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Deborah Pawlowski: Good afternoon. I’m Deborah Pawlowski, Kei Advisors, Investor Relations for
Graham Corporation and I want to welcome you all here today. Before I turn it over to Jim, I have just
a few housekeeping items. We did put dessert on the table here for you as a lure to make sure you
came in. There is coffee and water on your tables and the beverage table in the back is going to be
maintained if you want something from there. We also have cookies, because Jeff likes cookies.
Restrooms are just down the hall, all the way past the bar on your left if you need those.
We’re going to be about an hour and a half here. The presentations will be 45 minutes or so, and
then we’ve allowed a lot of time for Q&A for you. Following that, we will get into our transportation
vehicles, whatever form we have, and head over to Graham, which is not that far away – literally five
minutes – to do the tour. I’ll give you instructions afterwards, but, if you’re curious, you have a letter
on your nametag and that designates what tour group you’re going to be in, okay?
Slide 2 - Let me just remind you that we may make some forward-looking statements during this
presentation and they are within the meaning of the Securities Act of 1993 Safe Harbor, so anything
we say during the presentations themselves, as well as during the Q&A and on the tour, is protected
under the Safe Harbor and that means that there could be some risks and uncertainties associated
with it.
I’m going to turn it over to Jim Lines, President and CEO of Graham Corporation, who will make the
introductions of his team.
James Lines: Good afternoon and thank you very much for coming today. This is our second
Investor Day. We had one two years ago. It’s a pleasure to see some familiar faces and to meet
some new acquaintances. I also appreciate those that are listening on the webcast.
I’d like to do some introductions. The presentations today will be made by myself, Jeff Glajch, our
CFO, – would you please stand up? – and Alan Smith, our Vice President of Operations. Also in
attendance today is Jennifer Condame, our Chief Accounting Officer. We’re also very fortunate today
to have four of our Directors with us. Jon Painter is President and CEO of Kadant Corporation. Jon
joined our Board in July. Lisa Schnorr is Vice President of Constellation Brands. Lisa also joined our
Board in July. We have Jim Barber standing at the back. He’s been a Director at Graham since
2011. Then, we have Jerry Mazurkiewicz, Chair of our Audit Committee, here with us today as well.
We’re very excited to walk you through our presentations today. I think we have a very compelling
story. We’re very proud of the progress that we have made over the last number of years in preparing
our business for growth. As we go through the presentations and the plant tour today, I hope you
come away excited with the realization that Graham is on the move. Graham is ready to grow.
Graham has taken the right measures at the right time in advance of demand.
Slide 3 - The organic component of our strategy, whether it’s in refining, petrochemicals and chemicals,
power generation or our defense strategies, is about taking market share. Looking at the last cycle over
the last decade, we left a lot of business on the table, because we were unable to execute. We weren’t
market limited; we were execution limited. We’ve tasked our teams to resolve that business constraint,
and I’m here to say they’ve done a great job addressing what had been the constraints, to what will now
be a competitive threat, because we are ready to take share.
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Slide 4 - High-level takeaways for today will include who we are and why. Why have we chosen to
lead with value versus price? Why have we positioned our brand as a value-based brand? Who we
serve and how we serve those customers. How we execute. What I’d like as a most important
outcome from today is for you to come away understanding how we differentiate ourselves from our
competition, how we deliver value differently from our competition, and how we’ve invested in our
value drivers across the business. And then, equally important, as you leave the presentation today
and think about what you’ve seen and heard, I hope you come to realize what’s different about
Graham from a typical industrial public company. Why does Graham garner the margins it garners?
Why does it have the share it has? What makes Graham a differentiated public company?
I’m going to provide an overview on how far we’ve come in the last couple of years, and touch on our
strategic objectives and goals and how we go about the blocking and tackling that we do everyday.
Slide 5 - Who we are: We sell engineered and custom manufactured products that are specifically
designed to a unique set of criteria. We build one-of-a-kind products most often. We call these
engineered-to-order products. The markets that we serve are the energy markets and closely related
markets. When I say closely related, they could be a derivative of the energy markets or selling into
markets that require the same attributes: a long sales cycle, a particular operations model, a particular
focus on customer service. Our key markets that you’ll hear about today include oil refining,
petrochemicals and chemicals, power generation and our defense markets. The products that we
provide include steam surface condensers, ejector systems, heat transfer products and pumps, and
components and parts to the nuclear utility market.
Slide 6 - As investors, key considerations that we’d wish you would bear in mind as you think about
GHM include the facts that we have strong revenue growth projected for the current fiscal year and
the guidance that we’ve put forward – and Jeff will review that in a moment – is unchanged, and it
represents 17% to 27% top line growth year-on-year. As we look at our pipeline of opportunities and
the market fundamentals, our belief is we’re into a strong run of multi-year growth beyond 2015. As a
business, we generate strong cash flow. How we construct our contract terms for payments with our
customers and how Alan’s Operations team thinks about cash management, this business generates
strong cash flow. Over the last 10 years, about 90% of our net income went to the balance sheet
before an acquisition and that’s while growing our business from $40 million roughly to $100 million of
revenue. The team has done a great job, not just focusing on serving our customers and generating
strong profitability, but cash management.
We’ve also focused on – and we’ll touch on this in my presentation later, and Alan’s as well – the
importance of our less cyclical segment of business, our predictable base business, and moving and
elevating that level of our business, so we have stronger profitability throughout the cycle. But
importantly in times of market contraction, this segment of our business is more predictable and less
cyclical.
We’re at a point in time when the refining and petrochemical markets are beginning to recover. We
can see that in the quality of the bids in our pipeline. Regarding our naval strategy, we’re very
pleased with how that is on track and progressing. Our focus is on breaking out of our range-bound
power strategy to drive that segment of our growth strategy stronger.
Our near-term objective is to double our business. The goal we set a few years back was to double
our business from $50 million to $100 million. Now, we’re standing here again to confirm that we want
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to double one more time across the near-term from $100 million to $200 million and we don’t feel the
growth stops there. We have unique competencies and levels of differentiation and we are quite
certain we can grow beyond the $200 million target.
Slide 7 - This is an important graphic that takes you through our focus on diversifying our sales.
Historically, Graham really was driven off of two markets: refining and petrochemicals. For much of
our history that represented two-thirds to three-quarters of our sales. During the last three or four
years, we’ve broadened the markets that we’re serving, adding additional market legs to our growth
strategy. Today, our current mix is about 60% refining and petrochemicals, with a much stronger
power leg and a growing naval leg. As we look at where we’re going in doubling our business, we
think we’ll have a very well balanced market mix, depending upon the market segment and where we
are in the cycle. This gives us four strong growth legs versus two. Some of them are not aligned with
the chemical, petrochemical and refining markets, so, therefore, there’s a countercyclical aspect to
those. I think this is a very important transition of the Graham story as we move from high
concentration in refining and petrochemicals to still focusing on refining and petrochemicals but also
on two additional growth drivers of power and our naval work.
Slide 8 - A little more detail on our key markets and this is primarily capital sales, not aftermarket
sales. As we look at the market fundamentals and the global refining market, management’s estimate
is our market share is about 25%. Our share goal is to get that to be 40%. As we look at the direction
of our markets, they’re improving. We’re seeing more opportunities into our pipeline, and we feel very
strongly that there are sound, long-term growth drivers in this market. We’ve begun to be more
assertive in our pricing strategy, push pricing, leading with value, never leading with price, with
aggressive protection of our market share, but more importantly, taking share. We were very
frustrated by the amount of business that we left on the table last cycle. We resolved, to a great
degree, that issue or that constraint in our business, and we’re continuing to focus on expanding our
capacity. We believe this market annually is greater than $150 million per year, and again, we
estimate our share position is 25%.
In the global chemical and petrochemical markets, our share is a bit lower. We’ve estimated that at
15%, and our share objective is to get that north of 30%. There’s a very strong North American
investment program underfoot now. If we think about the last decade, there was very little investment
in North American new petrochemical capacity. It was non-existent. It was all done internationally.
Where we are today with low-cost natural gas due to the shale gas exploitation, there are huge sums
of money planned to be invested in North America. We expect to have a dominant share in North
America. That’s our home turf, that’s where we grew up and that’s where we have a strong position in
what’s been awarded so far. We believe our market share thus far has been north of 50% of what’s
been placed in North America for new ethylene capacity, new petrochemical capacity and new
fertilizer capacity. This is a very exciting story – different from last cycle – and again, this is about
taking share with the built up capacity that we’ve put into our business over the last four or five years.
Our naval strategy is a new growth leg. There, the key aspect is to enter and secure our position in
the submarine programs. Historically, yes, we have served the Navy over the years, but it was more
intermittently; it was more preferential. It was when the industrial work was down and we turned to
the Navy for business. We’ve gone to the Navy and said, “This is a strategy. We want to supply our
product and services to you. We want to be your supplier and we’re going to stick to it. We’re just not
coming to you because our industrial work is down,” which was a concern of theirs. They’ve seen a
different level of commitment to their programs and I’m quite excited about the direction of this
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strategy. Our share objective is to go from about a 10% share of their spending for what we view as
the addressable items we’re going for to getting to a 40% to 50% share. We believe that’s possible
and I’m quite pleased with the progress of that strategy.
