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

(in thousands, except share amounts)
September 30,
2013

December 31,
2012

ASSETS
Current assets:
Cash and cash equivalents $53,603 $48,291
Accounts receivable, net 161,704 140,268
Inventories 121,639 108,758
Deferred income taxes 5,245 3,824
Prepaid expenses 5,883 5,659
Total current assets 348,074 306,800

Property, plant and equipment 154,884 146,454
Less:  Accumulated depreciation (94,251 ) (89,653 )

60,633 56,801

Goodwill 31,814 31,648
Intangible assets 5,500 5,500
Deferred income taxes 2,597 2,593
Other assets 1,026 997

Total assets $449,644 $404,339

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Trade accounts payable $55,911 $41,641
Income taxes payable 1,869 4,045
Accrued liabilities 36,170 31,601
Current maturities of long-term debt and capital lease obligations 499 588
Deferred income tax 243 253
Total current liabilities 94,692 78,128

Long-term debt and capital lease obligations, net of current maturities 90 118
Deferred pension liability 8,248 9,871
Other long-term liabilities 3,710 3,646
Deferred income taxes 2,705 2,290

Stockholders’ equity:
Common stock, $.10 par value, 20,000,000 shares authorized; 12,110,509 and
12,028,354 issued and outstanding at September 30, 2013 and December 31, 2012,
respectively

1,211 1,203

Additional paid-in-capital 91,046 88,660
Treasury stock, at cost; 42,600 shares at September 30, 2013 and December 31,
2012 (426 ) (426 )

Retained earnings 250,025 222,480
Accumulated other comprehensive income, net (1,657 ) (1,631 )
Total stockholders’ equity 340,199 310,286
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Total liabilities and stockholders’ equity $449,644 $404,339

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

Three Months Ended
September 30,

Nine Months Ended
September 30,

(in thousands, except per share amounts) 2013 2012 2013 2012
Net sales:
North American
Industrial $71,890 $61,972 $218,863 $196,841
Agricultural 61,157 54,135 168,048 155,487
European 41,691 39,971 124,320 126,670
Total net sales 174,738 156,078 511,231 478,998
Cost of sales 131,582 119,008 389,072 367,529
Gross profit 43,156 37,070 122,159 111,469

Selling, general and administrative expenses 27,830 23,992 79,533 73,073
Income from operations 15,326 13,078 42,626 38,396

Interest expense (319 ) (392 ) (897 ) (1,360 )
Interest income 44 66 129 179
Other income (expense), net 558 (234 ) 1,190 (656 )
Income before income taxes 15,609 12,518 43,048 36,559
Provision for income taxes 4,276 3,943 12,978 11,855
Net Income $11,333 $8,575 $30,070 $24,704

Net income per common share:
Basic $0.94 $0.72 $2.50 $2.08
Diluted $0.93 $0.71 $2.47 $2.05
Average common shares:
Basic 12,069 11,903 12,040 11,887
Diluted 12,229 12,056 12,196 12,047

Dividends declared $0.07 $0.06 $0.21 $0.18

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

Three Months Ended
September 30,

Nine Months Ended
September 30,

(in thousands, except per share amounts) 2013 2012 2013 2012

Net Income $11,333 $8,575 $30,070 $24,704
Other Comprehensive Income, net of tax:
     Foreign Currency Translation adjustments 6,284 3,606 (559 ) 3,473

      Post Retirement adjustments:
          Net gains (losses) arising during the period 172 149 533 446
Other Comprehensive Income 6,456 3,755 (26 ) 3,919
Comprehensive Income $17,789 $12,330 $30,044 $28,623
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Alamo Group Inc. and Subsidiaries
Interim Condensed Consolidated Statements of Cash Flows
(Unaudited)

Nine Months Ended
September 30,

(in thousands) 2013 2012
Operating Activities
Net income $30,070 $24,704
Adjustment to reconcile net income to net cash used by operating activities:
Provision for doubtful accounts (73 ) 209
Depreciation 6,585 7,698
Amortization of debt issuance 95 95
Stock-based compensation expense 1,146 774
Excess tax benefits from stock-based payment arrangements (221 ) (99 )
Provision for deferred income tax (benefit) expense (983 ) (308 )
Loss on sale of property, plant & equipment (253 ) 264
Changes in operating assets and liabilities:
Accounts receivable (20,857 ) (9,056 )
Inventories (11,818 ) (4,279 )
Prepaid expenses and other assets (1,405 ) (1,225 )
Trade accounts payable and accrued liabilities 17,761 7,640
Income taxes payable (2,195 ) 1,849
Other long-term liabilities (898 ) (731 )
Net cash provided by (used in) operating activities 16,954 27,535

Investing Activities
Acquisitions, net of cash acquired (1,021 ) —
Purchase of property, plant and equipment (9,910 ) (3,540 )
Proceeds from sale of property, plant and equipment 429 523
Net cash used in investing activities (10,502 ) (3,017 )

Financing Activities
Net change in bank revolving credit facility — 5,000
Principal payments on long-term debt and capital leases (223 ) (731 )
Dividends paid (2,526 ) (2,139 )
Proceeds from sale of common stock 1,248 490
Excess tax benefits from stock-based payment arrangements 221 99
Net cash provided by (used in) financing activities (1,280 ) 2,719

