special
items. Management believes that investors can better evaluate and analyze historical and future business trends if they also consider results of operations
without these special items. Management utilizes earnings excluding these special items to evaluate corporate and segment performance and in determining
certain performance-based compensation. Earnings before special items are not a recognized measure under generally accepted accounting principles (GAAP)
and should not be viewed as an alternative to GAAP measures of performance. The reconciliation table above reconciles earnings per share before special
items to earnings per share on a GAAP basis.
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Flowserve Corporation
Statement of Cash Flows

March 31, 2004
 

Condensed
Consolidated

 
 
Amounts in millions

 

1st Quarter
2004 2003

      
Cash flows — Operating activities:
Net earnings $ 10.7 $ 7.5
        
Adjustments to reconcile net earnings to net cash provided by operating activities:
      
Depreciation 15.5 15.5
Amortization 3.3 2.5
Financing fees and other 1.2 1.4
Change in assets and liabilities, net of acquisitions:

Accounts receivable 0.4 6.8
Inventories (2.7) 0.2
Prepaid expenses (6.7) (9.3)
Other assets (3.2) (1.2)
Accounts payable 0.4 (18.8)
Accrued liabilities (0.5) (7.5)
Income taxes payable 7.5 7.5
Retirement benefits and other liabilities (7.0) 3.6
Net deferred taxes (11.7) 5.4

Net cash flows provided by operating activities 7.2 13.6
      
Cash flows — Investing activities:

Capital expenditures (6.9) (5.5)
Cash received for disposals of assets 3.6 —
Payments for acquisitions, net of cash acquired (9.4) —
      

Net cash flows used by investing activities (12.7) (5.5)
      
Cash flows — Financing activities:

Payments on long-term debt (8.0) (20.0)
Net cash flows used by financing activities (8.0) (20.0)
      
Effect of exchange rate changes (0.3) 1.2
Net change in cash and cash equivalents (13.8) (10.7)
Cash and cash equivalents at beginning of period 53.5 49.2
      
Cash and cash equivalents at end of period $ 39.7 $ 38.5
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Flowserve Corporation

Special Items Reconciliation
For The Quarter Ended March 31,

 
Amounts in millions, except per share data

Operating Income Net Earnings Earnings Per Share
2004

 

2003
 

2004
 

2003
 

2004
 

2003
Operating income, before special items $ 36.3 $ 40.0
Net earnings, before special items $ 10.7 $ 12.3
Net earnings per share, before special items $ 0.19 $ 0.22
              
Special Items

Integration expense — (6.4) — (4.2) — (0.07)
Restructuring expense — (1.0) — (0.6) — (0.01)

              
Operating income $ 36.3 $ 32.6
Net earnings $ 10.7 $ 7.5
Earnings per share $ 0.19 $ 0.14

 

Note:  Flowserve’s management believes that the integration and restructuring expenses included in 2003, while indicative of efforts to integrate the
Invensys plc (IFC) acquisition into Flowserve’s flow control division, do not reflect ongoing business results.  Management has defined all of these expenses
as special items. Management believes that investors can better evaluate and analyze historical and future business trends if they also consider results of
operations without these special items. Management utilizes earnings excluding these special items to evaluate corporate and segment performance and in
determining certain performance-based compensation. Earnings before special items are not a recognized measure under generally accepted accounting
principles (GAAP) and should not be viewed as an alternative to GAAP measures of performance. The reconciliation table above reconciles operating
income, net earnings and earnings per share, all on a GAAP basis, as reflected in Flowserve’s Consolidated Income Statement to the same measures excluding
special items.
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Flowserve Corporation

Supplemental Segment Information
March 31, 2004

 
Amounts in millions

  

            

Quarter ended March 31, 2004
Flowserve

Pump
 

Flow
Solutions

 

Flow
Control

 

All
Other

 

Consolidated
Total

            
Total division bookings $ 318.5 $ 99.7 $ 254.4 $ (9.8) $ 662.8
            
Total division sales $ 302.5 $ 94.8 $ 222.6 $ (8.5) $ 611.4
            
Segment operating income 17.4 17.4 10.8 (9.3) 36.3
            
Quarter ended March 31, 2003

Flowserve
Pump

 

Flow
Solutions

 

Flow
Control

 

All
Other

Consolidated
Total

            
Total division bookings $ 305.8 $ 91.0 $ 216.7 $ (5.6) $ 607.9
            
Total division sales $ 284.7 $ 85.1 $ 204.9 $ (10.4) $ 564.3
            
Segment operating income (before special items*) $ 22.6 $ 15.7 $ 10.7 $ (9.0) $ 40.0
            
 

 
* Special items in 2003 relate to the acquisition and integration of the flow control division of Invensys plc (IFC). The Company evaluates segment

performance based upon segment operating income before special items.
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FLS - Q1 2004 Flowserve Corporation Earnings Conference Call
 
 
CORPORATE PARTICIPANTS
 
 Michael Connolly
 Flowserve Corporation - Director of Investor Relations
 
 Scott Greer
 Flowserve Corporation - Chairman, President and CEO
 
 Renee Hornbaker
 Flowserve Corporation - Vice President and CFO
 
 
CONFERENCE CALL PARTICIPANTS
 
 Andrea Wirth
 Robert W. Baird - Analyst
 
 Ian Fleischer
 Friedman, Billings and Ramsey - Analyst
 
 Jerome Land
 Mill Brook Capital - Analyst
 
 Jamie Cook
 Credit Suisse First Boston - Analyst
 
 John Luke
 RS Management - Analyst
 
 Stewart Blickman
 Standard and Poors Equity and Research - Analyst
 
 Charlie Brady
 Hibernia Southwest Capital - Analyst
 
 Scott Graham
 Bear Stearns - Analyst
 
 Wendy Caplan
 Wachovia Securities - Analyst
 
 
PRESENTATION
 
Operator
 
 Good morning, ladies and gentlemen. Welcome to the Flowserve First Quarter Conference Call. At this time, all participants are in a listen-only mode.
Following today’s presentation, instructions will be given for the question and answer session. If anyone needs any assistance at any time during today’s
conference, please press the star followed by the zero. As a reminder, this conference is being recorded today, Thursday, May 27th, 2004. I would now like to
turn the conference over to Mr. Michael Connolly. Please go ahead, sir.
 
