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Alamo Group Inc. and Subsidiaries
Interim Condensed Consolidated Balance Sheets
(Unaudited)

(in thousands, except share amounts)
ASSETS

Current assets:

Cash and cash equivalents

Accounts receivable, net

Inventories

Deferred income taxes

Prepaid expenses

Income tax receivable

Total current assets

Rental equipment, net

Property, plant and equipment
Less: Accumulated depreciation

Goodwill

Intangible assets, net
Deferred income taxes
Other assets

Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY

Current liabilities:

Trade accounts payable

Income taxes payable

Accrued liabilities

Current maturities of long-term debt and capital lease obligations
Deferred income tax

Total current liabilities

Long-term debt and capital lease obligations, net of current maturities
Deferred pension liability

Other long-term liabilities

Deferred income taxes

Stockholders’ equity:

Common stock, $.10 par value, 20,000,000 shares authorized; 11,286,650 and
12,113,109 outstanding at September 30, 2014 and December 31, 2013, respectively

Additional paid-in-capital

Treasury stock, at cost; 42,600 shares at September 30, 2014 and December 31,

2013
Retained earnings

$38,644
178,072
183,797
6,515
7,246

414,274
28,927

173,071
(100,655 )
72,416

71,996
62,028
2,936
1,763

$654,340

$68,701
3,111
44,391
852

884
117,939

190,005
1,264
3,843
3,825

1,129
93,097
(426 )
248,913

September 30, December 31,

2014 2013

$63,960
151,396
109,104
5,741
5,129
1,623
336,953

158,376
96,472 )
61,904

32,073
5,500
457
1,589

$438,476

$45,593
1,126
33,482
420

80,621

8

2,538
3,494
1,350

1,211
91,439
(426 )
255,203
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Accumulated other comprehensive (loss) income, net (5,249 ) 3,038
Total stockholders’ equity 337,464 350,465
Total liabilities and stockholders’ equity $654,340 $438,476

See accompanying notes.
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Alamo Group Inc. and Subsidiaries

Interim Condensed Consolidated Statements of Income

(Unaudited)

(in thousands, except per share amounts)
Net sales:

North American

Industrial

Agricultural

European

Total net sales

Cost of sales

Gross profit

Selling, general and administrative expenses
Income from operations

Interest expense

Interest income

Other income, net

Income before income taxes
Provision for income taxes
Net Income

Net income per common share:
Basic

Diluted

Average common shares:
Basic

Diluted

Dividends declared

See accompanying notes.

Three Months Ended
September 30,
2014 2013
$125,952 $71,890
57,668 61,157
49,555 41,691
233,175 174,738
177,735 131,582
55,440 43,156
33,914 27,830
21,526 15,326
(1,497 319 )
41 44
421 558
20,491 15,609
7,124 4,276
$13,367 $11,333
$1.11 $0.94
$1.10 $0.93
12,050 12,069
12,206 12,229
$0.07 $0.07

Nine Months Ended
September 30,
2014 2013
$308,348 $218,863
160,144 168,048
142,286 124,320
610,778 511,231
469,922 389,072
140,856 122,159
93,903 79,533
46,953 42,626
(2,780 ) (897 )
137 129
1,048 1,190
45,358 43,048
15,558 12,978
$29,800 $30,070
$2.47 $2.50
$2.43 $2.47
12,077 12,040
12,251 12,196
$0.21 $0.21
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Alamo Group Inc. and Subsidiaries

Interim Condensed Consolidated Statements of Comprehensive Income

(Unaudited)

(in thousands, except per share amounts)
Net Income
Other comprehensive (loss) income:
Foreign currency translation adjustment
Post Retirement adjustments:
Net gains arising during the period
Other comprehensive (loss) income
Comprehensive Income

See accompanying notes.