Effect of exchange rate changes on cash 140 788
Net change in cash and cash equivalents 5,312 28,025
Cash and cash equivalents at beginning of the period 48,291 10,288
Cash and cash equivalents at end of the period $53,603 $38,313

Cash paid during the period for:
Interest $888 $1,502
Income taxes 15,550 11,183
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See accompanying notes.
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Alamo Group Inc. and Subsidiaries
Notes to Interim Condensed Consolidated Financial Statements - (Unaudited)
September 30, 2013 

1.  Basis of Financial Statement Presentation

The accompanying unaudited interim 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, 2013.  The balance sheet at December 31, 2012, 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, 2012.

In February 2013, the Financial Accounting Standards Board issued Accounting Standards Update, or ASU, 2013-02,
Comprehensive Income (Topic 220), Reporting of Amounts Reclassified Out of Accumulated Other Comprehensive
Income. This update requires companies to provide information regarding the amounts reclassified out of accumulated
other comprehensive income by component. In addition, companies are required to present, either on the face of the
statement where net income is presented or in the accompanying notes, significant amounts reclassified out of
accumulated other comprehensive income by the respective line items of net income. The requirements of ASU
2013-02 were adopted in the Company's Quarterly Report on Form 10-Q for the quarter ended March 31, 2013. The
adoption of ASU 2013-02 did not have a material impact on the Company's consolidated financial statements.

On January 2, 2013, the American Taxpayer Relief Act of 2012 (the “ATR Act”) was enacted which included an
extension of the federal research and development credit retroactively to 2012 and prospectively through 2013. The
effects of the ATR Act are recognized in 2013. 

In December 2012, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update (“ASU”)
No. 2011-11, “Disclosures about Offsetting Assets and Liabilities”. ASU 2011-11 will require the Company to disclose
information about offsetting and related arrangements to enable users of its financial statements to understand the
effect of those arrangements on its financial position. The new guidance is effective for the Company's interim period
ending March 31, 2013. The disclosures required are to be applied retrospectively for all comparative periods
presented. This guidance will not have an impact on the Company's financial position, results of operations or cash
flows, as it is disclosure-only in nature.

2.  Accounts Receivable

Accounts Receivable is shown net of the allowance for doubtful accounts of $2,761,000 and $3,077,000 at
September 30, 2013 and December 31, 2012, respectively.
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3.  Inventories

Inventories valued at LIFO cost represented 58% and 56% of total inventory at September 30, 2013 and December 31,
2012, respectively.  The excess of current cost over LIFO valued inventories was $8,975,000 at September 30, 2013
and December 31, 2012.  Inventory obsolescence reserves were $8,799,000 at September 30, 2013 and $9,099,000 at
December 31, 2012.  The decrease in reserve for obsolescence resulted from the Company's quarterly review in the
normal course of business.  Net inventories consist of the following:

(in thousands)
September 30,
2013

December 31,
2012

Finished goods $95,506 $93,095
Work in process 11,378 7,922
Raw materials 14,755 7,741

$121,639 $108,758

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.

4.  Fair Value Measurements

The Company adopted ASC Subtopic 820-10, “Fair Value Measurements and Disclosures, as amended” as of January 1,
2008.  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 with 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. 
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5.  Common Stock and Dividends

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

Three Months Ended
September 30,

Nine Months Ended
September 30,

2013 2012 2013 2012

Dividends declared $0.07 $0.06 $0.21 $0.18
Dividends paid $0.07 $0.06 $0.21 $0.18

6.  Stock-Based Compensation

The Company has granted options to purchase its common stock 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 $501,000 and $174,000 for the three months ended
September 30, 2013 and 2012 respectively and $1,146,000 and $774,000 for the nine months ended September 30,
2013 and 2012 respectively.

Qualified Options

Following is a summary of activity in the Incentive Stock Option Plans for the period indicated:

For nine months ending September 30, 2013

Shares Exercise
Price*

Outstanding at beginning of year 330,730
Granted 49,000 $42.70
Exercised (79,280 ) $16.84
Canceled (5,500 ) $24.24

Outstanding at September 30, 2013 294,950 $26.58
Exercisable at September 30, 2013 157,550 $21.46
Available for grant at September 30, 2013 66,100
*Weighted Averages
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Options outstanding and exercisable at September 30, 2013 were as follows:

Qualified Stock Options Options Outstanding Options Exercisable

Shares

Remaining
Contractual
Life(yrs)*

Exercise
Price* Shares

Exercise
Price*

Range of Exercise Price
$11.45 - $17.85 56,150 5.33 $11.79 39,950 $11.93
$19.79 - $32.76 189,800 6.00 $26.79 117,600 $24.69
$42.70 - $42.70 49,000 9.60 $42.70 — $—
Total 294,950 157,550
*Weighted Averages

Non-qualified Options

Following is a summary of activity in the Non-Qualified Stock Option Plans for the period indicated:

For nine months ending September 30, 2013

Shares Exercise
Price*

Outstanding at beginning of year 89,700
Granted 25,000 $42.70
Exercised — $—
Canceled — $—

Outstanding at September 30, 2013 114,700 $24.87
Exercisable at September 30, 2013 57,900 $19.89
Available for grant at September 30, 2013 293,526
*Weighted Averages

Options outstanding and exercisable at September 30, 2013 were as follows:
Non-Qualified Stock Options Options Outstanding Options Exercisable

Shares

Remaining
Contractual
Life(yrs)*

Exercise  
Price*   Shares  

Exercise
Price*

Range of Exercise Price
$11.45 - $17.85 37,200 5.61 $11.45 23,400 $11.45
$19.79 - $32.76 52,500 5.86 $25.90 34,500 $25.61
$42.70 - $42.70 25,000 9.60 $42.70 — $—
Total 114,700 57,900
*Weighted Averages
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Restricted Stock

Following is a summary of activity in the Restricted Stock for the periods indicated:

For nine months ending September 30, 2013

Shares Price

Weighted- average
remaining
contractual term (in
years)

Outstanding at beginning of year 11,375 $24.24 2.65
Granted 4,224 $42.70 —
Vested (4,875 ) $22.07 —
Forfeited or Canceled — $— —
Outstanding at September 30, 2013 10,724 $32.49 2.34

7.  Earnings Per Share

The following table sets forth the reconciliation from basic to diluted average common shares and the calculations of
net income per common share.  Net income for basic and diluted calculations do not differ.

Three Months Ended
September 30,

Nine Months Ended
September 30,

(In thousands, except per share) 2013 2012 2013 2012
Net Income $11,333 $8,575 $30,070 $24,704
Average Common Shares:
Basic (weighted-average outstanding shares) 12,069 11,903 12,040 11,887
Dilutive potential common shares from stock options 160 153 156 160
Diluted (weighted-average outstanding shares) 12,229 12,056 12,196 12,047

Basic earnings per share $0.94 $0.72 $2.50 $2.08
Diluted earnings per share $0.93 $0.71 $2.47 $2.05
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8.  Segment Reporting

At September 30, 2013 the following includes a summary of the unaudited financial information by reporting
segment: 

Three Months Ended
September 30,

Nine Months Ended
September 30,

(in thousands) 2013 2012 2013 2012

Net Revenue
Industrial $71,890 $61,972 $218,863 $196,841
Agricultural 61,157 54,135 168,048 155,487
European 41,691 39,971 124,320 126,670
Consolidated $174,738 $156,078 $511,231 $478,998

Operating Income
Industrial $6,489 $3,866 $20,030 $14,954
Agricultural 6,250 5,787 16,261 14,547
European 2,587 3,425 6,335 8,895
Consolidated $15,326 $13,078 $42,626 $38,396

Goodwill
Industrial $13,282 $13,453 $13,282 $13,453
Agricultural — — — —
European 18,532 18,566 18,532 18,566
Consolidated $31,814 $32,019 $31,814 $32,019

Total Identifiable Assets
Industrial $171,463 $155,730 $171,463 $155,730
Agricultural 124,096 118,773 124,096 118,773
European 154,085 144,719 154,085 144,719
Consolidated $449,644 $419,222 $449,644 $419,222

9.  Off-Balance Sheet Arrangements

The Company does not have any obligation under any transaction, agreement or other contractual arrangement to
which an entity unconsolidated with the Company is party, that has or is reasonably likely to have a material effect on
the Company’s financial condition, changes in financial condition, revenues or expenses, results of operations,
liquidity, capital expenditures or capital resources that is material to investors.
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10.  Accumulated Other Comprehensive Income
The components of Accumulated Other Comprehensive Income as shown on the Balance Sheet are as follows:

September 30, December 31,
(in thousands) 2013 2012

Foreign currency translation $5,560 $6,119
Actuarial gains (losses) related to defined benefit plans (7,217 ) (7,750 )
Accumulated other comprehensive income $(1,657 ) $(1,631 )

11.  Contingent Matters

Like other manufacturers, the Company is subject to a broad range of federal, state, local and foreign laws and
requirements, including those concerning air emissions, discharges into waterways, and the generation, handling,
storage, transportation, treatment and disposal of hazardous substances and waste materials, as well as the remediation
of contamination associated with releases of hazardous substances at the Company’s facilities and offsite disposal
locations, workplace safety and equal employment opportunities. These laws and regulations are constantly changing,
and it is impossible to predict with accuracy the effect that changes to such laws and regulations may have on the
Company in the future. Like other industrial concerns, the Company’s manufacturing operations entail the risk of
noncompliance, and there can be no assurance that the Company will not incur material costs or other liabilities as a
result thereof.

The Company knows that its Indianola, Iowa property is contaminated with chromium which most likely resulted
from chrome plating operations which were discontinued before the Company purchased the property. Chlorinated
volatile organic compounds have also been detected in water samples on the property, though the source is unknown
at this time. The Company voluntarily worked with an environmental consultant and the state of Iowa with respect to
these issues and believes it completed its remediation program in June 2006. The work was accomplished within the
Company’s environmental liability reserve balance. We requested a “no further action” classification from the state. We
received a "conditional no further action” letter in January of 2009. When we demonstrate stable or improving
conditions below residential standards for a certain period of time by monitoring existing wells, an unconditional “no
further action” letter will be requested.