 Michael Connolly - Flowserve Corporation - Director of Investor Relations
 
 Thank you, Jeff. Good morning to everyone and welcome to the Flowserve First Quarter Conference Call. I’m Mike Connolly, Director of Investor Relations
for Flowserve and we thank you for being with us today. Before we get started this morning, let me remind you that a replay of this call will be available
today beginning at 1:00 p.m. Eastern Time through 11:00 p.m. Eastern Time on Sunday, June 27th. The access number is 800-405-2236. Outside the U.S., it’s
303-590-3000. The pass code is 581034 pound for either number. The you can also access a replay of this call through our website at www.flowserve.com. I’ll
repeat this information at the end of today’s call.
 
Joining me today are Scott Greer, Chairman, President and CEO of Flowserve and Renee Hornbaker, Vice President and CFO. Scott will have some opening
comments and perspectives. Next, Renee will provide additional commentary and then Scott will have some final thoughts. After that, we’ll move into the
Q&A.
 
Regarding forward-looking statements, I’ll refer to you this morning’s news release for Flowserve’s remarks on the topic. The Safe Harbor Statement in that
release also applies to all statements made during this conference call. The information this this conference call, including the initials statements by Scott and
Renee plus to answers to questions related in any way to any projections or other forward-looking statements are subject to the previous Safe Harbor
Statement.
 
With that, I’ll turn it over to Scott.
 



 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Thanks, Mike. Good morning, everyone.
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As you know, this morning we announced net income of 19 cents per share for the first quarter of 2004. More importantly, for the future, we announced
improved bookings, up 9% fore quarter and this trend continues through the month of April as we saw a 25% year over year increase in bookings. The impact
of these bookings benefits the second half of the year. The U.S. and Asia, in particular China, showed good bookings growth in the first quarter while Europe
excluding currency was down.
 
That said, the major incremental bookings were in project, though we are seeing some pickup in the North America MRO business too. If this trend continues,
it would have a positive impact on our bottom line because of the higher margin for MRO.
 
We have continued to generate good cash from operations. In the first quarter, we generated 7.2 million of cash flow from operations and repaid 8 million of
debt. As a result, our net debt to capital ratio improved to 51.8 from 52.1 at the end of 2003.
 
As you know, we have been implementing our end user strategy across all our divisions. This strategy is designed to focus directly on our end user customer
and increase our share of after market business with them. We have also announced a number of metrics by which to measure our progress as we implement
this strategy. I am pleased to say that in the first quarter of 2004, these metrics continue to reflect good progress.
 
In the first quarter of 2004, our pump division had its best end user bookings quarter in North America since our acquisition of IDP in August of 2000.
Sequentially increasing by 14.6 million, it’s share of end users spend that region. This increase in total North American end user bookings is evidence of our
strategy paying off.
 
Our distribution organization is re-engaging with our customer and we are becoming more responsive.
 
Our seal business in the first quarter established 14 new customer alliances, which includes fixed fee and preferred provider agreements. Importantly, four of
those alliances are outside of North America, which reflects the global focus of our seal business strategy.
 
In our valve business, in the first quarter, the total dollar value of sales related to our portfolio selling initiative was 3 million, up from 1.2 million in the
fourth quarter of 2003. While the absolute dollar numbers might not be significant yet, they are important in that they clearly illustrate this strategy is
continuing to gain traction.
 
Now, I’ll make a few comments about our end market. Production-related petroleum activity remains good, particularly in Asia, West Africa and the CIS. In
the U.S. and and Canada over the next couple of years, many of the downstream projects will continue to be driven by clean fuel requirements.
 
Our outlook for L&G continues positive. We are seeing improvements in chemical and general industrial bookings. MRO business is also better, which is
very encouraging.
 
In the power industry, we are benefiting from projects that extend the life of nuclear plants. Likewise, we are participating in some coal fire projects in the
U.S.
 
Now, I’ll turn it over to Renee.
 
 Renee Hornbaker  - Flowserve Corporation - Vice President and CFO
 
 Thanks, Scott. Good morning, everyone.
 
My comments this morning will compare first quarter 2004 results with last year’s first quarter. As you will note, in general, our results indicate that overall
business conditions are improving.
 
Scott mentioned earlier Q1 was a good quarter in terms of bookings. Consolidated bookings increased 9% to 662.8 million. Looking at the individual
segments in Q1, pump bookings were up 4% led by stronger North American bookings. Flow control bookings were up 17%, which is the highest booking
level for SPD since our acquisition of IFC in May of 2002. And Flow Solutions bookings were up 10%.
 
Each of our businesses saw year over year increases in their North American bookings. These increases suggest that conditions in this market are continuing
to improve. Q1 consolidated sales were up 8% compared with last year’s quarter. The lion’s share of the strong bookings we saw in the first quarter are orders
for longer lead time products, typically with deliveries the few quarters hence. So they generally aren’t reflected in the current year quarter sales numbers.
 
We also have continued to build backlog in all of our segments. Our first quarter backlog increased 11% to 873 million versus the prior year quarter.
 
The strength of certain foreign currencies, most notably the Euro, continues to have a positive impact on bookings, backlog and sales on the order of about
7%. Nonetheless, it is important and encouraging to note that excluding currency, bookings, backlogs and sales are still higher year over year.
 
Q1 gross profit was $178.1 million, up 6% from last year. While gross margin percentage declined 80 basis points to 29.1%. The decline in margin was
primarily due to mix, which as we’ve already said, is more skewed to project, which generally have lower margins. In fact, originally equipment sales were up
about 11% year over year.
 
Operating income for Q1 increased 11% to $36.3 million compared with last year’s Q1. Compared with last year’s operating income before special items,
operating income was down about
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9%. This decline is primarily due to a higher proportion of projects in the mix and to higher SG&A due to currency translation of about 6% and as a result of
about 2.4 million in higher professional fees, generally related to restatement in legal matters. These expenses are expected to be about 3 million higher in Q2
‘04 than in Q2 ‘03, but then we expect these to reduce somewhat as we move through 2004.
 