The fourth driver or the second new driver is the power market. We weren’t really in that
aggressively. We made an acquisition about four years ago of a business that serves the nuclear
power market and there’s more we can do there. I think that market is dusting off following
Fukushima, and we’re embarking on strategies to change the growth trajectory of that business and
capture more share there by bringing in stronger management or new management and aligning that
organization to grow. Again, the objective here is to take share and double our market share.
Slide 9 - This is what gives us the optimism. As a management tool, this is our barometer. What’s
the direction of our business? We’ve found our pipeline to be a very reliable indicator of the direction
of our business. We have a pretty massive pipeline of bids that’s about twice what it was five, six,
seven years ago, approaching $1 billion, $800 million to $1 billion, and well distributed across our key
markets. As we watch the maturing of that pipeline as those projects move through their sales stage,
we’re also feeling optimistic about the quality and the direction of the bidding process moving toward
purchase as opposed to FEED work, Front End Engineering Design work or pre-EPC work. Not only
is the pipeline very rich, but directionally, it’s moving toward procurement and this gives us great
optimism. Again, as a management tool, this is a great leading indicator that foretells the market
downturn for us, but also foretells strong growth.
Slide 10 - If I think about our strengths and compare those to the market fundamentals or dynamics,
directionally, it’s playing to our strong suit. Customers are moving toward demanding substantial
technical support before an order is placed. They’re building very complex facilities, integrating
complex products into their processes. They need suppliers that can provide consultative selling
support, not being paid for it, but a lot of unpriced value. They’re demanding that. We have a great
front end of our business that does that. The marketplace is demanding customized solutions, more
focused on engineered-to-order, with greater attention on what they want that precisely fits their
application. They don’t want any trade-offs on operating costs or longevity. That plays perfectly into
the strength of Graham and is where Graham differentiates itself.
Attention to quality, equipment reliability and equipment integrity are paramount. When our customers
start up their facilities, they want to know and be assured that the equipment will perform unassisted,
with no unscheduled shutdowns, and they’re putting a lot of intense quality control around that. That
fits our operating model. That’s where we shine. That’s where we differentiate.
So as we look at the behavior of our customers and the direction of their procurement decisions, it’s
playing to our strong suit. What the customers are focused on is value aligned with price. Price is
always in the decision equation, but it’s not always number one. Product reliability, on-time delivery,
ability to manage complex projects that will have issues; invariably, they will have issues. Our
customers are looking for suppliers that are adept at addressing those issues, getting back on track,
not making every issue their problem. That’s what our team does remarkably well.
Slide 11 - We’ve invested substantial sums of time, effort and money into where we differentiate
across those important criteria that our customers care about. We’ve invested about $15 million in
our operations to improve throughput, improve capacity, gain productivity, serve more customers as
opposed to turning business away because we’ve been execution constrained, align the business to
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serve our customers, and improve on-time delivery. We’ve made great strides with our on-time
delivery, from what used to be one out of two delivered on-time to now about four out of five. That’s
still not good enough, but we’ve made measurable strides in improving our OTD. We have a very
rich, installed base. Brownfield investments are what they’re focused on, as opposed to new capacity,
and keeping those facilities up and running. So we’ve given the aftermarket segment of our business
an identity, a focus from leadership, and a set of mandates to go out and serve our customers better
and make this a greater value-generating segment of our business, and that’s been working
extraordinarily well.
The biggest lever that we’ve been addressing is our engineering capacity. We have an ETO
(engineered-to-order) business that’s throttle, or what constrains growth is how much we can put
through our engineering department. Alan and his team, over the last three or four years, had a clear
mandate: resolve that business constraint. I don’t want to talk about it anymore, but they’ve done a
great job to break that open by 50% to 75% and there’s more he’s going after. That too gives us
confidence. When you connect that to the pipeline and the capacity we’ve built up, Graham is on the
move.
Slide 12 - Taking that all together, the preparedness, the things we’ve done to ready our business
ahead of the demand, we’ve spent four years investing in ourselves without the reward of top line
growth, but we knew it was the right call. We’ve readied the operations, sharpened the sales process.
We’ve attracted the talent and the performance management processes have been improved. Couple
that with improving market fundamentals, stronger market dynamics: Graham is on the move. We’re
ready to take share, capture new customers, grow and diversify and expand our profitability. I can’t
think of a better time in our history when we’ve been more ready, ahead of a growth cycle than we are
right now today.
Slide 13 - I spoke about this in my earlier remarks. Energy markets are inherently cyclical. What we
were frustrated by, as management, was the cyclical nature of our markets. We did not feel we were
serving our customer well at the bottom of the cycle and then into a recovery in our past, because we
weren’t managing a cyclical business appropriately. We’re no longer going to be a victim of that. We
are going to figure out how to manage a cyclical business, so the team has focused on moving higher
our fixed revenue base. The part of the business where the up cycle, down cycle varies 10% or 15%
between a bottom and a top of a cycle is much easier to manage than the big swings of our large
project work. We’ve moved that fixed revenue base from what had been about $20 million per year to
about $45 million per year today, and across the near-term, approaching and surpassing $60 million
per year. What that will do for us is give us the profit space where, in a downturn, we can be
opportunistic; we can continue to invest in our business and not dismantle the business to get to a
profitable financial performance. That was how we behaved in our past. The result of that former
behavior was the customer had a bad experience, and you can’t espouse that you’re a value-based
brand when the value is not delivered across the entire cycle. We’ve chosen to think differently about
the business and I think the team has done a great job in addressing that. The fixed revenue base
has gone from what had been $20 million to above $40 million today to where we’re going to be
above $60 million. That will address earnings volatility as we go into an eventual down cycle.
Slide 14 - A question Jeff and I often hear is “How are you going to go from $100 million to
$200 million? Help us to understand what you see.” This is, hopefully, a very easy graphic to step
through the three key components. Our base business, oil refining, petro-chem – Graham’s traditional
markets – today are at about $75 million. Our objective as we go toward the $200 million mark is for
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that to expand to $130 million. Just to put that in context, we’re still in the early stages of a recovery.
In 2009, this segment of our business was $101 million, so we’re looking at 30%, 40% growth maybe,
price adjusted. With the amount of business we left on the table last cycle, I am not worried about
this. With the capacity we’ve created, we will not be market limited in my view.
In the Power market, there’s more that we can do there – I’ll talk about that in a moment – and that’s
growing that segment of our market mix by about two. I’m quite certain we can do that with the focus
we’re putting into our Lapeer facility, our focus on the nuclear market and our renewable power segment.
Then our naval strategy is going from $mid-single digit million today, as we enter the submarine programs,
which I’m confident we will do, to growing this segment of our business to be a stable $30 million.
So those are the building blocks. Hopefully, it doesn’t appear as daunting as you might think, and
more achievable than you might have thought if not breaking it down into these building blocks.
Regarding acquisitions, we do have a great balance sheet; we do generate strong cash flow.
Acquisitions are on the agenda. They get us here faster or at a given point in time push us farther.
Slide 15 - We bought a business in December 2010 that focuses on the nuclear market. Four months
later, Fukushima occurred, and that had an effect on the growth and our strategies there. I do believe
the dust has settled. We’re going to get at it now, as the market’s recovering and they’re re-investing
in existing facilities, to grow this segment of our business. We’re adding corporate resources into our
Lapeer facility. Jeff has been given the executive champion role to drive that strategy and we all know
what Jeff is capable of doing, so I’m very confident there. We’re adding other corporate resources in
engineering and in sales for other areas to help drive that business. We intend to break it outside of
the range-bound level that we bought it at. I just want to clarify, though. The business has met our
acquisition criteria; it just has not met our growth objectives, which was the upside. So the business
has been profitable. The business has been accretive to our margins and been very helpful to our
profitability, but we’re frustrated that we haven’t broken out of the range, and we’re going to break out
with the strategies that we’ve put forward at Energy Steel.
Slide 16 - Who we are, the way we deliver value, unpriced and priced value, and how we differentiate
from our competition, that creates our opportunities. We’re leading with our value-based brand; we
never lead with price. I certainly believe that’s enduring and that’s in our fabric.
With that, I’m going to turn it over to Alan to give you an operations overview. Thank you.
Alan Smith: Thanks, Jim. So you can imagine… when the CEO says he wants to take market share
and he’s tired of a business that’s execution limited, it’s a long day for an Operations Director. It’s
time to roll up your sleeves and kick the car and try to improve things.
I really want to give you a historic perspective of what we’ve done over the last five years, why we get
the margins we get, why we’ve been successful in picking up the capacity, and hopefully you’ll leave
here understanding why we believe and are committed to doubling the business. I will tell you, Jim no
longer says to me we’re execution limited. I think we have done a really good job. The team has
done a good job in resolving those issues.