Three Months Ended
September 30,

2014 2013
$13,367 $11,333

(11,154 ) 6,284

93 172
(11,061 ) 6,456
$2,306 $17,789

Nine Months Ended
September 30,

2014 2013
$29.800 $30,070
(8,549 ) (559
262 533
(8,287 ) (26
$21,513 $30,044

)

)
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Alamo Group Inc. and Subsidiaries
Interim Condensed Consolidated Statements of Stockholders’ Equity

(Unaudited)
Common Stock Additional Accumulated Total
Paid-in Treasury Retained Other Stock-
(in thousands) Shares Amount . Stock Earnings Comprehensive holders’
Capital .
Income Equity
Balance at December 31,2013 12,071 $1,211  $91,439 $(426 ) $255,203 $3,038 $350,465
Net income — — — — 29,800 — 29,800
Translation adjustment — — — — — (8,549 ) (8,549 )
Net‘ actuarial gain arising during L . o o 262 262
period, net of taxes
Stock-based compensation — — 1,801 — — — 1,801
Exercise of stock options 23 3 426 — — — 429
Repurchased shares (note 4) — — — (34,204) — — (34,204 )
Retirement of shares (note 4) (850 )(85 ) (569 ) 34,204 (33,550 ) — —
Dividends paid ($.21 per share) — — — (2,540 ) (2,540 )

Balance at September 30, 2014 11,244 $1,129  $93,097 $(426 ) $248913 $(5,249) $337,464

See accompanying notes.
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Alamo Group Inc. and Subsidiaries
Interim Condensed Consolidated Statements of Cash Flows
(Unaudited)

(in thousands)
Operating Activities
Net income

Adjustment to reconcile net income to net cash provided by operating activities:

Provision for doubtful accounts

Depreciation

Amortization of intangibles

Amortization of debt issuance

Stock-based compensation expense

Excess tax benefits from stock-based payment arrangements
Provision for deferred income tax (benefit) expense

Gain on sale of property, plant and equipment

Changes in operating assets and liabilities, net of amounts acquired:

Accounts receivable

Inventories

Prepaid expenses and other assets

Trade accounts payable and accrued liabilities
Income taxes payable

Other long-term liabilities

Net cash provided by operating activities

Investing Activities

Acquisitions, net of cash acquired

Purchase of property, plant and equipment

Proceeds from sale of property, plant and equipment
Net cash used in investing activities

Financing Activities

Borrowings on bank revolving credit facility
Repayments on bank revolving credit facility

Principal payments on long-term debt and capital leases
Proceeds from issuance of debt

Debt issuance cost

Dividends paid

Proceeds from sale of common stock

Excess tax benefits from stock-based payment arrangements
Cost of common stock repurchased (note 4)

Net cash provided by (used in) financing activities

Effect of exchange rate changes on cash and cash equivalents
Net change in cash and cash equivalents

Cash and cash equivalents at beginning of the period

Cash and cash equivalents at end of the period

Nine Months Ended
September 30,

2014 2013
$29,800 $30,070
304 (73
7,764 6,585
676 —

130 95
1,801 1,146
(437 ) (221
(2,808 ) (983
(936 ) (253
(13,141 ) (20,857
(28,423 ) (11,818
2,752 (1,405
24,307 17,761
3,637 (2,195
(1,016 ) (898
24,410 16,954
(196,363 ) (1,021
(6,689 ) 9,910
1,064 429
(201,988 ) (10,502
248,000 —
(58,000 ) —
(434 ) (223
780 —

(818 ) —
(2,540 ) (2,526
427 1,248
437 221
(34,204 ) —
153,648 (1,280
(1,386 ) 140
(25,316 ) 5,312
63,960 48,291
$38,644 $53,603



Cash paid during the period for:
Interest
Income taxes

See accompanying notes.
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$1,859
14,242

$888
15,550
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Alamo Group Inc. and Subsidiaries
Notes to Interim Condensed Consolidated Financial Statements - (Unaudited)
September 30, 2014

1. Basis of Financial Statement Presentation

The accompanying unaudited interim condensed consolidated financial statements of Alamo Group Inc. and its
subsidiaries (the “Company”) have been prepared in accordance with U.S. generally accepted accounting principles
(“GAAP”) for interim financial information and with the instructions to Form 10-Q and Article 10 of Regulations S-X.
Accordingly, they do not include all of the information and footnotes required by U.S. GAAP for complete financial
statements. In the opinion of management, all adjustments (consisting of normal recurring accruals) considered
necessary for a fair presentation have been included. Operating results for the periods presented are not necessarily
indicative of the results that may be expected for the year ending December 31, 2014. The balance sheet at

December 31, 2013 has been derived from the audited financial statements at that date but does not include all of the
information and footnotes required by U.S. GAAP for complete financial statements. For further information, refer to
the consolidated financial statements and footnotes thereto included in the Company’s annual report on Form 10-K for
the year ended December 31, 2013.