Q1 operating margin was 5.9 %, compared with last year’s 5.9%, or 7.1% before special items. During the quarter, we also incurred about 1.2 million in
redundancy costs as we continue to streamline the business. In addition, incentives increased about 1.6 million from the prior year due to improved Q1
performance against plan.
 
There was a 1.4 million swing to the good in Q1 in other income category as other income was 600,000 this year compared with expense of about 800,000
last year. The reason for this positive swing was generally due to the sale of a license.
 
Q1 cash payments associated with the IFC integration and restructuring were about 1.3 million, primarily severance payments, mainly in Europe.
 
Looking at our debt structure at the end of Q1, our effective average interest rate was about 7.7%. As I’ve said before, this rate will likely continue to
gradually move higher as rates inch upward and because as we repay debt it, is a lower cost term debt that gets paid down first. We are continuing to evaluate
opportunities to improve our capital structure, including terming out some of this debt, which could impact rates as well. At the end of Q1, 53% of our debt
was floating, after giving effect to the 175 million in interest rate flux. Under our revolving credit facility at the end of Q 1rx we had about 46 million
supporting letters of credit and nothing drawn leaving 254 million available.
 
In Q 1 the effective tax rate was 37.4% compared with 34 1/2% last year. This increase in tax rate results from the differences in profitability between our
domestic and foreign operations and projected utilization of tax credit. Most of our interest expense is U.S.-based, which reduces U.S. taxable income. We are
planning to utilize a higher proportion of foreign tax credit carry forwards in 2004. As the benefit of these credits was largely used in prior year’s rates, we
generally do not get a rate benefit in 2004, although we expect to get a cash benefit related thereto.
 
Cash flow from operations was 7.2 million in Q1. DSO improved five days to 73 at the end of Q1 from 78 days a year ago as we continue to successfully focus
on collections, reducing past due receivables. Inventory turns improved to 3.9 times at the end of Q1 from 3.7 times in last year’s quarter.
 
Working capital used 9.1 million of cash in Q1 compared with the use of 21.1 million in the year ago quarter. However, taxes with a 4.2 million use of cash in
Q1 2004 compared with a benefit of 8.3 million in 2003, in part due to the higher earnings in 2004. This difference is also due to a tax loss benefit on a divest
tour in the quarter.
 
Cap Ex was 6.9 million in Q 1, up slightly from the 5.5 million in Q1 last year. For full year 2004, we continue to estimate Cap Ex will be around 35 million.
Up versus last year, but still fairly modest. Also in the quarter, we had outflows of 5.1 million for acquisitions net of divestures.
 
Q1 D&A was 18.8 million, up from 18 million last year. Of this amount, of which is 15.5 million for depreciation. For full year 2004, we continue to estimate
depreciation and amortization will be in the area of 75 million.
 
Now I’ll turn it back to Scott.
 
 Scott Greer  - Flowserve Corporation - Chairman, President and CEO
 
 Thanks, Renee.
 
Well, as you can tell, we are optimistic about our markets, especially so given the improved bookings picture thus far in 2004. This in turn has bolstered our
backlog, which already has increased and is expected to have better margins this year than last year. This, however, together — this together with expected
improvements in operational performance should help us improve our operating results in future periods. Our customers seem to be increasing their spending,
as we are seeing signs of improved industrial and chemical activity. Plus Asia continues to be a good source of demand for our products and services, and the
recovering U.S. economy is steadily gaining steam.
 
We continue to focus on cash flow generation, working capital efficiency and operational excellence. Top priorities are to further reduce debt and to build
our existing successes in expanding our end user strategy to all of our business segments.
 
In all, we are upbeat about our business and see realistic opportunities for 2004 results being better than 2003. For the second quarter of 2004, we expect
earnings per share to be in the range of 27-32 cents. This includes higher professional fees and the higher tax rate compared with last year. For the full year
2004, we currently forecast earnings per share in the range of $1.25 to $1.40, and if the current robust trend continues in bookings, we plan to revise upward
or full year forecast accordingly.
 
Now I’ll hand it back to Mike, to begin the questions and answers.
 
 Michael Connolly - Flowserve Corporation - Director of Investor Relations
 
 Okay, Scott, thank you.
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Before we start Q&A today, let me remind you that although business conditions are subject to change, in accordance to with Flowserve’s policy, the current
earnings guide is as effective as the date given, and will not be updated until the company publicly announces updated guidance. This guidance is also
subject to our Safe Harbor statement previously noted. And now let’s go to Q&A. I’ll ask, during the first round of questions, that callers limit themselves to
one question with one follow-up. Jeff, if you could set us up?
 
QUESTION AND ANSWER
 
 
Operator
 
 Thank you, sir. [Caller Instructions] Our first question comes from Scott Graham of Bear Stearns. Please go ahead.
 
 Scott Graham - Bear Stearns - Analyst
 
 Good morning, Scott, Renee, Mike.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Good morning.
 
 Scott Graham - Bear Stearns - Analyst
 
 I do have one question and one follow-up. Could you elaborate a little bit on the core sales decline in pumps, ex out the FX there, what happened in that
business?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 If you mean in bookings, if you take out the — If I take out the sales — I mean, you say in your — in your press release that ex-currency, sales were down
slightly. Right. Well, part of it is when they enter the quarter their shippable backlog for that first quarter, was not there. So it was really a question of timing.
Their backlogs did not [INAUDIBLE] up in the quarters, it’s a question of timing. Much of it is trending in the third and fourth quarter, some of it in the
second quarter. And they’ve continued to gain steam. Actually, if you look at from a booking standpoint, also ex-currency, I think it may have been slightly
down in the first quarter, however, the big jump in April, as we entered the second quarter is actually attributable in large part to pumps. So some of it I think
just swung from quarter to quarter.
 
 Scott Graham - Bear Stearns - Analyst
 
 Okay. And secondly, more housekeeping, what would we expect the full year tax rate to be?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Renee, you want to answer that? Right. At this point, the rate that we’ve used for the quarter is th rate that we’re projecting for the full year. Now that can
change based on the mix of earnings as we
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move through the year and any changes to our tax planning strategies. But at this point in time, the 37.4 would be our expected rate for the year.
 