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Slide 18 – One of the three components that we focused on is our people, our people are the most
important part of this process. And then we need to give them the tools in order to be successful, so
that they can work on creating an enhanced Graham.
I started my career at Graham in 1990, so I have a fairly good historical perspective of the Company,
and, personally, my opinion of the real game-changer for our Company was the fact that this
Company ran profitably in the downturn. That gave us flexibility that I had not seen in my career. It
gave us the opportunity when the time was right to add people ahead of demand, so that we could
train them and have the capacity ready for a market recovery.
There are also another couple of things that I reflected on that seemed small at the time but, looking
back, were very large. We partnered with Franklin Covey and implemented the four disciplines of
execution. The thought behind Franklin Covey is that most companies do not have bad strategies or
not enough strategies. Most companies don’t know how to execute their strategies. What they have
done is created a model for execution and we have found that model to be very powerful.
Slide 19 - What senior management does in this model is sets a wildly important goal (WIG), and it’s
wildly important. Because it’s so important, failure to accomplish this goal has a negative impact on
the long-term viability of the Company. For us, we made the wildly important goal of gaining market
share, taking market share. For our employees, we translated that into we need to create capacity,
and that capacity can come from a lot of areas, reducing lead-time, reducing queue time, efficiencies,
automation, error reduction, etc. There are a lot of things for the employees to work on. So once
management set the wildly important goal, we set up WIG teams, wildly important goal teams. The
members of these teams make weekly commitments to the leaders of what they are going to do to
push the wildly important goal forward. The very next week they are held accountable for their
commitment, and then they make another commitment. We’ve been using this process for about two
years now and, I can tell you, it is very, very powerful. It will be in my tool bag for the rest of my
career. I am amazed by the capacity that our employees have created when we got out of their way.
I have managers coming to me and saying, “Alan, my team of 10 is only supposed to put an hour into
this process per week each, but I have people putting eight hours in, and nine hours in.” That was
music to my ears, because it meant they were engaged; it meant they were invested. They knew that
what they were doing was going to make their jobs easier. They knew it was going to make a better
Graham, and it became very powerful. At any one time, we have about six to eight WIG teams going
with about five to 10 members. Like I said, it’s a program that we’ve been running for about two
years, and it has created a huge amount of employee engagement.
Another small thing that we did is we partnered with the University of Wisconsin’s Quick Response
Manufacturing Team and we learned from them that, even though we didn’t think we had a
bureaucratic company, we did. For instance, in engineering, we had engineers, designers, CAD, and
we had supervisors for each of those. So when we ran a project, if I’m the engineer and I need CAD
work, I had to go talk to my supervisor who talked to another supervisor who got it done for me, a
very, very slow process. What the University of Wisconsin taught us is we need to break those
barriers down, form teams with all the skills necessary to complete a project, give them deadlines and
get out of their way. They had goals and accountability but, once we set those goals, we got out of
the way and we found that they were load-sharing on their own. They were stepping outside of their
traditional roles in order to get projects done. That became a powerful tool for us.
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Lastly, how we view direct labor (DL). For most of my career, direct labor was viewed as a cost line
on the P&L and at 6% or 7% of costs, why invest in it? Where are you going to move that needle?
What the management team’s thinking now is that the DL is a value driver, so if we can invest in them
and give them the tools they need so they’re faster, we can turn over our plant faster and we can
increase our volume.
So those three things combined together have kicked loose a lot of capacity. All together what I’m
finding is a holistic thinking, which I used to only see more at the top management level; whereas, I
now see at the front line. I hear CAD people and purchasing agents saying to me, “Well if I do a little
bit extra here, I know the plant will go faster. So I get why I need to do extra here.” This holistic
thinking has kind of permeated our Company, which is fantastic.
Slide 20 - I put this in your books just to share an example of what’s happened. In 2010, we were just
coming out of the Great Recession and 2014 was a really busy year for us, especially in the engineering
area. Jim mentioned that we’re an ETO. We had been engineering limited for a long time, so obviously
for me that was an area to focus on and create that capacity. If I looked at from June to November of
2013, which would have been our fiscal year 2014, the Company booked at an annualized rate $160
million, so that ran through the engineering department. That was roughly a 40% increase over fiscal
year 2010. At that higher volume, the team was able to meet all their commitments in 25% less time
than they had in 2010. It’s a really great example of how what we’re doing is working.
Slide 21 - I mentioned tools. It’s important to stay people-focused; we are a people business. So we
now have an engaged workforce. If we give the engaged workforce the tools they need, they will
continue to be successful. They’ll continue to build a better Graham. So I’d like to give you some
insight into how we approach the capital planning process.
Each year in October, we sit together with all the areas in our Company and we ask them “what is
your bottleneck today? What is causing you not to be successful? If we were to apply capital, how
would that help you?” We create a long list and, as a team, decide what the top four or five things are
that we’re going to go after. We’ve done this process for about six years now and it’s really starting to
pay off dividends.
Slide 22 - You are going to see a lot of these examples on your upcoming tour, but some I put into the
presentation, so you could get a sense for it. Digital x-ray is huge for us, huge, huge, huge. Our
customers require that our welds be x-rayed; they’re x-rayed to look for defects. In an oil refinery, you
do not want a bad weld. We don’t want anything that could harm people in an explosion. The old
process was to use film for x-rays, but this digital process is 16 times faster than film. Graham was a
very early adopter of this technology. We put this in place two years ago. We actually had to train our
customers’ inspectors and our customers on the technology and get them confident in the technology.
At one time, we had two shifts plus a full shift of outsourced x-ray. Today, I have one shift, no
outsourcing, all because of this technology.
When we looked at doubling the business, we quickly assessed that we were going to become drilling
limited. We just simply did not have enough capacity to drill all of the parts we were going to need to
drill to hit that doubling goal. So once that was visible to us, we purchased two Vision Wide mills; you’ll
see these on the tours. These are great machines. Now, we’re seeing huge lead-time improvement.
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Lastly – and you’re going to see this on the tour too – as an investment for our Navy strategy, we had
to buy a very big, precise machine in order to meet the Navy tolerances. This was an investment that
we made in order to get the Navy business and the quality of the product that we put out on this
machine has really helped to differentiate us from our competition.
Slide 23 - Just to give you a little look underneath the hood of our capital projects, using our old process,
we made the part round, we drilled the holes, we deburred it, we inspected it and then we had some
extra operations that we needed to do afterwards, such as extra drilling, and then we inspected the final
part. With the new Vision Wide mill that we purchased, we cut out three queues. Queuing is very
important to get out of a manufacturing process, and the end result is this process now takes on
average three and a half days, where the process used to take us 16 days. So it’s all about getting the
turnover, getting the throughput through the plant, so it is a huge advantage for us.
Slide 24 - I’m very excited that you’re coming to the plant. To really understand Graham, you have to
do a tour of the Company. You have to go inside, see what we do and watch our people working. I
think you’ll get a much better sense of us. This is our campus in a couple of different views. I’m going
to highlight some of the areas you’re going to be seeing today. The buildings in red are new facilities
and the buildings in blue are repurposed facilities. This is our main office building, where the buses
will bring you after this meeting. Right here, you see our x-ray and cutting facility. What we did here
is we housed that new digital technology there, but we also put the process very close to where the
product is. Before we built this building, parts would be driven from this building, down the street and
over to here; that’s roughly a half mile, so it was a mile roundtrip before to do this. I would have
production personnel in my office all the time saying, “Alan, why does it take two weeks to get a part
back from x-ray? That is too long. It’s disrupting the process.” Since we’ve put in this building, no
one comes to my office and, as an Ops Director, that’s a good sign, because no one brings me good
news, so I’m assuming that it’s good news and it’s been a very popular improvement to our Company.
As we grow, our high bay becomes very important, because we are building heavy things and, in our
high bay, we have the highest roofs and the heaviest crane capacity. So the team’s goal was to get
the small parts out of high bay, because that’s taking up floor space for our big equipment. So next to
the x-ray, we have a small fabs product area and you’ll get to see that.
Over here is our naval facility. With this being a repurposed building, this is where we will do welding of
high alloys, mainly titanium. It is very clean for the titanium and integral competency that we need to
have in order to support the sub program. While this is slated for the Navy, it can be used for
commercial work if we need to, and there are probably some instances where we’ll be doing naval work
next to commercial work. Right now, we’ve grown into this whole facility. Because of the backlog being
so high, we are really using every square foot of production space that we have available.
Slide 25 - Operational Excellence. I wanted to give you a little bit of a sense of what I believe
operational excellence is. In my opinion, it’s a word that’s become cliché. I did a Google search this
morning before I came over here for a definition of operational excellence and there were over a
million hits. If there are over a million definitions of this term, it has definitely been diluted. From my
standpoint, as I like to keep things simple, when I think about operational excellence, I picture
employees around a table working as a team to solve a problem that improves Graham, and the key
elements that they’re working on or considering are our customers’ present and future needs, and the
team is a team full of empowered, engaged employees. That’s how we do it at Graham. I think it’s as
simple as that. You get engaged employees around a table improving your business every day.