Prior to December 31, 2012, the Company had an environmental reserve in the amount of $1,185,000 related to the
acquisition of Gradall’s facility in New Philadelphia, Ohio. The reserve was for potential ground water
contamination/remediation that was identified before the acquisition and believed to have been generated by a third
party company located near the Gradall facility. Monitoring of the test wells by the City of New Philadelphia as
required by the Ohio EPA has shown no increase in contamination over the past 30 years and the Company was
informed in the fourth quarter of 2012 that the wells were plugged during the second half of the year. Based on this
information, the Company determined that a reserve is no longer required at that time.

The Company knows that Bush Hog’s main manufacturing property in Selma, Alabama was contaminated with
chlorinated volatile organic compounds which most likely resulted from painting and cleaning operations during the
1960s and 1970s. The contaminated areas were primarily in the location of underground storage tanks and underneath
the former waste storage area. Under the Asset Purchase Agreement, Bush Hog’s prior owner agreed to and has
removed the underground storage tanks at its cost and has remediated the identified contamination in accordance with
the regulations of the Alabama Department of Environmental Management. An environmental consulting firm was
retained by the prior owner and administered the cleanup and will monitor the site on an ongoing basis until the
remediation program is complete and approved by the applicable authorities.
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Certain other assets of the Company contain asbestos that may have to be remediated over time. The Company
believes that any subsequent change in the liability associated with the asbestos removal will not have a material
adverse effect on the Company’s consolidated financial position or results of operations.

The Company is subject to various other federal, state, and local laws affecting its business, as well as a variety of
regulations relating to such matters as working conditions, equal employment opportunities, and product safety. A
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variety of state laws regulate the Company’s contractual relationships with its dealers, some of which impose
restrictive standards on the relationship between the Company and its dealers, including events of default, grounds for
termination, non-renewal of dealer contracts, and equipment repurchase requirements. The Company believes it is
currently in material compliance with all such applicable laws and regulations.

12.  Retirement Benefit Plans

Defined Benefit Plan

In connection with the February 3, 2006 purchase of all the net assets of the Gradall excavator business, Alamo Group
Inc. assumed sponsorship of two Gradall non-contributory defined benefit pension plans, both of which were frozen
with respect to both future benefit accruals and future new entrants. 

The Gradall Company Hourly Employees’ Pension Plan covers approximately 330 former employees and 135 current
employees who (i) were formerly employed by the former parent of Gradall, (ii) were covered by a collective
bargaining agreement and (iii) first participated in the plan before April 6, 1997.  An amendment ceasing all future
benefit accruals was effective April 6, 1997.

The Gradall Company Employees’ Retirement Plan covers approximately 239 former employees and 87 current
employees who (i) were formerly employed by the former parent of Gradall, (ii) were not covered by a collective
bargaining agreement and (iii) first participated in the plan before December 31, 2004. An amendment ceasing future
benefit accruals for certain participants was effective December 31, 2004.  A second amendment discontinued all
future benefit accruals for all participants effective April 24, 2006.

The Company’s pension expense was $71,000 and $100,000 for the three months ended September 30, 2013 and 2012,
respectively and $212,000 and $301,000 for the nine months ended September 30, 2013 and 2012 respectively. The
Company is required to contribute $1,571,000 to the pension plans for 2013, of which $1,308,000 has been paid
through September 30, 2013.

Supplemental Retirement Plan

The Board of Directors of the Company adopted the Alamo Group Inc. Supplemental Executive Retirement Plan (the
“SERP”), effective as of January 3, 2011.  The SERP will benefit certain key management or other highly compensated
employees of the Company and/or certain subsidiaries who are selected by the Compensation Committee and
approved by the Board to participate.

The SERP is intended to provide a benefit from the Company upon retirement, death or disability, or a change in
control of the Company.  Accordingly, the SERP obligates the Company to pay to a participant a Retirement Benefit
(as defined in the SERP) upon the occurrence of certain payment events to the extent a participant has a vested right
thereto.  A participant’s right to his or her Retirement Benefit becomes vested in the Company’s contributions upon ten
years of Credited Service (as defined in the SERP) or a change in control of the Company.  The Retirement Benefit is
based on 20% of the final three year average salary of each participant on or after his or her normal retirement age (65
years of age).  In the event of the participant’s death or a change in control, the participant’s vested retirement benefit
will be paid in a lump sum to the participant or his or her estate, as applicable, within 90 days after the participant’s
death or a change in control, as applicable.  In the event the participant is entitled to a benefit from the SERP due to
disability, retirement or other termination of employment, the benefit will be paid in monthly installments over a
period of fifteen years.
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The Company records amounts relating to the SERP based on calculations that incorporate various actuarial and other
assumptions, including discount rates, rate of compensation increases, retirement dates and life expectancies.  The net
periodic costs are recognized as employees render the services necessary to earn the SERP benefits.