 Scott Graham - Bear Stearns - Analyst
 
 Good. According to Mike’s instructions, I’ll get back in the queue. Thanks.
 
 Michael Connolly - Flowserve Corporation - Director of Investor Relations
 
 Thank you, Scott. Okay.
 
Operator
 
 Thank you, our next question comes from Wendy Caplan with Wachovia Securities.
 
 Wendy Caplan - Wachovia Securities - Analyst
 
 Morning.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Hi Wendy.
 
 Wendy Caplan - Wachovia Securities - Analyst
 
 Hi. Can you comment on the OEM versus after market mix, both in terms of the um, the OEM versus after market mix in revenue as well as in the backlog.
My follow-up is margin in the backlog versus the consolidated margin that you posted in the quarter?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Well okay. From a standpoint of sales, a lot of the OE I think was up about 11% from prior, so the mix was skewed more than normal to OE and a lot of that
was simply shipping from the backlog that we had. If I look at the backlog, the new backlog, it seems to be as a better balanced, and I have to look — pull the
number, but if I remember correctly, it would be a better OE to after market new bookings than we would have had in the bookings coming into the year.
 
 Renee Hornbaker - Flowserve Corporation - Vice President and CFO
 
 Wendy, if you look at the sales percentage of OE was about 58 1/2% in the first quarter of this year versus 57.2% last year. So it’s up as a percentage.
 
 Wendy Caplan - Wachovia Securities - Analyst
 
 And the margin that you recorded this quarter versus the margin in backlog?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 I would say— you know, we don’t have it— I don’t have a detailed number, but I would say that the backlog margins are better than what we were shipping
in the first quarter on OE business. Because it includes of some of our proprietary, it includes, in all — across all of our product line. Also, in these booking
numbers we have been much more cautious on projects that we pass. We are not taking some low margin business and actually our bookings are reflecting
that. Even though they were up, we walked away from some.
 
 Wendy Caplan - Wachovia Securities - Analyst
 
 Okay. Just to clarify your first comment that it was, that the sales in the quarter were skewed, was that 60/40, 70/30, what kind of level of magnitude was
that?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 That was the number that Renee gave. I think it was 58 OE, 42%.
 
 Wendy Caplan - Wachovia Securities - Analyst
 
 Okay. Great. Thank you very much.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 You’re welcome.
 
Operator
 
 Next question comes from Andrea Wirth from Robert W Baird. Please go ahead with your question.
 
 Andrea Wirth - Robert W. Baird - Analyst
 
 Good morning.
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 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Good morning.
 
 Andrea Wirth - Robert W. Baird - Analyst
 
 Hi. I’m— on the pump side, could you give guidance on the margins, you kind of started underwater in the first quarter compared to prior year. Can you give
us an idea of what the ramp is going to look like? Given your guidance it looks like it should be a pretty steep ramp. Is part of that due to the elimination of
more money losing projects or just kind of give us an idea on the pump side?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Yeah, if you look at, first of all, the way some of the new — newer bookings that have come in the last couple of quarters, in fact, in Wendy’s question we
were talking about the margins of backlog, the improvement really started in the fourth quarter, then continue to be in the first quarter. That shifts at the latter
part of the year, so in our guidance, there is a ramp-up and it starts, would be in third and fourth quarter for the pump divisions. Actually if you’re talking
sequentially, you’re going to see in the second quarter we are forecasting improved margins in the pump division.
 
 Renee Hornbaker - Flowserve Corporation - Vice President and CFO
 
 I would also point out that in the first quarter in terms of bookings, pump’s percentage of bookings after market was up from the first quarter of 2003 and so
that bodes well. Some of those are nuclear after market bookings which don’t necessarily turn in the same quarter and those are very profitable as well.
 
 Andrea Wirth - Robert W. Baird - Analyst
 
 Okay. Okay. And then I just— just as my follow-up, you had said April orders up 25%, what was the FX benefit just in April and can you also kind of give us
idea what the progression was from January to February to March to April, maybe give us an idea on May.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 We would guess that probably only 4-5% would be the FX. So it was a real strong month.
 
 Andrea Wirth - Robert W. Baird - Analyst
 
 Mm-hmm. Can you give us an idea about the progression month to month, you know, in April—
 
 Renee Hornbaker - Flowserve Corporation - Vice President and CFO
 
 Speaking of FX?
 
 Andrea Wirth - Robert W. Baird - Analyst
 
 No, in terms of orders overall, you know, did we see a significant bump-up from, you know, February to March, March to April? Has this been a continuous
or was one month slower than the others?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Well, January was much slower and it picked up, started in February. March was pretty good and then April’s actually gotten better.
 
 Andrea Wirth - Robert W. Baird - Analyst
 
 Okay. Can you give us an idea on May?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Not yet.
 
 Andrea Wirth - Robert W. Baird - Analyst
 
 Okay.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Not— I’ll tell you why, because often times you may have something that you’re expecting to book. It could be something you’ve been working and it can
slip easily from one month to the next, so we best not.
 
 Andrea Wirth - Robert W. Baird - Analyst
 
 Fair enough. Thanks.
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 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 You’re welcome.
 
Operator
 
 Thank you. Next question comes from Ian Fleischer with Friedman, Billings and Ramsey. Please go ahead.
 
 Ian Fleischer - Friedman, Billings and Ramsey - Analyst
 
 Good morning.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Good morning, Ian.
 
 Ian Fleischer - Friedman, Billings and Ramsey - Analyst
 
 Good morning. Just to touch on longer-term margins, do you still feel it’s possible to get your consolidated operating margins to the 15% area? And what
kind of progression, do you think that’s more back-end loaded, if you could comment on that.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Well, I think it’s going to be over the next few years you’ll see steady margin improvement with our business. Some of that is internally driven. I know, you
know, I look and there are a few just pockets of our business that continue to underperform the rest and those are where we’re really focusing on just
correcting their execution. That actually helps support the top line because they haven’t been executing well and on time. They have had cost overruns. So,
you know, with this current trend where we’re seeing improved bookings, in all sectors, this is the first time in some of these sectors for a long time we’ve seen
any kind of improvement, particularly general, industrial and chemical, that’s going to help make our job even that much easier. So I would say the
progression, you’re going see margins higher in the second half of this year as the backlog that we’ve been booking over the last couple of quarters starts to
shift. I think it’s going continue right into ‘05.
 