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So while we’ve been really busy, the team has done a great job, but they know it’s not done. They
know this is a long journey and my team and I commit to all of you to continue on this path to build a
better Graham.
With that, I’ll turn it over to Jeff.
Jeffrey Glajch: Thank you, Alan. Since Jim has talked about the strength of our balance sheet and
our cash flow, I’m going to talk a little bit more about both organic growth as well as acquisitive
growth, and then look at some of our financial metrics over the past number of years, and more
importantly, where we believe those are headed.
Slide 27 - Jim mentioned that we have a very strong balance sheet and you can see, at the end of our
latest reporting period, we have about $61 million worth of cash. That has all been generated really
over the last 10 years or so, and we’ll talk about that in a bit. We have a very strong operating cash
flow on an annual basis. For each of the last three years, we’ve had operating cash flow north of $12
million and we expect that to continue. For a business like this – and you’ll see it in the plant today –
we do have some capital needs, but in a normal year, they’re not that significant. A typical capital
spending level for us is $2 million to $3 million a year. In the last two fiscal years, fiscal year 2014 that
just ended and fiscal year 2015 that we’re currently in, we’re spending a little over $5 million,
approximately $5.5 million per year, but let me bifurcate that a little bit. Of that $11 million of capital
during those two years, $6.5 million of it is the expansion that Alan spoke of, which means that the
other $4.5 million or a little over $2 million a year, is normal, ongoing capital for our business.
Finally, regarding working capital utilization, Jim talked about this a little bit earlier. Our working
capital as a percentage of sales, which for a long time with Graham was in the 20% range, typically
sits in the zero to 5 to 10% range. It has been pretty consistently there for the past few years, down
just below 10% or right around 10%.
Slide 28 - What has that allowed us to do? The most important thing for our business from an
investment standpoint is investing in ourselves, investing for organic growth. Alan talked about it; Jim
talked about it. We spent $15 million to reinvest and expand our facility here in Batavia, as well as our
facility in Michigan. We’ve added about 40,000 square feet of manufacturing capacity, mostly
radiography and the small products area that Alan spoke of, which was about $1.5 million of that $6.5
million, as well as the expansion and repurposement of the facility where we’re doing our Navy work
today and that was the remaining $5 million. You’ll see that this afternoon on the tour. We put in new
machines and technologies. One of the important things for us is not just the expansion of our
physical plant, but putting in state-of-the-art equipment; equipment that will meet our customers’
expectations. Alan talked about the radiography lab. When you go over there, what you’ll find is this
is now being demanded by our customers. They wanted more and more high-tech capability from us
and, as Alan mentioned, we were an early adopter there.
What has that done? It’s allowed us to invest in the facility, not only for the Navy but also for our
commercial business, and it’s allowed us to get into markets, as Jim had talked about earlier, that we
had not been seriously in for a long time. The Navy market is very much in-line with our commercial
market on one hand, but it also has tolerances and requirements that exceed the commercial market,
so we’ve needed the ability to invest there and we have.
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We’ve also invested in people. We’ve increased our workforce by 40% over the last three or four
years, with a significant investment in the number of welders. One of the things you’ll see when you
walk through high bay is that about 40% of our employees are welders in that area. That’s very
important, so we’ve had to add welders, and welding is not a skill that is taught these days in school.
You don’t have the development of welders today that you may have had 30 or 40 years ago. So
what have we done? Along with looking for highly qualified individuals, some of whom have welding
experience, some of whom don’t, we have a weld lab. You’ll see our weld lab on the tour today. We
will bring people in and we will train them. We’ve also done things, such as partnering with a local
vocational school in the area, providing some capital, as well as providing some instruction; again, to
help develop welders to meet our expectations. We’re not going to hit that growth level unless we’re
able to have the skilled people to do it, and so we want to make sure that people are not a limitation.
If we can’t get them in the market, we’re going to help develop those people and we’ve been doing
that.
Through our IP processes and our human resource processes, we want to make ourselves the
employer of choice in the area. We believe we’ve done that and we want to continue to do that. The
only way to do that is to continue to invest, not just in the business, but more importantly, in the
people that serve this business.
Slide 29 – So, after organic growth, what’s our next focus on investment? It’s acquisition
opportunities. As Jim mentioned, we purchased a business about three and a half years ago in
December 2010 that serves the nuclear power market. That’s helped build up that base of our
business. We’re continuing to look for opportunities today. What are we looking for? We’re looking
for engineered-to-order products for the energy markets. That’s what we do well. Why do we want
them to be engineered-to-order? There are a lot of people who can do highly engineered standard
products, but that’s not our forte. Our forte is engineered-to-order products for the energy markets.
We want an acquired company to have a strong management team, with a customer and quality focus
very similar to Graham’s. Our view is that we’re not going to parachute a bunch of folks in to run the
business. We want to buy a well-run business and we want to continue to improve it.
We looked at a revenue range of $20 million to $60 million as part of our acquisition process. Does
that mean we haven’t looked outside that range? Not at all. We have looked below that range and
we have looked well above that range and we will continue to look across the spectrum. Our target
market is $20 million to 60 million, but if we find something better that’s outside that range, we’ll
certainly go down that path.
Very important, I hear “What are your return criteria? Do you want this to be accretive to earnings?”
Well yes we do, of course, but being accretive to earnings in my opinion is a very, very low benchmark.
Why? If you look at our cash position, our $60 million, it’s invested in treasury bills and money market
funds and we’re getting 5, 10, 20, maybe 40 basis points on a good day. If we want to get something
that has a 2% or 3% return, would that be accretive earnings? It would be, but it would be a terrible
investment for our shareholders. That’s not our intention. Very clearly, our intention is a cash return
that exceeds our cost of capital. Again, you could say, “Well geez, your cost of capital is 20 or 30 or 40
basis points.” We don’t look at it that way. We look at it from an equity standpoint, so a cost of capital
that’s in line with an equity type return, which is typically, in our view, in the mid teens. If we can get that
kind of a return on an acquisition investment, that’s something we’re interested in doing.
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If you look at the Energy Steel investment, the acquisition that Jim spoke about earlier, that was
exactly our threshold. We actually exceeded that threshold and that’s the kind of acquisition we want
to make. What does that mean? It means we’re going to pay a fair price, but we’re not going to
overpay. We’re not going to be somebody out there buying a company at 12 times EBITDA, for
example. That just is not in our DNA. When we bought Energy Steel, we paid six times EBITDA and,
when you took a retrospective look at it after owning it for two years with the earnouts that were put in
place, ultimately we paid 5.5 times EBITDA. I’d love to say we could find something like that again;
that’s probably going to be difficult, but we certainly are going to be closer to that than the 10 or 12plus times EBITDA that others will do.
Slide 30 – Regarding acquisition opportunities by market, you can see on the left side some of the
strategies that we would look at and across the top the end markets that we would look at. Anywhere
you see a check is at least one and, in many cases, multiple companies that we looked at. All of
these strategies are things that make sense for us. We need to find, hypothetically, a company that
will leverage our sales channel to the petrochem market, for example. These are all opportunities for
us. The important thing for us is to find that right company, and so all of these are areas where we
look and will continue to look.
Slide 31 - What has that led to? Jim has talked about where we are today and how we’ve gotten
there, and Alan has talked quite a bit on the Operations side about how we’ve gotten to where
Graham is today. What that’s led to is superior financial performance in the past and, more
importantly, our expectations as we look forward.
Slide 32 – As you look over the last 10 years or so, you can see our financial results and a couple of
interesting things here. You’ll see an up cycle, a pretty steep down cycle and then a step back up to
where we believe we are today, which is at the beginning or early signs of this recovery and a strong
cycle. Our backlog certainly suggests and our orders in the last year have suggested that we’re in a
strengthening part of the cycle. What you’ll see throughout this is pretty good financial performance;
up cycle, down cycle. You see EBITDA margins through the last five or six years in the mid- to upperteens. You see EBITDA margins in the peak of the last cycle in the mid-20s. That puts you in the
mid-teens or about the 75th percentile from a manufacturing standpoint and, in the mid-20s or the 9095th percentile of manufacturing companies across the world, and we’ll talk about that in a second.
You see consistent earnings. For our return on sales from a net income standpoint, pretty much
every one of those years, with one or two minor exceptions, was in excess of 10%. Some of them
were in the 14% to 17% range. So we’ve been able to do this even through when the cycle has not
been strong and that again is a focus, our ability to stay focused on our customers’ up cycle and down
cycle.