The net period expense for the three months ended September 30, 2013 and 2012 were $136,000 and $123,000,
respectively, and $407,000 and $369,000 for the nine months ended September 30, 2013 and 2012, respectively.
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13.  Income Taxes

We are subject to U.S. federal income tax and various state, local, and international income taxes in numerous
jurisdictions. Our domestic and international tax liabilities are subject to the allocation of revenue and expenses in
different jurisdictions and the timing of recognizing revenue and expenses. Additionally, the amount of income taxes
paid is subject to our interpretation of applicable tax laws in the jurisdictions in which we file.

We currently file income tax returns in the U.S., and all foreign jurisdictions in which we have entities, which are
periodically audited by federal, state, and international tax authorities. These audits can involve complex matters that
may require an extended period of time for resolution. There are no income tax examinations currently in process.
Although the outcome of open tax audits is uncertain, in management’s opinion, adequate provisions for income taxes
have been made. If actual outcomes differ materially from these estimates, they could have a material impact on our
financial condition and results of operations. Differences between actual results and assumptions, or changes in
assumptions in future periods are recorded in the period they become known. To the extent additional information
becomes available prior to resolution; such accruals are adjusted to reflect probable outcomes. Our effective tax rate is
impacted by earnings being realized in countries which have lower statutory rates.

On January 2, 2013, the American Taxpayer Relief Act of 2012 (Act) was enacted. The Act provides tax relief for
businesses by reinstating certain tax benefits retroactively to January 1, 2012. There are several provisions of the Act
that impact the Company, most notably the extension of the Research and Development credit. Income tax accounting
rules require tax law changes to be recognized in the period of enactment; as such, the associated tax benefits of the
Act was recognized in the amount of $350,000 and is reflected in the Company's provision for income taxes in the
first quarter of 2013.

Item 2.  Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following tables set forth, for the periods indicated, certain financial data:

Three Months Ended
September 30,

Nine Months Ended
September 30,

As a
Percent of Net Sales 2013 2012 2013 2012

North American
Industrial 41.1 % 39.7 % 42.8 % 41.1 %
Agricultural 35.0 % 34.7 % 32.9 % 32.5 %
European 23.9 % 25.6 % 24.3 % 26.4 %
Total sales, net 100.0 % 100.0 % 100.0 % 100.0 %

Three Months Ended
September 30,

Nine Months Ended
September 30,

Cost Trends and Profit Margin, as
Percentages of Net Sales 2013 2012 2013 2012

Gross margin 24.7 % 23.8 % 23.9 % 23.3 %
Income from operations 8.8 % 8.4 % 8.3 % 8.0 %
Income before income taxes 8.9 % 8.0 % 8.4 % 7.6 %
Net income 6.5 % 5.5 % 5.9 % 5.2 %
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Overview

This report contains forward-looking statements that are based on Alamo Group’s current expectations.  Actual results
in future periods may differ materially from those expressed or implied because of a number of risks and uncertainties
which are discussed below and in the Forward-Looking Information section.

For the first nine months of 2013, the Company's net income was up 21.7% compared to the same time in 2012, a
record for the Company. Alamo's Industrial Division saw a 11.2% increase in sales versus 2012, mainly from
improved sales in sweepers, vacuum trucks, excavators, and snow equipment products. However, sales of mowing
equipment were flat. In the Company's Agricultural Division, sales increased 8.1% during the first nine months of
2013 as demand for the Company's products has remained strong compared to 2012. European sales for the first nine
months of 2013 were down 1.9% compared to 2012 as both agricultural and governmental markets in Europe remain
challenged by weak market conditions caused by the general slowdown in the European economy. However sales for
our European products improved during the third quarter of 2013 compared to 2012 indicating the sector is beginning
to show some signs of recovering. Consolidated gross margins as well as gross margin percent improved from
increased unit volume which led to favorable production efficiencies. The Company's backlog improved during the
first nine months of 2013 versus the same period in 2012 which should benefit sales through the rest of the year.

The Company believes that its markets for 2013 will be steady but they could be negatively affected by a variety of
factors such as a continued weakness in the overall economy, sovereign debt issues, credit availability, increased
levels of government regulations; changes in farm incomes due to commodity prices or governmental aid programs;
adverse situations that could affect our customers such as animal disease epidemics, weather conditions such as
droughts, floods, snowstorms, etc.; budget constraints or revenue shortfalls in governmental entities and changes in
our customers' buying habits due to lack of confidence in the economic outlook.

Results of Operations

Three Months Ended September 30, 2013 vs. Three Months Ended September 30, 2012 

Net sales for the third quarter of 2013 were $174,738,000, an increase of $18,660,000, or 12.0% compared to
$156,078,000 for the third quarter of 2012.  The increase was from improved sales in both equipment and replacement
parts for all three of the Company's Divisions. Increased Industrial Division sales of sweepers, vacuum trucks,
excavators and snow removal products were the main product lines to show improvement. Sales of mowing
equipment in the Agricultural Division were strong during the quarter despite indications of a weakening overall
agricultural market. European sales for the third quarter of 2013 were also up as markets for our products in this
Division showed increases for the first time in several years however, challenging market conditions and continued
uncertainty in the overall European economy continue to affect this Division.