 Ian Fleischer - Friedman, Billings and Ramsey - Analyst
 
 Okay, and just switching gears a little bit, if you could touch on the kind of growth, you think you can achieve in the chemical end market over the next, say,
18 months and how that would be spread across your different divisions.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Well, it would probably be spread evenly across the divisions. Well, no, actually I would think that you would probably see quicker growth in pump and
valve, simply because the nature of our seal business, they have not suffered as much with the reduction in spending in the chemical business. That’s due to
their alliances and their fixed fees. They have such a high percent of maintenance spend, they’ll benefit some as some of the chemical plants take parts of
their plants out of mothballs, they will be spending some, but I would expect pumps and valves to have a quicker or higher impact and they have been more
hurtful over the past year.
 
 Renee Hornbaker - Flowserve Corporation - Vice President and CFO
 
 That said, though, the proportion of business to the chemical market is much higher in our valve business than it is in pumps. So it will show up probably
more dramatically in the bottom line in valves.
 
 Ian Fleischer - Friedman, Billings and Ramsey - Analyst
 
 Okay. Thank you.
 
Operator
 
 Thank you. Our next question comes from Jerome Land with Mill Brook Capital. Please go ahead.
 
 Jerome Land - Mill Brook Capital - Analyst
 
 Hi. First of all, we haven’t heard anything this quarter about material costs, which was a big topic last quarter. What’s the status right now of your pricing on
nickel and steel and how is it going passing that along, if you are?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 I mean there continue to be some pricing pressures. I’ll tell you nickel had actually, during the last, I guess about the last eight weeks has actually been
coming down somewhat. It had really spiked. We have instituted some surcharges where, applicable on material costs, but we’ve been able to push back on
some of our suppliers. We continue to reduce the number of suppliers. So we
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have been— it is not— it is not a big impact on our bottom line thus far. We actually think net will be able to prevent net material increases this year.
 
 Jerome Land - Mill Brook Capital - Analyst
 
 Okay. So you continue to—
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 There is some, yeah, there is some. And some of it we’ve had to respond by moving some things off shore some more as far as purchases are.
 
 Jerome Land - Mill Brook Capital - Analyst
 
 Okay, and can you tell me the total amount of incentive accruals in the quarter?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Renee, do have you that number?
 
 Renee Hornbaker - Flowserve Corporation - Vice President and CFO
 
 I do . It was about 5.4 million.
 
 Jerome Land - Mill Brook Capital - Analyst
 
 And in what division or where was that?
 
 Renee Hornbaker - Flowserve Corporation - Vice President and CFO
 
 That was all, in all of our divisions as well as our corporate expenses had some incentive accrual during the quarter. The increase year over year most
significantly impacted our flow control business.
 
 Jerome Land - Mill Brook Capital - Analyst
 
 Okay, and forgive me if I’m missing something here, but I’m not exactly clear on what the driver is for increasing incentive accruals when you had kind of an
anemic sort of flat sales and margins are down. You know, who is getting a bigger bonus this year?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Well, first of all, we have a full year plan and that is how we look at our bonus. So we look at where our forecast for our plan we expect for the full year, we
will be up in all divisions from prior year against planned and therefore we have to accrue some percentage of that as it rolls out. We can’t, we can’t leave it
all for the fourth quarter.
 
 Jerome Land - Mill Brook Capital - Analyst
 
 All right. Thanks very much.
 
 Renee Hornbaker - Flowserve Corporation - Vice President and CFO
 
 But I would just point out that if you recall in 2003 when we didn’t hit our full-year plan for the year, all that was reversed out. So as we go along and we
don’t find that we’re meeting plan, those will be reversed out.
 
 Jerome Land - Mill Brook Capital - Analyst
 
 Got it. Thanks.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Plan drivers are both the income and cash flow for the year.
 
Operator
 
 Thank you. Our next question comes from Jamie Cook with CSFB. Please go ahead.
 
 Jamie Cook - Credit Suisse First Boston - Analyst
 
 Hi, good morning, guys.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Good morning, Jamie.
 
 Jamie Cook - Credit Suisse First Boston - Analyst
 



 My first question, can you talk a little bit about what you’re seeing on the desulfurization of fuels, whether you’re seeing any push backs in that area? My
second question, I’m just trying to get a feel
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for what your assumptions are for the high and low end of guidance that you gave?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 All right. From the desulfurization, our refinery spending to [downstream] petroleum is up, but it would be single digits and it’s a little lower than one might
expect simply because if you’re looking right now, the refineries are still running flat out. I mean they haven’t seen these kind of crack spreads in a long time.
So they are low to bring anything down, but the business sup. We expect that will continue. There will be a push to get it done, but right now, they are
generating as much income as they can and refining as much crude as they can. The assumption from the high to the low, assumptions to the high is that some
of the things we believe we can execute internally, that business remains reasonable and that our execution internally is working. So it really is — the high
end is based on some of the things that projects we have in-house.
 
 Jamie Cook - Credit Suisse First Boston - Analyst
 
 And—
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 There is no— to answer what you probably driving at, there’s no real assumption on a tremendous favorable mix. If it’s a mix and these bookings continue at
this rate, then we would move on beyond the high range and we would have to rechange our whole guidance.
 
 Renee Hornbaker - Flowserve Corporation - Vice President and CFO
 
 But I, I think it’s fair to say, Jamie that, a lot of it’s driven off of just where sales end up for the quarter and some of that’s dependent on shipments in the — in
May and June and the timing of getting the shipments out, et cetera. So it’s really related to shipments and then the bookings of the quick turn around in, at
this point, mostly in June.
 
 Jamie Cook - Credit Suisse First Boston - Analyst
 
 Okay. Thank you very much.
 
Operator
 
 Thank you. Next question comes from John Luke with RS Management. Please go ahead.
 