Slide 33 - Jim talked about cash generation earlier, about how we’ve returned 90% of our cash to our
balance sheet. This is a chart that walks you through about a 10-year time period starting at the
beginning of our Fiscal 2005, when we had $3.8 million of net cash. Over that 10 years plus one
quarter time period, we’ve generated $88.6 million of net income. Going all the way near the bottom,
you can see that our cash position has gone from $3.8 million up to $80 million before the acquisition,
which means of that $88.6 million, $76 million, the incremental amount there, went to cash and we
also paid out $7 million of dividends in that same time period. You can see that what’s important to us
is not just revenue growth, not just earnings growth, but cash generation and utilizing that cash. Once
we’d gotten there, we used about $18.5 million for the Energy Steel acquisition, so that puts us in a
very nice spot to look at that acquisition growth going forward.

Page 12 of 24

Graham Corporation
2014 Investor and Analyst Day
Webcast
September 25, 2014

NYSE MKT: GHM

In that same time period, I might mention, we had $14 million of depreciation and $21 million of capital
investment, so we’ve invested about 1.5 times depreciation and amortization and that 1 to 1.5 times is
our expected range going forward.
Slide 34 - So what does this look like as we look toward this $200 million target that Jim talked about?
If we look at the last fiscal year, we had $102 million in revenue, 31% gross margin and 17% EBITDA
margin, and we’ve talked about getting to $200 million, having mid to upper 30% gross profit margins
and low to mid 20% EBITDA margin. What that suggests is there is a lot of leverage in this business
and that’s exactly what we have. We have a lot of operating leverage in this business. On that
incremental $100 million of revenue, going from roughly $100 million to roughly $200 million, to get to
that mid to upper 30% gross margin range, we have to get upper 30s to, quite frankly, mid-40% gross
profit on that incremental business, and on the EBITDA side to get to where we think we can get to,
we have to get mid to upper 20s to even 30% EBITDA margin on an incremental basis between
where we are today, to ultimately get to that target. We have the operating leverage, we have the
physical capacity at our sites after this investment, and as Jim has talked about, the markets are there
and we’ve put the right steps in place to go after those markets. It’s really simple to say the markets
are there, the cycles are going to drive you. That will certainly help, but we’ve had to take the actions
to be ready to go after those markets and to grow share as Jim has mentioned.
What does that mean from a relative investment standpoint? There are thousands of companies you
can invest in and you look for best-in-class, and I believe we’re best-in-class. We are one company
that you can invest in.
Slide 35 - If you look at Graham over the past 10 years or so, this is a chart where the lines are the
percentile EBITDA margins using an index that Baird has provided and the bars are where our
EBITDA margin fell. You can see that, early on last cycle, we were barely a median company.
Through the peak of the cycle, we were north of the 90th percentile. Through a down cycle in our
markets, but not necessarily a down cycle across all industries, this time period was a little rough for
everybody, but the last couple of years have gotten better. We’ve been in that 60th to 75th percentile
from an EBITDA margin compared to other industrial companies. We believe, as we move forward in
this cycle, we will push above the 75th and again back up into that 90th percentile range. So we
believe we are an exciting investment for somebody who is looking for revenue growth, margin growth
and, ultimately, very strong earnings growth over the next few years.
Slide 36 - I put these peer comparisons up there just to give you an idea of where we fall compared
with some other companies that are in our space. We’ve put their stock symbols in there; these are
all companies somewhere in our space. You can see that our gross margins are getting toward the
top, not at the top, but again, we’re a little early in the cycle for us and perhaps for some of them. Our
EBITDA margins are toward the upper part of the group, and our three-year growth numbers are 15%
on gross profit and 20% on EBITDA. This is in a time period, again, where the market is starting to
get stronger. We believe looking beyond this, this gross profit number and this EBITDA margin
percent growth will grow even stronger in the strong part of this cycle with the strategies we’ve put in
place.
Slide 37 - What does that mean from a shareholder’s perspective? At the end of the day, we’re all
shareholders, or most of us are, and we want to see share appreciation. We looked at a couple of
time periods. First off, over a 10-year period, we have grown at about 30% per year on a total return
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basis versus the S&P that’s grown at about 6% per year. Over the last five years, the starting point of
which is just after the bottom of the market, we have grown at about 16% versus the S&P which is a
little below 14%, so even in that time period as we’ve been waiting for our markets to recover, we still
outshine the S&P and we believe we have much more opportunity beyond that.
A part of what’s happened here is, over the last seven, eight or nine years, we have focused on our
institutional ownership. This number suggests that, in 2006, we were at about 37% and we’re at 84%
today. If you went back a couple of years before 2006, we were in the teens. So we’ve seen our
institutional ownership grow from very, very, very small to be a very dominant portion of our
shareholder ownership, our share groups.
Over the last two years, we’ve re-looked at our dividend policy. For about four or five years, we hadn’t
changed our dividend and then, in February 2013, we increased it 50% and we increased it another
33% earlier this year. From a dollar standpoint, basically, if you do the math, it’s like we’ve doubled
the dividend over the last 18 months or so. We’ll continue to look at that as another use of cash. It’s
not a big use of cash for us relative to organic investments or potential acquisition investments, but it’s
a way that returns some cash to our shareholders.
Slide 38 - As we finish up here, another reason that we are so excited about where we are today is
our backlog. We’ve seen orders to be very strong over the last year. The market continues to be
strong. Jim talked about the $800 million to $1 billion trailing 12-month bids that we’ve seen in our
pipeline and that a lot of those are starting to make their way into the backlog. We’ve seen our
backlog grow up to $115 million; last cycle, it peaked at $76 million. We’ve been up in the $90 million
range for a while and we’ve taken a pretty big step up over the last couple of quarters up to $115
million. We’ve talked in our guidance that we expect our book-to-bill this fiscal year to be above one,
meaning that backlog number across the year should continue to increase.
If you look at backlog by industry, we have about 60% in refining and petrochem market. In line with
what Jim was talking about earlier, our expectation is, as time goes on, the other pieces will probably
grow a little bit further. You also see that 23% is Navy backlog. That’s important because that’s up
from basically zero last cycle and, at 23%, what you’re now seeing is a meaningful portion of backlog
with the Navy, which has a much longer lead-time to a much longer order to delivery time to it, so
you’ll start to see more of our projected backlog being pushed out beyond that first 12-month time
period. Right now, about 25% to 30% of our backlog is in that beyond 12 months range and you’ll see
that increase if the Navy backlog increases. Why? Because they tend to be large orders that have
two, three, four, five-year order to shipment time periods, whereas our commercial orders are
generally in the three to 12-month timeframe; three being some of the short cycle business, 12
months being the bigger projects, a lot of the ones that we shall see on the floor today.
A lot of what you’re going to see at the plant today are projects that we won back in the first or second
fiscal quarter of last year and are working their way through production and, ultimately, will be shipped
over the next few months or by the end of the year.
Slide 39 - Finally, I just wanted to confirm the guidance that we put out in May and confirmed in July.
We want to confirm, again, revenue of $120 million to $130 million for this fiscal year. Jim mentioned
17% to 27% growth from a revenue standpoint over last fiscal year; gross margins of 30% to 32%,
again, a bit of a step up from last year; SG&A of 15% to 16% of sales; and the tax rate, which
unfortunately is always at 33% to 34%. That puts us on track toward our target of $200 million. I think
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another interesting point on the guidance is, if you compare the full year guidance to our first quarter,
our first quarter was about $28.5 million of revenue. We have to see a pretty big step up in that
revenue rate for the last three quarters of the year to hit this revenue guidance.
Regarding the growth of 17% to 27%, the first quarter growth over the first quarter of last year, which
was our strongest quarter last year, was only a couple of percent, which means that growth in the last
three quarters over the last three quarters of last year has to be in the 20% to 25% to 30% range. We
wouldn’t put this guidance out there if we weren’t confident that was going to happen. When you walk
around the plant today, I think you’ll be very impressed by the fact that low bay is busy, and high bay
is extremely busy and that’s really the moneymaker of this business. What are also busy are the
newly constructed areas, the radiography lab, the material prep lab and the Navy areas. All of that is
already pretty full or getting full and we’ve only had it in action for a couple of months. So we have a
facility that’s very, very heavily loaded right now and that’s why we believe the guidance and that
20%, 25%, 30% growth for the last three quarters is something that we believe we can achieve.
Again, I think you’ll be very impressed by that.
With that, I’d like to open the floor up for questions and I’m going to give this back to Jim to handle the
questions.
Karen Howard: Before we turn it over to Jim, I just want to make sure that everybody realizes we are
webcasting. Therefore, for Q&A, if you could raise your hand, I’ll walk over to you with the mic and
we’ll deal with questions that way. We’re also taking questions on the webcast.
Question: Is Alan here? Oh, he’s right there. Can you give me some numbers on lead-times? I
mean, you talked about how you were able to break down bureaucracy, more efficiency with the
engineering team, plant locations, but I was wondering if you can give me some hard numbers. And
Jim, I was hoping you could elaborate on Lapeer, what you guys are doing up there and also the
management changes. Thank you.