Net North American Industrial sales increased during the third quarter by $9,918,000 or 16.0% to $71,890,000 for
2013 compared to $61,972,000 during the same period in 2012.  The increase came primarily from higher sales of
sweeper and excavator units, vacuum trucks and snow removal equipment. Sales of mowing equipment were flat
compared to the third quarter of 2012.

Net North American Agricultural sales were $61,157,000 in 2013 compared to $54,135,000 for the same period in
2012, an increase of $7,022,000 or 13.0%.  The increase reflected a solid demand for our products during the quarter
despite indications of a weakening overall agricultural market.
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Net European Sales for the third quarter of 2013 were $41,691,000, an increase of $1,720,000 or 4.3% compared to
$39,971,000 during the third quarter of 2012.  The increase was primarily due to higher sales growth as European
markets showed some signs of improvement after an extended decline over the last several years.

Gross profit for the third quarter of 2013 was $43,156,000 (24.7% of net sales) compared to $37,070,000 (23.8% of
net sales) during the same period in 2012, an increase of $6,086,000.  The increase in both margin dollars and margin
percent were mainly due to increased sales volume which led to favorable production efficiencies and increased sales
of higher margin replacement parts.
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Selling, general and administrative expenses (“SG&A”) were $27,830,000 (15.9% of net sales) during the third quarter
of 2013 compared to $23,992,000 (15.4% of net sales) during the same period of 2012, an increase of $3,838,000. 
The increase in SG&A expenses in 2013 was primarily due to various litigation matters, higher sales commissions on
increased sales, professional fees, increased incentive compensation accrual, filled open management positions in
France, and additional stock option expense related to issuing various fully vested options issued to retirement eligible
recipients.

Interest expense was $319,000 for the third quarter of 2013 compared to $392,000 during the same period in 2012, a
decrease of $73,000.  The decrease in 2013 came from reduced borrowings in 2013 compared to 2012.

Other Income (expense), net was $558,000 of income for the third quarter of 2013 compared to $234,000 of expense
during the same period in 2012.  The income in 2013 included a grant of $475,000 from the UK government related to
R&D training and employment and to a lessor extent foreign exchange rate fluctuations. In 2012 the expense was
entirely the result of foreign exchange rate changes.

Provision for income taxes was $4,276,000 (27.4%) in the third quarter of 2013 compared to $3,943,000 (31.5%)
during the same period in 2012. Included in the 2013 provision is a credit related to the return of FIN 48 reserves and
tax benefit relating to current losses in one of our French companies.

The Company’s net income after tax was $11,333,000 or $0.93 per share on a diluted basis for the third quarter of 2013
compared to $8,575,000 or $0.71 per share on a diluted basis for the third quarter of 2012.  The increase of $2,758,000
resulted from the factors described above.

Nine Months Ended September 30, 2013 vs. Nine Months Ended September 30, 2012 

Net sales for the first nine months of 2013 were $511,231,000, an increase of $32,233,000 or 6.7% compared to
$478,998,000 for the first nine months of 2012. The increase was mainly from improved sales in the Company's North
American Industrial and Agricultural Divisions, specifically the Industrial Division's sweeper, vacuum trucks and
snow equipment product lines and Bush Hog, Schulte and Rhino mowing products in the Agricultural Division. Sales
in the European Division were down in the first nine months of 2013 compared to the same time in 2012 as overall
conditions in the European economy remain weak but showed some signs of improvement during the third quarter of
2013.

Net North American Industrial sales increased during the first nine months by $22,022,000 or 11.2% to $218,863,000
for 2013 compared to $196,841,000 during the same period in 2012. The increase was from improved sales of
sweeper, vacuum truck, and snow equipment products. Sales of excavators and mowing equipment were flat during
the first nine months of 2013 compared to 2012.

Net North American Agricultural sales were $168,048,000 in 2013 compared to $155,487,000 for the same period in
2012, an increase of $12,561,000 or 8.1%. The increase in sales for the first nine months of 2013 compared to 2012
was from improved demand for Bush Hog, Schulte and Rhino products in the agricultural market in North America.
Weather conditions in the second and third quarters of 2013 helped improve sales to both row crop and hobby
farmers. Commodity prices began to retreat during the year somewhat from levels experienced over prior years.

Net European sales for the first nine months of 2013 were $124,320,000, a decrease of $2,350,000 or 1.9% compared
to $126,670,000 during the same period of 2012. The decrease in 2013 was primarily due to the continued economic
slowdown throughout Europe as governmental and agricultural markets were constrained by Europe's overall
economic uncertainty.
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Gross profit for the first nine months of 2013 was $122,159,000 (23.9% of net sales) compared to $111,469,000
(23.3% of net sales) during the same period in 2012, an increase of $10,690,000. The increase was from higher sales
volume during the second and third quarters of 2013 which led to favorable production efficiencies. Negatively
affecting the gross profit in the early part of 2013 were increased lower margin tractor and chassis sales combined
with lower sales of higher margin replacement parts.