 John Luke - RS Management - Analyst
 
 Hi. I actually just had two questions. I wanted to follow up on that, the incentive question. I had sort of similar feelings. Is it the case that the incentive comp
was up in the quarter because your first quarter performance was ahead of plan or because your full year expectations for performance are ahead of plan?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 It has to be both. We planned, we had a weak first quarter plan looking at where our backlog was and we also have an expectation for the full year. Our
expectation for the full year was that we would be off and that there would be no pay out, we wouldn’t be accruing in the first quarter even if on the plan. So
we— they both work
 
 John Luke - RS Management - Analyst
 
 But in terms of earnings performance that seems sort of in line with your guidance at the end of the year, correct?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Right. You mean first quarter, yes.
 
 John Luke - RS Management - Analyst
 
 Yes. So was your guidance, then, that you gave above the internal plans that you have set?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 No, no, no. There— guidance would be below our internal plan.
 
 John Luke - RS Management - Analyst
 
 Okay. Okay . And then, in terms of, you know, last year there were $23-24 million, I believe, of integration and restructuring expenses that were incurred.
Can you talk a little bit about where we’re seeing those benefits in the operating numbers this year?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
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 When we took them out in last year, so you’re looking at year on year comparisons.
 
 John Luke - RS Management - Analyst
 
 Right.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Follow me? And where you’re not seeing the full amount of the 20-some million of the savings, is that if you look at when we started into integration, the
[Bell] business, the business is still down significantly where it was. And so the reduction in top line has caused some of that to disappear in the first quarter.
As the bookings appear and it was up significantly in their bookings, they be— then you start seeing it drop through then.
 
 John Luke - RS Management - Analyst
 
 Okay. Okay. Thank you.
 
Operator
 
 Our next question is a follow-up question from Scott Graham. Please go ahead.
 
 Scott Graham - Bear Stearns - Analyst
 
 Yeah, just, again, some more housekeeping stuff around the free cash flow. Do you expect to source cash out of, or I should say I’m sure you do, but I mean
can you give us an order of magnitude on how cash will be sourced out of working capital for the balance of the year, Renee.
 
 Renee Hornbaker - Flowserve Corporation - Vice President and CFO
 
 Sure. I think it’s going to come from inventory significantly and we still expect to get some improvement out of accounts receivable as well during the year,
but I would say this year we’re more reliant on inventory improvements. We’ve made a loot of good progress in accounts receivable. There is still more we
can make, but we’re counting on more improvements from inventories this year and we believe that our programs that we have in place are gaining some
traction.
 
 Scott Graham - Bear Stearns - Analyst
 
 Would it be fair to say that that improvement could be along the lines of [5%] in the turnover in DSO ratios?
 
 Renee Hornbaker - Flowserve Corporation - Vice President and CFO
 
 I’m sorry, would— I couldn’t hear you
 
 Scott Graham - Bear Stearns - Analyst
 
 5-10% in the inventory turnover and DSO ratios? 5-10% improvement by the end of the year?
 
 Renee Hornbaker - Flowserve Corporation - Vice President and CFO
 
 Might be a bit high.
 
 Scott Graham - Bear Stearns - Analyst
 
 Okay. 0-5 maybe? Okay.
 
I guess lastly, you know, you alluded to this briefly in the press release. I think in the pumps division where your, you are fairly optimistic about the outlook
because of productivity. Could you talk about productivity and what you guys are doing to your cost structure these days that, you know, you don’t
necessarily announce or talk about because maybe it’s a bunch of small things, but could you tell us what some of your operational excellence goals are this
year?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Well, a lot of them, Scott, are going— you’re going to see resulting in shortening cycle time and our ontime deliveries and those tend to help us generate
better sales at higher margins. I mean those are the key type of thing that we really want to first and foremost to get them in line with our seal business which
allows them to sell a premium, but in addition, we continue to shed jobs. Renee, I think mentioned within the quarter there was about 1.2 million of
redundancy costs and those are as we continue to take out costs we have from charges. Now, as we said in the past, going forward, we’ll take those, we take
those hits when they occur. They won’t be called special items. So we continue to reduce the number of people required per dollar of sales. And in addition,
you have on the supply chain side we’re moving, we’re moving to low cost sources for our materials and our parts and that would be an additional factor.
 
 Scott Graham - Bear Stearns - Analyst
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 Okay. Thank you.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Mm-hmm.
 
Operator
 
 Thank you. Our next question comes from Wendy Caplin and it’s a follow-up question. Please go ahead.
 
 Wendy Caplan - Wachovia Securities - Analyst
 
 Thank you. Renee, I have another working capital question.
 
 Renee Hornbaker - Flowserve Corporation - Vice President and CFO
 
 Sure.
 
 Wendy Caplan - Wachovia Securities - Analyst
 
 You’ve been talking for the past couple years about getting primary working capital down to 15 cents for every sales dollar. I think the goal, I have a
presentation you did couple years ago that has a goal of 2006 for that. Should we— you’re almost double that at this point. Is that goal unrealistic at this date
and when should we expect— I guess what do you expect— where do you expect to be in terms of primary working capitol by the end of ‘04 and where
would that 15% come into, come to pass?
 
 Renee Hornbaker - Flowserve Corporation - Vice President and CFO
 
 Those are tough questions, Wendy. We expect to continue to make improvement on primary working capital. I will admit that our improvement, while it’s
been pretty good on the accounts receivable side, has not been what we would have wanted on the inventory side, and that’s the area that’s getting a lot of,
continues to get a lot of focus and that’s why in response to Scott’s question, I had indicated that that’s going to be a key area for us this year. I would expect
that as we look at the goals that we’ve set out for 2006, the 15%, I would say that’s probably a bit optimistic given where we are at this point in time. I don’t, I
don’t really have a good estimate at this point for the end of 2004. We’re continuing to look at that. It’s embedded our working capital numbers, but I don’t
have that right at my fingertips at this point in time. I would say that we’re expected to continue to improve it, but it’s not going to be anywhere year—
nearby 2006, I don’t think it’s going to be at the 15% level. I don’t know, Scott, if you have anything you want to add to that.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 I would point out, Wendy, in this quarter, there was also some big projects that didn’t go out the door yet that actually cause inventory to not reduce as much
as we had thought, although turns looked good. So we’re going— it’s running pretty high in this first quarter and actually first quarter often times it’s a much
higher number than you’re going to see in the fourth quarter.
 