Alan Smith: I’ll go first. On the lead-times for our major product, on average, we’re about a month’s
shorter lead-time than we have been in the past. But all of our customers’ specifications and
requirements have become more complicated. So the jobs are getting more complicated, yet we’re
still gaining on the lead-time. Like for like, I think we would have been better, but the jobs are very
complicated, as Jim alluded to in his presentation.
James Lines: Regarding the Energy Steel question, I mentioned that Jeff is the executive champion.
I’m going to let Jeff field that question.
Jeffrey Glajch: Sure. Regarding your question on the management changes at Energy Steel, we’ve
done a couple of things. I have become more directly involved in Energy Steel, spending more time
there. We’ve brought in a Graham sales manager to run the sales team there. She’s been in place
for a couple of months and we’re already seeing some pretty significant success on that. In fact, if
you saw the press release about a week or a week and a half ago on a couple of orders in the nuclear
market, that was partly due to some of the processes that she’s been putting in place.
We’ve also been trying to enhance our engineering capabilities there so we’ve done the same thing in
that area. We brought an individual from here in Batavia to the Lapeer facility to do two things: one, to
make sure that we’re meeting our customer expectations, and two, raising the bar, putting some
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processes in place that, as we see growth there because of the stronger sales activity that I’m
expecting to start picking up over the next few quarters, we have the ability to meet the customer
expectations, as well as expand some of the capabilities at Energy Steel. That last order I talked
about was in an area where we didn’t have an N stamp in the past. Pump systems are an expansion
of capability of Energy Steel. We’re going to try to continue to expand the offerings to our customers,
which will do a few things: give us a bigger part of the market to go after, and then, also get us more
toward the higher end of that replacement market.
Those are a couple of the changes that we’ve put in place at Energy Steel, trying to take some of the
capabilities that we have here in Batavia and transfer them even further into Lapeer.
James Lines: I just want to comment real quickly on lead-time. In fairness to Alan’s remark, when
we won the business about 12 months ago, the big surge of work that we had gotten, we mentioned
that our judgment was that the execution of those orders would not play out as contractually set up by
our customers, not because of us, but because of our customers’ inability to move those projects as
quickly as the contract terms would suggest. What I can say more qualitatively on lead-time and the
work that Alan’s team has done in engineering, his engineering team has released that work into
production well ahead of when we would have done it in our past. The problem is we couldn’t actually
progress with production, because our customers were still working out their issues, so that has an
effect on how we measure lead-time. From my chair, as I look at how the work flows across the
business, the team “killed it,” even though the measurement lead-time might not represent that big of
a change. This is a different business, a different energy, a different velocity from order to shipment
and we recognized when we booked that business that there would be a sluggishness to how it would
move through our Company, not because of us, but because of our customers.
Question: I guess this is for you, Jim. Given the importance you are placing on the growth of the Navy
business in your growth strategy over the next couple of years and the vagaries and the politics of the
Defense budget for the last three years, and given that it’s one-third of your backlog and, as mentioned,
it’s a two- to five-year timeframe in these deliveries, what confidence level do you have that things won’t
get pushed to the right, given what an important piece it feels in your strategy right now?
James Lines: Sure, that’s a great question. It’s a question I get from our Board, because we’re all
aware of sequestration and concerns about those types of projects.
As it relates to the submarine program and the conversations that we’ve had with the Navy and the
shipyards that build the submarines, they’re critical to strategic defense and the national security. The
submarine programs are not being affected by funding, because of the critical aspect of protecting our
nation.
As it would relate to the carrier program, all we’ve heard there is, if it’s a 10 fleet carrier program,
perhaps it goes down to nine. To Alan, to me, to Jeff, that’s irrelevant. Whether they build a carrier
on five year cycles or six-year cycles, for the $40 million addressable opportunity for us per carrier, I’d
like it every five years, but it’s beautiful every six years, so we’re mindful of that risk. We negotiate our
contract terms to protect us should there be cancellation or suspension. We’ve negotiated very well
on cash flow terms for the orders that we’ve received to be in front of our actual outgoing cash
expenses with customer advances, so in totality, as we look at that strategy and the risks or how we
define the risks, I don’t think they’re that great actually.
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Question: A couple of questions on the Navy. You talked a little bit about some of the carriers, the
Ford class strike carriers. How about the amphib carriers, the Tarawas, the Wasps, the America
class? Is there any Navy business for some of those amphib carriers like the Marines would use?
James Lines: We tend to focus our effort on the nuclear propulsion program, so that’s the CVN class
and the two sub programs. The other surface vessels aren’t necessarily as complex or don’t have
nuclear propulsion power generation and we’ve not focused there. The carrier program is primarily
where our focus is and two classes of submarines. We haven’t broadened out to the other vessels.
Question:
The Navy is developing a lot of revolutionary technologies with EMO launch,
electromagnetic rail guns and lasers. Does that type of technology have any demand for ejectors or
condensers or some of the heat exchangers you are using, as the Navy looks out on the 21st century?
James Lines: That’s not directly correlated to what we do. No, we’re primarily focused around the
power plant and propulsion system. That’s where we’ve made our entry point. That’s not to say that,
over time as the strategy evolves, we won’t broaden our horizon, but we’ll want to make sure that we
execute extraordinarily well and that the share we wanted to go after is around the power island where
our selling model, our engineering competencies and our operation methodologies are perfect, and we
want to make sure we nail that before we start thinking outside of those key areas we want to win.
Question: Could you tell us a little of the potential for procuring nuclear/power business outside of
the US, particularly like in China as they are now shifting more away from coal-fired plants and a
number of studies are saying that they’re going to expand their nuclear capabilities, as well as other
alternatives? Thanks.
James Lines: We have processed some work for four nuclear reactors that are under construction in
China. There is a supply chain in China for providing nuclear quality products to the utilities. We’re
focused on, is there an opportunity for us to break into that supply chain? There are six more reactors
under consideration. We’re chasing the RFPs. We will get the RFPs. I think we have to recognize
that the Chinese will be national in their orientation. They will focus on the local supply chain and,
where there’s a speciality to the deliverable of a particular technology, say ejectors, that’s where we’ll
have a strong opportunity. But if it’s ordinary nuclear type of components, that can be fabricated
locally and it’s going to be hard to win with an exported product.
Our focus in the nuclear area right now, though, is in North America, where we’ve identified strong
spending dynamics. As Jeff had mentioned, at Energy Steel, through the focus he has and the
addition of some resources there, we’re broadening our offering to the nuclear market and we’re intent
on breaking out of the revenue range that we have been in since we bought that business. We know
we can do more. The market’s ready, dusting off post Fukushima, and we’re going to grow that
segment of our business. We’re going to focus initially on our home turf. We’ll be preferential
internationally. If we were to be more focused internationally, I feel that would be dilutive, because it’s
a much harder sale. Where there’s a supply chain in place, it’s very difficult to break in as an exporter
and I would be reluctant, at this point, to establish operations locally, because I don’t believe with the
nationalism, say in China, we would fare very well.
Jeffrey Glajch: Just one follow-up on that. You were talking about the reactors in China. Over the
course of a couple of years that we’ve owned Energy Steel, we have won opportunistic projects in
Eastern Europe. We work through a domestic distributor, essentially into the Korean market, and in
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our pipeline today, we have opportunities in South America. So I completely agree with Jim. We are
focused on the domestic market, but where there are those unique opportunities internationally, where
perhaps, with a relatively minimal amount of incremental effort, we can pick something up
internationally, we do. Going after the big opportunities in places like China is going to be much more
challenging and certainly dilutive to our sales effort. They’re very nationalistic with regard to their
supply chain in the nuclear market.
Question: I noticed that one slide talked about being an employer of choice and that brought to mind
that, particularly in areas like welding and machining and engineering, people who are reasonably
skilled at those things have a lot to choose from. Could you expand on what you mean by that and
how finding and retaining the people who can do that kind of work is not going to be an obstacle to the
kind of growth that you’ve set out here today.
James Lines: As we thought about the growth that’s before us, we identified that the people were
going to be a constraint and we couldn’t let that prevent us from growing. The management team,
HR, and direct managers rebranded Graham as a local employer of choice, speaking about the
technologies that we provide, the wage packages that we offer and the longevity of our workforce.
What’s important to a direct laborer is wage continuity, not the risk of just being hired as a mercenary
for hire for six or nine months. What they care about most is, can I come here and build a career?
Can I have wage continuity? They’re not always focused on, will I get the maximum dollar. They
want the continuity of the paycheck.
So we’ve spoken about how we manage our business. This was all part of a rebranding strategy,
because that was going to be a constraint. Because of that strategy, we’re not constrained as our
business was and how I thought about it five or six years ago. It was going to be a huge challenge.