The SEC adopted the conflict mineral rules under Section 1502 of the Dodd-Frank Wall Street Reform and Consumer
Protection Act on August 22, 2012. The rules require public companies to disclose information about their use of
specific minerals originating from and financing armed groups in the Democratic Republic of the Congo or adjoining
countries. The conflict mineral rules cover minerals frequently used to manufacture a wide array of electronic and
industrial products including semiconductor devices. The rules do not ban the use of minerals from conflict sources,
but require SEC filings and public disclosure covering the calendar year 2014 though the public disclosure provision
is being challenged in court. We have determined that we are subject to the rules and are evaluating our supply chain,
developed processes to assess the impacts and filed the required document before the May 2014 deadline.

In May 2014, the FASB issued Accounting Standards Update (“ASU”) No. 2014-09, “Revenue from Contracts with
Customers” (Topic 606), which supersedes the revenue recognition requirements in ASC Topic 605, “Revenue
Recognition,” and most industry-specific guidance. This ASU is based on the principle that revenue is recognized to
depict the transfer of goods or services to customers in an amount that reflects the consideration to which the entity
expects to be entitled in exchange for those goods or services. The ASU also requires additional disclosure about the
nature, amount, timing and uncertainty of revenue and cash flows arising from customer contracts, including
significant judgments and changes in judgments, and assets recognized from costs incurred to obtain or fulfill a
contract. The amendments in the ASU must be applied using either the retrospective or cumulative effect transition
method and are effective for annual and interim periods beginning after December 15, 2016. Early adoption is not
permitted. We will evaluate the effects, if any, that adoption of this guidance will have on our consolidated financial
statements.

2. Accounting Policies

There have been no changes or additions to our significant accounting policies described in Note 1 to the Consolidated
Financial Statements in the Company’s 2013 10-K, with the exception of the following associated with the acquisition
of the operating units of Specialized Industries LP (see Note 3):

Rental Equipment

The Company enters into lease agreements with customers related to the rental of certain equipment. All of these
leasing agreements are classified as operating leases, and are for periods not to exceed two years. In accounting for

11
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these leases, the cost of the equipment purchased or manufactured by the Company is recorded as an asset, and is
depreciated over its estimated useful life. Accumulated depreciation relating to the rental equipment was $1,895,000
as of September 30, 2014. The rental income is recognized ratably over the term of the leases.

12
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3. Acquisitions and Investments
Specialized

On May 13, 2014, the Company acquired all of the operating units of Specialized Industries LP, a portfolio company

of ELB Capital Management, LLC. The purchase included the businesses of Super Products LLC, Wausau-Everest

LP and Howard P. Fairfield LLC as well as several related entities ("Specialized"), including all brand names and
related product names and trademarks (the "Acquisition") pursuant to the terms of the Membership Interests and
Partnership Interests Purchase Agreement dated February 24, 2014 (the “Agreement”). The purchase price consideration
was approximately $193 million, on a debt free basis and subject to certain post-closing adjustments.

In connection with the Acquisition on May 13, 2014, Alamo Group amended its revolving credit facility and increased
its line of credit from $100 million to $250 million. Alamo Group financed the Acquisition through $190 million of
new borrowings under the amended credit facility.

The Acquisition is being accounted for in accordance with ASC Topic 805 Business Combinations (“ASC Topic 805”).
Accordingly, the total purchase price has been allocated on a preliminary basis to assets acquired and liabilities
assumed in connection with the Acquisition based on their estimated fair values as of the completion of the
Acquisition. These allocations reflect various provisional estimates that were available at the time and are subject to
change during the measurement period as valuations are finalized.

The primary reason for the Specialized acquisition was to broaden the Company's existing equipment lines. This
acquisition broadens our product offering and enhances our market position both in vacuum trucks and snow removal
equipment.