 Wendy Caplan - Wachovia Securities - Analyst
 
 Okay. And one last question, I don’t think anyone asked about acquisitions. How are you thinking about them at this point?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Right now, we’re very much focused on— we want all of our businesses executing so that when we do do acquisitions, we can much more easily integrate
them into processes that are driving our core strategies. So in many respects, we’re not active in acquisitions. We did do one in Australia, but that was a
licensee and we would only be looking at small ones. We really, we’re really more focus order getting customer satisfaction in all of our businesses up.
 
 Wendy Caplan - Wachovia Securities - Analyst
 
 Thank you very much.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 You’re welcome.
 
Operator
 
 Our next question comes from Stewart Blickman with Standard and Poors Equity and Research. Please go ahead.
 
 Stewart Blickman - Standard and Poors Equity and Research - Analyst
 
 Good morning, everyone.
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 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Good morning, Stewart.
 
 Stewart Blickman - Standard and Poors Equity and Research - Analyst
 
 Scott, I have a quick question for you. You mentioned earlier that business in the chemical side had increased, bookings-wise. I guess I was a little bit curious
about that because given the way that oil and natural gas prices behaved in the first quarter, so you could provide a little more detail on where you’re seeing
growth on the chemical side.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 All right. Some of that in the first quarter, there were some projects that go into China, but it also— also there was a slight improvement in MRO spending in
U.S. chemicals. And the project was enough to offset where we actually saw weaker chemical spend Germany and the UK and one quarter does not give you
necessarily a whole trend, but the United States, it was encouraging. Since the U.S. is where we had seen the constant quarter after quarter decline this in
spending on chemical products.
 
 Stewart Blickman - Standard and Poors Equity and Research - Analyst
 
 Okay, and just as a follow-up, how would you compare chemical spending in the U.S. to, you know, say the last couple of sequential quarters?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 It looks better. We had been seeing pretty much negative growth in our chemical, particularly in the U.S..
 
 Stewart Blickman - Standard and Poors Equity and Research - Analyst
 
 Okay. Thanks a lot, guys.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 You’re welcome.
 
Operator
 
 Next question is a follow-up question from Andrea Wirth. Please go ahead.
 
 Andrea Wirth - Robert W. Baird - Analyst
 
 Real quickly on the April orders that you saw, were there any large projects in there or anything in particular that may have inflated that number a bit?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 There was no extraordinary project. There were projects. Of course there’s always projects in there, but there was not one that caused the significant
improvement.
 
 Andrea Wirth - Robert W. Baird - Analyst
 
 Okay. Good. Good. And I—
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Andrea, it looked like all parts of our business have— every division was up in the month too.
 
 Andrea Wirth - Robert W. Baird - Analyst
 
 Every division, okay. Okay. I understand that, you know, you had several money-losing contracts that you were shipping last year.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Mm-hmm.
 
 Andrea Wirth - Robert W. Baird - Analyst
 
 I’m just wondering if there is any left this year and if you could kind of give us an idea the incremental dollars you’ll be saving from not having those
money-losing contracts shipping this year.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Well, you know, large extent, if you look at where your guidance is, lot of that is really because of that. Not only do we have contracts that have better
margins when we take them, but we’re also expecting to execute better on them. So if you look at our—
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right now where our guidance is, I would say 80% of that guidance improvement is because we expect to execute better on and have better backlogs.
 
 Andrea Wirth - Robert W. Baird - Analyst
 
 Okay. All right. Fair enough.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Um-hmm.
 
Operator
 
 Our next question is a follow-up question from Jerome Land. Please go ahead.
 
 Jerome Land - Mill Brook Capital - Analyst
 
 Hi. What is the full year interest expense assumption that goes into your guidance?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 That’s 37.4%
 
 Renee Hornbaker - Flowserve Corporation - Vice President and CFO
 
 No, that’s tax rate. Interest expense—
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Oh, interest expense, yeah.
 
 Renee Hornbaker - Flowserve Corporation - Vice President and CFO
 
 Full year interest expense that goes into our guidance, I think we had indicated before it was around 80,000—80 million a year on a full-year basis.
 
 Jerome Land - Mill Brook Capital - Analyst
 
 Okay. And—
 
 Renee Hornbaker - Flowserve Corporation - Vice President and CFO
 
 And then as debt reduces during the year, we’re expecting rates to go up. So that kind of offsets, one offsets the benefit of the paydown.
 
 Jerome Land - Mill Brook Capital - Analyst
 
 Sure, I understand. And can you comment on progress in your complete system sales initiatives.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Complete systems— well, the progress we talk about end user with pump, that, we’re talking about end user, that’s right at the plant level, and that is— that
was the initiative, I mean that’s the amount that we just talked about in the call. I’m not sure— you’re mixing something up, I think. Systems selling?
 
 Jerome Land - Mill Brook Capital - Analyst
 
 Yeah.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 All of our OE business tends to often times as a full system and when we look at pumps, but the one we were highlighting was the end user sales.
 
 Jerome Land - Mill Brook Capital - Analyst
 
 Yeah, I understand. I was asking about the initiative I thought you were pursuing currently where you’re attempting to sell valves, pumps, seals.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Oh, oh, oh. Oh, no, the whole— one-stop shopping project.
 
 Jerome Land - Mill Brook Capital - Analyst
 
 What did you use for that?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
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 Excuse me?
 
 Jerome Land - Mill Brook Capital - Analyst
 
 What do you call that so I know to ask about it intelligently.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 It would be one-stop shopping on project business, I guess is the way to call it. On that, I would not say any of our bookings would have that as far as valves
— they would have pump and seals though. We haven’t done anything with valves yet.
 
 Jerome Land - Mill Brook Capital - Analyst
 
 Okay, and when do you—
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 We continue to work with customers on it, but that part of the business model, we have not gotten any results yet.
 