Selling, general and administrative expenses (“SG&A”) were $79,533,000 (15.6% of net sales) during the first nine
months of 2013 compared to $73,073,000 (15.3% of net sales) during the same period of 2012, an increase of
$6,460,000. The increase in SG&A for the first nine months of 2013 was primarily due to various litigation
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matters, additional stock option expense related to issuing various fully vested options issued to retirement eligible
recipients, restructuring costs at one of our French operations, filled open management positions in France, increased
incentive compensation accrual and various human resource expenses. Also during the first nine months of 2013, the
Company had increased trade show costs in both the U.S. and Europe and higher sales commissions on increased sales
in the U.S.

Interest expense was $897,000 for the first nine months of 2013 compared to $1,360,000 during the same period in
2012, a decrease of $463,000. The decrease came from reduced borrowings in 2013 compared to 2012.

Other income (expense), net was $1,190,000 of income during the first nine months of 2013 compared to $656,000 of
expense in the first nine months of 2012. The income in 2013 included a grant of $475,000 from the UK government
related to R&D training and employment, a $70,000 gain realized from the sale of the Company's Memphis
warehouse in the first quarter of 2013, and fluctuations in foreign exchange rates. In 2012 the expense was entirely the
result of foreign exchange rate fluctuations.

Provision for income taxes was $12,978,000 (30.1%) in the first nine months of 2013 compared to $11,855,000
(32.4%) during the same period in 2012. Due to the delay in signing the American Taxpayer Relief Act of 2012 which
extended research and development tax credits, the Company was not able to include $350,000 of tax credits in its
2012 financial statements but instead recognized this tax benefit in the first quarter of 2013. Also included in the 2013
provision is a credit related to the return of FIN 48 reserves and tax benefit relating to current losses in one of our
French companies.

The Company's net income after tax was $30,070,000 or $2.47 per share on a diluted basis for the first nine months of
2013 compared to $24,704,000 or $2.05 per share on a diluted basis for the first nine months of 2012. The increase of
$5,366,000 resulted from the factors described above.

Liquidity and Capital Resources

In addition to normal operating expenses, the Company has ongoing cash requirements which are necessary to operate
the Company’s business, including inventory purchases and capital expenditures.  The Company’s inventory and
accounts payable levels typically build in the first half of the year and in the fourth quarter in anticipation of the spring
and fall selling seasons.  Accounts receivable historically build in the first and fourth quarters of each year as a result
of fall preseason sales programs and out of season sales, particularly in our Agricultural Division.  Preseason sales
help level the Company’s production during the off season.

As of September 30, 2013, the Company had working capital of $253,382,000 which represents an increase of
$24,710,000 from working capital of $228,672,000 of December 31, 2012.  The increase in working capital was
primarily from higher levels of accounts receivable from increased sales and increased cash and cash equivalents as
the Company experienced solid cash flows from its operations.

Capital expenditures were $9,910,000 for the first nine months of 2013, compared to $3,540,000 during the first nine
months of 2012.  The increase in 2013 reflects ongoing plant expansions at both the Bomford facility in the U.K. and
the Schulte facility in Canada. The Company expects to fund expenditures from operating cash flows or through its
revolving credit facility, described below.

The Company was authorized by its Board of Directors in 1997 to repurchase up to 1,000,000 shares of the Company’s
common stock to be funded through working capital and credit facility borrowings.  There were no shares purchased
in 2012 or through the third quarter of 2013.  The authorization to repurchase up to 1,000,000 shares remains available
less 42,600 shares previously repurchased.
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Net cash used by financing activities was $1,280,000 during the nine month period ending September 30, 2013,
compared to net cash provided of $2,719,000 for the same period in 2012.  The Company had zero borrowings from
its revolving credit facility at September 30, 2013 versus $12,000,000 borrowed at September 30, 2012. This change
was due to increased cash it had at September 30, 2013.

The Company had $39,656,000 in cash and cash equivalents held by its foreign subsidiaries as of September 30, 2013.
The majority of these funds are at our UK and Canadian facilities and would not be available for use in the United
States without incurring US federal and state tax consequences. The Company plans to use these funds for capital
expenditures or acquisitions outside the United States.     
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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 $100,000,000 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 minimum 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, 2013,
the Company was in compliance with the covenants under the revolving credit facility. The termination date of the
revolving credit facility is March 28, 2016. As of September 30, 2013, no amounts were outstanding under the
revolving credit facility. On September 30, 2013, $747,000 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
$99,253,000 in available borrowings.

Alamo Group Europe Limited renewed its facility with Lloyds TSB Bank plc. The facility was renewed effective
November 12, 2012 and any outstanding balance would bear interest at Lloyds' Base Rate plus 2.0% per annum. The
facility is unsecured but guaranteed by the U.K. subsidiaries of Alamo Group Europe Limited. As of September 30,
2013, there were no outstanding balances in British pounds borrowed against the U.K. overdraft facility.