The following table summarizes the provisional amounts recognized for assets acquired and liabilities assumed as of
the closing date. A single estimate of fair value results from a complex series of judgments about future events and
uncertainties and relies heavily on estimates and assumptions. The Company’s judgments used to determine the
estimated fair value assigned to each class of assets acquired and liabilities assumed, as well as asset lives, can
materially impact the Company’s results of operations. Certain estimated values are not yet finalized and are subject to
change, which could be significant. The Company will finalize the amounts once the necessary information is
obtained and the analysis is complete. The Company expects to finalize these amounts as soon as possible but no later
than one year from the acquisition date. The following are the estimated fair value of the assets acquired and liabilities
assumed as of the Acquisition date (in thousands):

Cash $2,025

Accounts receivable 16,417

Inventory 46,490

Prepaid expenses 3,223

Deferred income tax assets 1,106

Rental equipment 27,923

Property, plant & equipment 12,886

Intangible assets 57,457

Other assets 675

Deferred income tax liabilities (3,863 )
Other liabilities assumed (10,765 )
Net assets assumed 153,574

13
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Goodwill 39,383
Preliminary Purchase Price $192,957

Under ASC Topic 805-10, acquisition related costs (i.e., advisory, legal, valuation and other professional fees) are not
included as a component of consideration transferred, but are accounted for as expenses in the periods in

9
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which the costs are incurred. The Company incurred $1.8 million of acquisition related costs, which have been
recorded in Selling, general and administrative expenses on the interim condensed consolidated statement of income.
The Company will incur integration expenses during 2014 and 2015 relating to manufacturing process changes and
computer conversion. They are expected to be immaterial.

This allocation resulted in goodwill of approximately $39.4 million, all of which has been assigned to the Company's
Industrial reporting segment. The recognized goodwill is primarily attributable to expected synergies in both the
vacuum truck and snow removal product lines. The Company expects to finalize the fair value measurement of
acquired assets and assumed liabilities by the end of 2014.

In the period between the Closing Date and September 30, 2014, the Specialized business units generated
approximately $61.1 million of net sales and $4.1 million of net income. The Company has included the operating
results of Specialized in its interim condensed consolidated financial statements since the Closing Date.

The following table presents the unaudited pro forma combined results of operations of the Company and the acquired
business units of Specialized for the three and nine months ended September 30, 2014 and 2013, after giving effect to
certain pro forma adjustments including: (i) recognition of the costs related to the step-up in fair value of the
Specialized inventory, (ii) amortization of acquired intangible assets, (iii) the impact of certain fair value adjustments
such as depreciation on the acquired rental equipment and property, plant and equipment, and (iv) interest expense for
historical long-term debt of Specialized that was repaid and interest expense on additional borrowings by the
Company to fund the acquisition. The unaudited pro forma statement of income of the Company assuming this
transaction occurred at January 1, 2013 is as follows:

Three Months Ended Nine Months Ended
September 30, September 30,
(In thousands, except per share amounts) 2014 2013 2014 2013
Net Sales $233,175 $205,071 $658,657 $610,180
Net Income $13,367 $12,081 $31,224 $31,282
Diluted Earnings per Share $1.10 $0.99 $2.55 $2.56

The unaudited pro forma financial information is presented for informational purposes only and is not intended to
represent or be indicative of the consolidated results of operations of the Company that would have been reported had
the acquisition been completed as of the beginning of the periods presented, and should not be taken as being
representative of the future consolidated results of operations of the Company.

Other Acquisitions

The Company also completed two smaller acquisitions during the second quarter of 2014. Kellands Agricultural Ltd.
was acquired on April 2, 2014 and Fieldquip Australia PTY LTD was acquired on April 7, 2014. Both acquisitions
were on a debt free basis and subject to certain post-closing adjustments with total consideration of $6,204,000.

These acquisitions are being accounted for in accordance with ASC Topic 805. Accordingly, the total purchase price
has been allocated on a preliminary basis to assets acquired and liabilities assumed based on their estimated fair values
as of the completion of the acquisitions. These allocations reflect various provisional estimates that were available at
the time and are subject to change during the purchase price allocation period as valuations are finalized.

The primary reason for the Kellands acquisition was to increase the Company's presence in the manufacturing and

distribution of agricultural machinery in the UK. This acquisition broadens our product offering and allows the
Company to enter the self-propelled sprayer market.

15
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The primary reason for the Fieldquip acquisition was to broaden the Company's presence in the manufacturing and
distribution of agricultural machinery in Australia.