Now, with Jeff’s HR team and Alan’s Ops team, we’ve brought in 40% new hires in the last three or
four years: welders and machinists. We’re a company that thinks of our employees as critical to our
success. We build a career with them. I’m a 30-year employee. I’m in my junior year. The average
tenure of our employees is about 18 years. If we took the 40% we just added, which are one- or twoyear employees, out of the equation, our tenure a couple of years ago was 21 and 22 years, whether
you were in the shop or in the office. So when we hire someone, we want them to stay with us,
because we have invested substantial sums of money to develop them, educate them and assimilate
them into our process. We want to retain that gem. Between our managerial processes, our pay
packages, how we challenge them and how we reward them, Graham has changed how we’re viewed
in the employer community as an employer of choice, and I think the HR team really has done a great
job to resolve that growth constraint to a great deal. And the credit also goes, in addition to Jeff’s HR
team, the rest of the management team and Alan’s organization, because we wouldn’t be growing as
we’re intending to grow if we didn’t resolve this problem. We identified it as a problem and got at it,
and anything we focus on, when we’ve chosen to focus on it, we tend to remove that barrier.
Question: Two things, Jim, Jeff. First of all, on the predictable base business, obviously about $45
million over the last couple of years, give me a talk about in what markets you have the most
confidence in being able to improve that business, particularly given the growth in short cycle sales
here in the last year or so. Then secondly, could you comment on China and your confidence in
being able to grow there near-term and expand increasingly into petrochemicals? Thank you.
James Lines: Okay. For the predictable base, moving from $20 million to the $45 million, from the
$45 million to the $60 million, I’m going to talk about the $45 million to the $60 million, assuming that
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we’ve embedded the $45 million as predictable now and sustainable. There are three aspects of that.
One is the strategy where Jeff has been growing the aftermarket through Energy Steel. What Energy
Steel primarily does is provide components and weldments and parts to the existing nuclear fleet; we
call that aftermarket. We’re quite confident that we can grow that segment of our business.
Two is the naval strategy. That becomes predictable, because those types of orders – I think Jeff
explained it very well – have long residence time in our backlog, clear visibility. Typically, once you’re
into a program and you’ve secured your position and you’ve executed well, you’re the incumbent.
You get the future orders, so that becomes a predictable base for us.
Then three is our traditional Graham products. With our small heat transfer products, our small
vacuum systems and our aftermarket, we’ve been pushing those strategies. That was the initial lift
that got us from $20 million as a historical level of business to $30 million. We focused on our
traditional products and our traditional markets to push that base business up about 50%.
Regarding China, we entered China with a direct focus on the refining market. Why? That’s where
our brand was strongest; that’s where we felt we could differentiate extraordinarily well on unpriced
value and on priced value; and from 2006 to today, we’ve gone from zero market share to about 50%
market share. We see the refining market ramping up investment. They had a pullback for two or
three years. We believe they’re now getting back at it with a level of investment that corresponds to
what we saw for a five-year period from 2007 through 2012, which we think translates into about
$80 million to $100 million worth of opportunity over the coming five years, should our market share
hold, and there’s nothing in front of me that suggests it won’t. Where we intend to expand our market
share, that’s a pretty nice incremental aspect to our business.
As it relates to petrochem, we’re attempting to diversify in China to the petrochem market. That’s
more challenging, and I’ll be upfront, it’s not as differentiated a sale. To focus on those unpriced
value elements and price value elements are not the same. There’s a very strongly entrenched
incumbent for one of our key products that we’d have to displace. So that strategy is still evolving,
and our ability to win.
China’s a huge market and there’s a great opportunity for driving the top line, but can you make
money at it? We’re focused on, of course, making money and trying to analyze that strategy for
diversifying into petrochem to make sure we can win. In our usual way, we’ll take a deliberate,
methodical approach to that, but we’re on that journey to figure that out.
Question: Yes, I have a quick one. The $200 million, you apply the metrics to them and substantial
EBITDA is a value-creating proposition, but do you have a timeframe on that? If it’s 2018, it’s much
more exciting than if it’s 2028. When you do your strategic plan I’m sure you run it out. Have you
articulated, you know, like three years…?
James Lines: We haven’t articulated precisely that it’s fiscal year 2018 or fiscal year 2019. I’m going
to frame it this way, and I tend to be a historian. I do believe this current market that we’re going into will
play out like the last market, which was maybe a four or five-year growth cycle. We saw our CAGR last
cycle was about 24%, top line growth when we grew from $50 million to $100 million. We were a good
company, but we were a Chevrolet. Today, the team has a Ferrari running, so I’m expecting stronger
growth. The only thing in our way I would expect is how the market recovery plays out. To frame it or to
give it a boundary, we’re thinking in terms of three to five years.
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Question: A question for Jeff. You talked about being somewhat sensitive on the front end on
multiples of EBITDA. When you look at strategic buyers like you that look at acquisitions, nurture
companies, nurture employees versus the financial buyer, they go away and hack it up, blow
everyone up, upstream the dividend to the private equity guys. Does your cost sensitivity in selling
that value over time, does that ever allow you to interdict somebody that’s selling solely for price, or
are a lot of deals just always about price?
Jeffrey Glajch: I’m trying to think of the right way to answer this. If you look at the kind of deals that
we’re looking at, we’re not going to be typically competing against the private equity guys. We’re
looking at private sale opportunities, so price is relevant to us. Price is an important criterion. Would
we push a little higher on our price range? Perhaps, if we really saw the strategic value and the
opportunity to make a big step on it with some synergies, we’d consider that. In my opinion, far too
many people, when they look at an acquisition, throw in this synergy and this synergy and this
synergy and this synergy, assume no downside and they barely get to whatever level of return they
want to get. We take a different approach. We don’t look for all those synergies up front. We
assume that that’s the upside. We also assume there’s going to be some downside somewhere and
we price the business as it is with minimal synergies, so that’s going to be a bit of a governor on our
aggressiveness.
Question: Okay. Let me ask you too, Jim, from the standpoint of those of us who aren’t engineers
and are bean counters, when you look at complex engineered-to-order products, how much fluidity in
discovery is there in the customer coming to you and saying, “I want to do this, but I don’t have quite
the idea,” and how do you work them through that? Or, is it such that the customers always have a
fairly rigid engineering design and it’s only just about you manufacturing that concept?
James Lines: I believe from what our experience has been, most often it’s a 50% or 60% baked
concept that they come to us with and that apply our resources toward. In my view, that’s the best,
because that’s where we shine. That’s where we bring our engineering competencies and our customer
service to help them understand how best to address what they’re trying to resolve. We spend a lot of
time on up-front consultative support without being paid. And that’s ideally, from my chair, the best type
of opportunity, because we create a wealth of value for the potential buyer by the capabilities we bring
to that, with a void we fill that they don’t have, with our competencies.
In exchange, we believe we get rewarded for that in one of three ways. One is sole source. Second,
more prevalent, is improved margin. Third, which is not a bad case, we get the last look. If the
design’s frozen and everyone’s bidding and there’s no differentiation, that really becomes a priceleading bid. What we go after is where we can embed unpriced value, build the relationships, create
differentiations and sell at a premium. Now, there’s a long missionary process there, but we’re
prepared to do it, because we get rewarded for that and that shows up in our margins and our win
rates, and that’s sort of what we look for. We don’t look for, “Hey, I want model number 10.” There
are suppliers that provide fit-for-purpose model number 10 at the best price. We don’t do well there.
We do well with let’s paint the canvas together and figure out what this picture should look like.
Question: Jim, I was wondering if I could get your thoughts. There’s a lot of conversation in the market
about changing the hydrocarbon export rules. Are you seeing anything from your customers as far as
waiting for clarity on what the export rules are going to be as far as things progressing in your bid
pipeline? Then additionally, if you do see the rules loosened on the exports, how does that affect things
that are in your pipeline now, as far as maybe decreasing that domestic low-cost advantage?
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James Lines: That’s an interesting dynamic with respect to low-cost natural gas. Will we invest in
North American manufacturing as a nation or will we partially invest and allow that energy to be
exported? I think our customer base is pretty vocal about investing in them and doing exports
secondarily. As a nation, I think we’re more focused on export and balance of trade. I do think it fits
into the equation, but somewhere someone's building a petrochem plant. That feedstock’s going
somewhere. Our best margin, our best win potential, of course, would be in North America; however,
we do well in international markets. We do capture that business. We do garner satisfactory margin.
So to me, if I think of the underlying demand driver, which is global GDP growth, obviously we would
prefer the petrochem plant be built in North America, but it wasn’t built in North America last decade.
It was built in the Middle East. It was built in Asia. Some were built in South America and we got our
share. I don’t lie awake at night trying to understand what’s going to happen, because I know they’ll
build a plant somewhere and I know we’ll be in a position to win that business. It’s the margin
potential that varies, that’s it.
Question: I know you touched on labor a little bit. Are there any shortages that you’re seeing as far
as welders or engineers?
Alan Smith: No, we’ve been able to acquire the labor at the pace that we can actually train them and
prepare them to work in our plant.
As Jeff mentioned, we have a weld lab and about 40% of our direct laborers are welders. In our weld
lab, we can accommodate six new employees at a time. The welders come to us with various skills.