 Jerome Land - Mill Brook Capital - Analyst
 
 Is that in 2004?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Yes. The seal end, pump combined systems, yes. Some of those ship in 2004 and already are in booking.
 
 Jerome Land - Mill Brook Capital - Analyst
 
 The valves for ‘04 or ‘05?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 We don’t have anything built into our guidance. That would all still be incremental, still working on that.
 
 Jerome Land - Mill Brook Capital - Analyst
 
 Great. Thank you.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Now, I want to clear that may be the same project where valves get the business, but the specific thing is being able to bundle them together in one order.
That’s what I’m saying is different.
 
 Jerome Land - Mill Brook Capital - Analyst
 
 Good. Thanks.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Mm-hmm
 
Operator
 
 Thank you. Our next question comes from Charlie Bradley. Please state your company name followed by your question.
 
 Charlie Brady - Hibernia Southwest Capital - Analyst
 
 Charlie Brady, Hibernia Southwest Capital. I apologize if you answered this question already. I joined the call a bit late, but could you just talk about on the
MRO business, in fact I’m sure you probably talked about it, is there any change in that going into the— now we’re pretty much two quarters— two months
into the second quarter, has that changed around, spun around a bit, and if not, I guess what’s driving the lack of that business? Is it the fact that we’ve got
energy prices so high and people don’t want to shut down to do the maintenance work or what’s going on there?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 We have seen improvement in MRO business in our bookings. What— that is in bookings. It wasn’t probably— there was none in the first quarter in sales
with the improvement because it was very skewed OE sales for the quarter. And the improvement I think has been somewhat tempered by a comment I made
as far as refining. Even though refining sales are up, I think it’s still capped because many of the announced projects that— announced turn arounds, the
actual spends are still not up to the level that the announced turn arounds have been and I think that’s due to the high spread that refinery, they really don’t—
they want to limit how much maintenance work they are going to do, but we’re seeing it is up and spending was up in the U.S. And that’s the first time we had
seen that.
 
 Charlie Brady - Hibernia Southwest Capital - Analyst
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 What about on the chemical markets on MRO?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 That was up as well, slightly in the U.S.. It was down in Europe, particularly — chemical business for us is mainly Germany and Britain, and the bookings
there looked like they were down on chemical, that first quarter. I don’t know— I don’t know how in the big improvement in bookings in April, how it shows
by industry.
 
 Charlie Brady - Hibernia Southwest Capital - Analyst
 
 Okay. So the bookings and MRO are up, and given that short lead time stuff, the second quarter sales for MRO business should be improved versus Q1,
would that be a fair statement?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Yes, yes.
 
 Charlie Brady - Hibernia Southwest Capital - Analyst
 
 On Germany specifically, is there any sign of life in there? Is it still pretty tough over there? Any pickup?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Our business had held in— their level of MRO business in Germany has held in better during their cycle the last few years than the U.S. It was down a little
bit in the, I’m thinking of the plants that ship a lot into the German chemical, it was down a little bit before in the first quarter, but it— I mean there is some
life there. We continue to see some MRO spending.
 
 Charlie Brady - Hibernia Southwest Capital - Analyst
 
 Okay.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 We’ll see how this quarter turns out. I don’t— we’re still not real gloomy— we’re not real gloomy about overall spending.
 
 Charlie Brady - Hibernia Southwest Capital - Analyst
 
 Okay. Then just switching gears on the nuclear business, I think you mentioned you were seeing some descent nuclear business. Is that— geographically,
how is that split up? Is it U.S. with recertifications extensions or new projects going on in the Far East or some mix of that?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 We’ve had — The shipments are still being effected by Far East projects because there is a huge project going on and we’ll still continue to see shipments
this year from that. But the life that we’re seeing is continued extension, refurbishment of nuclear plants in North America and we see in the pipeline even
some of that in Europe where our people are working, particularly the French nuclear plants, but what my comment was, we’re seeing it in the U.S. right now.
 
 Charlie Brady - Hibernia Southwest Capital - Analyst
 
 Okay. I’ll get back in the queue. Thanks.
 
Operator
 
 Thank you. Our next question is a follow-up question from John Luke. Please go ahead with your question.
 
 John Luke - RS Management - Analyst
 
 Hi. I’m just looking ahead to the second quarter in terms of overall operating performance, should we expect second quarter operating and EBITDA margins
to be below that of the second quarter of ‘03 or is that where we hit the [inflection] point?
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Let me actually look. I think because we’ve got— I think as we’ve mentioned in our text, with some of these professional fees continuing to be up, in the
second quarter, as well as we know there are some more redundancy, I would expect it’s probably in the second quarter down slightly at the operating level.
And the inflection point is in third quarter.
 
 John Luke - RS Management - Analyst
 
 Okay. So even in that case too, if I would add back the professional fees and so forth, it should be— we should have comparable or slightly improved
performance.
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 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Probably with professional fees and remember, incremental will increase for the year because of incremental incentive as well, but yes, you’ll have
comparable
 
 John Luke - RS Management - Analyst
 
 Okay. Thank you.
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Mm-hmm.
 
Operator
 
 Thank you. Ladies and gentlemen, if you have an additional question, please press the star followed by the one. Once again, to ask a question, you will need
to press the star followed by the one. If you’re using speaker equipment, you will need to lift the handset. At this time, we have no further questions. I would
like to turn the conference back over for any concluding comments
 
 Scott Greer - Flowserve Corporation - Chairman, President and CEO
 
 Okay. Thank you, Jeff. This concludes today’s conference call. Remember, a replay of this call will be available today beginning at 1:00 p.m. Eastern
through 11:00 p.m. Eastern Time on Sunday, June 27th. The access number is 800-405-2236. Outside the U.S., it’s 303-590-3000. The pass code for both is
581034 pound. You can also access a replay of this call today through your website at www.flowserve.com.
 
If you have any additional questions or need more information, my direct phone number is 972-443-6557. Now, on behalf of all of us at Flowserve, thanks for
being with us today. We look forward to visiting with you again during our second quarter conference call this summer. Until then, good-bye and have a
pleasant day.
 
Operator
 
 Ladies and gentlemen, this concludes Flowserve First Quarter Conference Call. At this time, you may now disconnect.
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