10
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4. Shares Repurchased

On September 24, 2014, Alamo Group Inc. entered into a Share Repurchase Agreement with Capital Southwest
Corporation and Capital Southwest Venture Corporation (“‘Capital Southwest”). Pursuant to the Repurchase Agreement,
the Company repurchased 849,690 shares of the Company’s common stock owned by Capital Southwest at a purchase
price of $40.255 per share . The closing price of the Company’s common stock on the New York Stock Exchange on
September 24, 2014 was $41.50 per share. The Company financed the repurchase through borrowings under its
revolving credit facility. The Company completed the closing on September 25, 2014 and subsequently retired all
849,690 shares.

The following table reflects the changes in common stock issued and outstanding for the nine months ended
September 30, 2014:

(shares)

Balance as of December 31, 2013 12,070,509

Exercise of stock options 23,231

Retirement of shares (849,690 )
Balance as of September 30, 2014 11,244,050

5. Accounts Receivable

Accounts receivable is shown net of the allowance for doubtful accounts of $2,841,000 and $2,738,000 at
September 30, 2014 and December 31, 2013, respectively.

6. Inventories

Inventories valued at LIFO cost represented 37% and 55% of total inventory at September 30, 2014 and December 31,
2013, respectively. The excess of current cost over LIFO valued inventories was $9,483,000 at September 30, 2014
and December 31, 2013. Inventory obsolescence reserves were $8,419,000 at September 30, 2014 and $8,596,000 at
December 31, 2013. The decrease in reserve for obsolescence resulted from the Company's quarterly review in the
normal course of business. The inventory acquired from Specialized, Kellands and Fieldquip were recorded at their
preliminary estimated fair value and obsolescence reserves will be recorded prospectively. Net inventories consist of
the following:

September 30, December 31,
(in thousands) 2014 2013
Finished goods $123,878 $84,548
Work in process 19,512 9,906
Raw materials 40,407 14,650
$183,797 $109,104

An actual valuation of inventory under the LIFO method can be made only at the end of each year based on the
inventory levels and costs at that time. Accordingly, interim LIFO must necessarily be based, to some extent, on
management's estimates at each quarter end.

11
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7. Fair Value Measurements

ASC Subtopic 820-10 defines fair value as the exchange price that would be received for an asset or paid to transfer a
liability (an exit price) in the principal or most advantageous market for the asset or liability in an orderly transaction
between market participants. There is a three-tier fair value hierarchy based upon the observability of inputs used in
valuation techniques. Observable inputs (highest level) reflect market data obtained from independent sources, while
unobservable inputs (lowest level) reflect internally developed market assumptions. Fair value measurements are
classified under the following hierarchy:

Level 1 — Quoted prices for identical instruments in active markets.

Level 2 — Quoted prices for similar instruments in active markets; quoted prices for identical or similar instruments in
markets that are not active; and model-derived valuations in which all significant inputs or significant value-drivers
are observable in active markets.

Level 3 — Model-derived valuations in which one or more significant inputs or significant value-drivers are
unobservable

When available, the Company uses quoted market prices to determine fair value, and the Company classifies such
measurements within Level 1. In some cases where market prices are not available, the Company makes use of
observable market based inputs to calculate fair value, in which case the measurements are classified within Level 2.
If quoted or observable market prices are not available, fair value is based upon internally developed models that use,
where possible, current market-based parameters such as interest rates, yield curves, currency rates, etc. These
measurements are classified within Level 3.

Fair value measurements are classified to the lowest level input or value-driver that is significant to the valuation. A
measurement may therefore be classified within Level 3 even though there may be significant inputs that are readily
observable. The Company does not currently have any assets or liabilities recorded at fair value on a recurring basis.
Fair value measurements are also used in connection with nonrecurring valuations performed in connection with
impairment assessments and acquisition accounting. As we complete the analyses of the fair values of certain of the
acquired assets in the current year acquisitions, discounted cash flow models will be used, which will be principally
based upon internal assumptions. In valuing certain of the acquired intangible assets we will use an excess earnings
methodology, which is a form of a discounted cash flow analysis. Tangible assets are typically valued using a
replacement or reproduction cost approach, considering factors such as current prices of the same or similar
equipment, the age of the equipment and economic obsolescence. The implied value of goodwill is determined by
allocating the acquisition cost to all of the assets and liabilities of the acquired entity, with the residual amount
allocated to goodwill. All of our nonrecurring valuations use significant unobservable inputs and therefore fall under
Level 3 of the fair value hierarchy.