The welding that we do at Graham is a cut above the average welding. Most welders are very
comfortable welding on flat plate. Our guys have to weld round objects, which is very hard and they
have to do it above their head which is harder yet. Our ability to bring them in, train them, teach them
our processes and send them out to the plant is about the same pace as we can acquire the labor.
Question: Okay. Is there any union activity there?
Alan Smith: No. None.
Question: Okay. Are you seeing any commodity inflation? Any specifics?
James Lines: Sure. As the market ramps up and the recovery progresses, we would expect the
supply chain to lose its slack and tighten up. We’ve seen some cost creep in nickel-bearing alloys
and copper-bearing alloys. Carbon steel is sort of stable, but the big spend for us is the nickelbearing alloy or a copper-bearing alloy. We have seen some movement on those input costs. But
what’s important to bear in mind is what our model is. We get in front of that; we push that into the
market immediately; we actually push it in ahead, so we have our cost basis right when we develop
our selling prices. Then, should we get an order, we work very diligently to lock in those volatile
material costs as quickly as we can, sometimes within weeks after we have the order, and that’s a
discussion we have with our customer. So we’re pushing those costs immediately into the
marketplace, have no margin erosion, and also, should we get an order, we protect from margin
erosion with our procurement policies of locking in costs for those volatile materials. We have cash
flow terms that attempt to make us neutral with our outgoing cash corresponding to our incoming
customer advances.
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Question: Okay, and the last one, are you seeing any increased demand from LNG markets?
James Lines: Not directly, because we don’t have a technology that has a large place in LNG,
whether it be LNG regasification or the LNG liquefaction facility itself. Those are other types of
equipment that we don’t have. We are on the periphery of LNG, so it’s not a big needle-mover, but
the natural gas play as a play is quite huge for us. An aspect of LNG where we have a space – and
these are very, very intermittent projects, but massive in opportunity – is monetizing stranded liquefied
natural gas or natural gas with GTL plants, gas-to-liquid plants. Those are massive opportunities for
us. We have done a few. The content there could be $5 million to $20 million. So we are in the LNG
value chain, but we’re just not in the LNG production or regasification side.
Jeffrey Glajch: If I could just follow up on an earlier question on employee base and human resource
issues, I think it’s important to understand why we believe we’re an employer of choice. As Jim had
mentioned earlier, we believe we have fair pay packages. We have a very good benefits program,
which we have enhanced over the last couple of years. We pay bonuses across the organization and
those bonuses are based on the Company’s profitability, so the better we do, the bigger the bonuses
are. We treat our employees very well. When you walk into our lobby, you’ll see a couple of plaques
there and I invite all of you to look at them. On your right side on the wall that’s inside behind you,
you’ll see a plaque that shows all of our 25-year employees. There are hundreds of employee names
on that plaque, including Jim’s. As you walk in to your right, we also have a new plaque that was just
put up about a week or so ago that has our 45-year employees on it and there are seven or eight
individuals on that list.
So the reason that we are successful from a human resource standpoint is because of how we treat
our employees. We treat them fairly; we give them good opportunities. You’ll have the opportunity on
the tour to meet a number of our employees and you should ask them, “Why do you like Graham?”
and it’s a fair question. You can ask us why we like Graham, but you’ll get our answer. These, again,
are employees that have been with us for quite a long time, so ask them why they like Graham.
Attracting employees, keeping employees and having employees who enjoy coming to work
everyday, it’s all of those things that have helped us not only keep those long-term employees, but
quite frankly, hire new employees. We have a lot of employees across our organization who are
children or grandchildren of long-term Graham employees. I think all of that plays into why we’re an
employer of choice in this area.
James Lines: Before we take any additional questions, I have just one last comment on that. Alan
mentioned engagement earlier. I think one of the most important retention opportunities that we have
to create that bond between the Company and the employee is the engagement, and the efforts that
the management team has taken to get at engagement. What the employees want is to be part of
something special, to understand and rally around a vision and a mission, to know their contributions
count and to understand how they connect to the battle we’re trying to win. In the last three or four
years, regarding this whole engagement thing, that aspect has blown us away, because it has
unlocked the value of a 400-person organization like it hadn’t in my first 25 years. That’s very
empowering to us as the leadership, but most importantly, I think that’s the key aspect of retention,
because they’re part of something special, they’re noticed, they’re impact players and they know they
are delivering value and taking the hill alongside their peers who are taking that same hill. The team
has done a great job with that.
Question: Thank you. I have three questions. The first one is regarding refining…
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James Lines: Three questions!
Question: Yes. Grab some coffee, I’ll be a while! Regarding refining, I think a lot of us know that the
low-cost natural gas is driving the petrochem opportunity. You talk like refining may be turning the
corner here, so I was wondering if you could provide an update on your outlook for the demand
drivers of refining: the feedstock diversification, new capacity, government regulation and then that
kind of corrosive, nasty stuff that you’ve mentioned before. Within those four, what has you excited
about refining turning the corner?
James Lines: Sure. As you mentioned, there are four drivers in the refining market for Graham
demand. Of the two most important ones, the first is new capacity. That’s an international story.
What has us excited is the amount of opportunities we’ve seen come into our pipeline, which we’ve
bid already, that are still early: the work in China, the work in the Middle East that we have in our
bidding pipeline and the work in South America. This is where the new capacity is coming. So
they’ve entered our pipeline. We’re touching them. We’re interacting with the decision makers and
they’re moving through the process. That’s very encouraging. Again, we use that bid pipeline as our
barometer of the direction where things are going. So, the new capacity opportunities are in front of
us; we can see those now.
In terms of feedstock diversification or brownfield investment, existing plant investment, that’s our
second most important driver and equally weighted to the new capacity demand driver. North
American refining has not built a new refinery since 1976; however, the North American refining
market has been massive for our business, because they’re constantly looking to debottleneck, to
convert more of a barrel of oil to transportation fuels, or to reduce their environmental footprint and
that all works around our type of products. So we’re still seeing that in North America.
As it relates to government regulations, the cleaner gasoline, ultra-low sulfur diesel, that’s really a
secondary or tertiary driver. That’s time-phased around the globe and those are typically $250,000 to
$750,000 type opportunities. Nice singles, we like them, but they’re not the same needle mover as
new capacity or substantial brownfield investment.
Then the fourth driver is our aftermarket component, because these are nasty environments. They
wear and tear. The refiner also has intent to stay on-stream longer. When I first joined the business,
a refiner would operate four years between scheduled shutdowns. Now they want six years and are
trying to push toward eight. What we’re seeing is, that’s creating opportunity in this brownfield
investment, repair replacement, metallurgical upgrades, because they want a higher corrosive
material, such that when they start up, we may have provided the system 10 years ago, we think that
system is going to be good for 30 years, but they don’t want to take a chance that it might have an
unscheduled shutdown for a corrosion issue in six years. So they’re replacing this lower alloy
component that we provided 10 years ago with a stronger, more corrosive-resistant metallurgy, a
higher valued item. We’ve seen a huge influx of that over the last two or three years. We spoke
about that I think three or four conference calls ago when we had a very strong first quarter of
FY2014. That came from the influx of those types of orders and we’re still seeing those today. We
talk about that in some of our press releases. We’ve had some nice replacement orders, which are
metal-ups, metallurgical upgrades.
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So across those four demand drivers, we’re pretty jazzed up about all but the third one, which is the
governmental regulation.
Question: I’m just going to ask one more for the sake of time. For petrochem, a lot of the E&C
companies have discussed a little bit of a moving to the right for some projects. Their customers are
being more methodical this up cycle. Given your value proposition, your brand and your competitive
advantages, does that really put you in the driver’s seat to take even more share as the end customer is
really being more methodical about what they put in their plant versus a frenzied rush period up cycle
that might help the E&Cs, for market share purposes, but actually benefit you if it was more methodical?
James Lines: If I step back and think about how Graham maximizes what it takes from the
petrochem’s wallet, it would be that elongated, more deliberate, methodical approach to new capacity.
Even though the team’s done a great job to break open capacity, if it all comes into a tightly
concentrated short period of time, we’d get a smaller fraction of that spend. So while we like to have it
come in a hurry and all come at once, I think we’ll get more spend the more deliberate they are. One of
the things that we identified when we had the fantastic cycle of 2005 through 2009 and also heard from
some of the individuals that we’ve spoken to over the last few years is we felt the supply chain got away
from the end user. They had to have learned a lesson and we think they and their behaviors are
changing. Once they see cost creep in their project budgets, they’re pulling back, letting things cool off,
to push to the right. They’re not going to approve a project today for $4 billion and spend $7 billion like
they did last time. I think they learned some very valuable lessons and we’ve begun to see them
manage the supply chain differently. But to me, I think that means we’ll get more of the wallet; it just
takes a longer period of time. To me, it’s all about grabbing the wallet and owning the market share.
All right, I think that’s it.
-###-
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