8. Goodwill

The following is the summary of changes to the Company's Goodwill for the nine months ended September 30, 2014,
with estimated amounts for the acquisitions made during the second quarter of 2014:
(in thousands)

Balance at December 31, 2013 $32,073

Goodwill acquired 41,403

Translation adjustments (1,480 )
Balance at September 30, 2014 $71,996

12
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9. Definite and Indefinite Lived Intangible Assets

The Company has estimated the value of the definite lived assets related to the acquisitions made during the second
quarter of 2014. The following is a summary of the Company's definite and indefinite lived intangible assets net of the
accumulated amortization:

Estimated Useful September 30,

(in thousands) December 31, 2013

Lives 2014
Definite:
Trade names and trademarks 25 years $16,958 —
Customer and dealer relationships 17 years 33,917 —
Patents and drawings 12 years 5,653 —
Total Definite 56,528 —
Indefinite:
Trade names and trademarks 5,500 5,500
Total Intangible Assets $62,028 $5,500

As of September 30, 2014, the related accumulated amortization balance was $203,000 for trade names and
trademarks, $405,000 for customer and dealer relationships, and $68,000 for Patents and drawings.

10. Debt

Effective May 12, 2014, the Company amended its revolving credit facility and increased its line of credit from $100
million to $250 million to accommodate the acquisition of Specialized and meet the ongoing needs of the combined
entities.

The Company maintains a revolving credit facility with certain lenders under its Amended and Restated Revolving
Credit Agreement. The aggregate commitments from lenders under such revolving credit facility is $250,000,000 and,
subject to certain conditions, the Company has the option to request an increase in aggregate commitments of up to an
additional $50,000,000. The revolving credit agreement requires us to maintain various financial covenants including
a minimum EBIT to interest expense ratio, a maximum leverage ratio and a minimum asset coverage ratio. The
agreement also contains various covenants relating to limitations on indebtedness, limitations on investments and
acquisitions, limitations on sale of properties and limitations on liens and capital expenditures. The revolving credit
agreement also contains other customary covenants, representations and events of defaults. As of September 30, 2014,
the Company was in compliance with the covenants under the revolving credit facility. The termination date of the
revolving credit facility is May 12, 2019. As of September 30, 2014, $190,000,000 was outstanding under the
revolving credit facility. On September 30, 2014, $685,000 of the revolver capacity was committed to irrevocable
standby letters of credit issued in the ordinary course of business as required by vendors' contracts, resulting in
$59,315,000 in available borrowings.

September 30, December 31,

(in thousands) 2014 2013
Current Maturities:

Capital lease obligations $96 $112

Other notes payable 756 308

852 420

Long-term debt:

Bank revolving credit facility 190,000 —

Capital lease obligations — 8

Other notes payable 5 —

20



Total debt
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190,005
$190,857

$428
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11. Common Stock and Dividends

Dividends declared and paid on a per share basis were as follows:

Three Months Ended Nine Months Ended

September 30, September 30,

2014 2013 2014 2013
Dividends declared $0.07 $0.07 $0.21 $0.21
Dividends paid $0.07 $0.07 $0.21 $0.21

On October 2, 2014, the Company announced that its Board of Directors had declared a quarterly cash dividend of
$0.07 per share, payable October 30, 2014, to shareholders of record at the close of business on October 16, 2014.

12. Stock-Based Compensation

The Company has granted options to purchase its common stock and or stock grants to certain employees and

directors of the Company and its affiliates under various stock option plans at no less than the fair market value of the
underlying stock on the date of grant. These options are granted for a term not exceeding ten years and are forfeited in
the event the employee or director terminates his or her employment or relationship with the Company or one of its
affiliates other than by retirement or death. These options generally vest over five years. All option plans contain
anti-dilutive provisions that permit an adjustment of the number of shares of the Company’s common stock represented
by each option for any change in capitalization.

The Company’s stock-based compensation expense was $141,000 and $501,000 for the three months ended
September 30, 2014 and 2013, respectively and $1,801,000 and $1,146,000 for the nine months ended September 30,
2014 and 2013, respectively. The increase of stock-based compensation expense in 2014 is primarily related to the
accelerated vesting of awards to retirement eligible recipients.

Qualified Opti