There are additional lines of credit: for the Company’s French operations in the amount of 5,450,000 Euros; for our
Canadian operation in the amount of 3,500,000 Canadian dollars; and for our Australian operation in the amount of
400,000 Australian dollars. As of September 30, 2013, 747,000 Euros were borrowed against the French line of credit;
no Canadian dollars were outstanding on the Canadian line of credit; and no Australian dollars were outstanding under
its facility. The Canadian and Australian revolving credit facilities are guaranteed by the Company.

As of September 30, 2013, the Company is in compliance with the terms and conditions of its credit facilities.

Management believes the bank credit facilities and the Company’s ability to internally generate funds from operations
should be sufficient to meet the Company’s cash requirements for the foreseeable future. However, the challenges
affecting the banking industry and credit markets in general could potentially cause changes to credit availability
which creates a level of uncertainty.

Critical Accounting Estimates

Management’s Discussion and Analysis of Financial Condition and Results of Operations are based upon our
Consolidated Financial Statements, which have been prepared in accordance with GAAP.  The preparation of these
financial statements requires management to make estimates and assumptions that affect the reported amounts of
assets, liabilities, revenue and expenses, and related disclosure of contingent assets and liabilities.  Management bases
its estimates on historical experience and on various other assumptions that are believed to be reasonable under the
circumstances, the results of which form the basis for making judgments about the carrying values of assets and
liabilities that are not readily apparent from other sources.  Actual results may differ from these estimates under
different assumptions or conditions.

Critical Accounting Policies

An accounting policy is deemed to be critical if it requires an accounting estimate to be made based on assumptions
about matters that are highly uncertain at the time the estimate is made, and if different estimates that reasonably
could have been used, or changes in the accounting estimates that are reasonably likely to occur periodically, could
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materially impact the financial statements.  Management believes the following critical accounting policies reflect its
more significant estimates and assumptions used in the preparation of the Consolidated Financial Statements.  For
further information on the critical accounting policies, see Note 1 of our Notes to Consolidated Financial Statements.
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Allowance for Doubtful Accounts

The Company evaluates its ability to collect accounts receivable based on a combination of factors.  In circumstances
where it is aware of a specific customer’s inability to meet its financial obligations, it records a specific reserve to
reduce the amounts recorded to what it believes will be collected.  For all other customers, it recognizes reserves for
bad debt based on historical experience of bad debts as a percent of revenues for each business unit, adjusted for
relative improvements or deteriorations in the agings and changes in current economic conditions.

The Company evaluates all aged receivables that are over 60 days old and reserves specifically on a 90-day basis.  The
Company’s U.S. operations have Uniform Commercial Code (“UCC”) filings on practically all wholegoods each dealer
purchases.  This allows the Company in times of a difficult economy when the customer is unable to pay or has filed
for bankruptcy (usually Chapter 11), to repossess the customer’s inventory.  This also allows Alamo Group to maintain
a reserve over its cost which usually represents the margin on the original sales price.

The bad debt reserve balance was $2,761,000 at September 30, 2013 and $3,077,000 at December 31, 2012. The
decrease was mainly a write off of a receivable in the Company's Industrial Division. 

Sales Discounts

At September 30, 2013 the Company had $16,210,000 in reserves for sales discounts compared to $15,005,000 at
December 31, 2012 on products shipped to our customers under various promotional programs. The increase was
primarily due to additional discounts reserved on the Company's agricultural products during the pre-season, which
runs from August to December of each year and orders are shipped through the first quarter of 2013. The Company
reviews the reserve quarterly based on analysis made on each program outstanding at the time. 

The Company bases its reserves on historical data relating to discounts taken by the customer under each program.
 Historically between 85% and 95% of the Company’s customers who qualify for each program, actually take the
discount that is available.

Inventories – Obsolescence and Slow Moving

The Company had $8,799,000 at September 30, 2013 and $9,099,000 at December 31, 2012 in reserve to cover
obsolete and slow moving inventory.  The decrease in reserve for obsolescence resulted from the Company's review
during its normal course of business.  The obsolete and slow moving policy states that the reserve is to be calculated
on a basis of: 1) no inventory usage over a three year period and inventory with quantity on hand is deemed obsolete
and reserved at 100 percent and 2) slow moving inventory with little usage requires a 100 percent reserve on items
that have a quantity greater than a three year supply.  There are exceptions to the obsolete and slow moving
classifications if approved by an officer of the Company based on specific identification of an item or items that are
deemed to be either included or excluded from this classification.  In cases where there is no historical data,
management makes a judgment based on a specific review of the inventory in question to determine what reserves, if
any, are appropriate.  New products or parts are generally excluded from the reserve policy until a three year history
has been established.

The reserve is reviewed and if necessary, adjustments made, on a quarterly basis.  The Company relies on historical
information to support its reserve.  Once the inventory is written down, the Company does not adjust the reserve
balance until the inventory is sold.

Warranty

Edgar Filing: ALAMO GROUP INC - Form 10-Q

31



The Company’s warranty policy is generally to provide its customers warranty for up to one year on all equipment and
90 days for parts.

Warranty reserve, as a percent of sales, is calculated by taking the current twelve months of expenses and prorating
that based on twelve months of sales with a six month lag period.  The Company’s historical experience is that an
end-user takes approximately 90 days to six months from the receipt of the unit to file a warranty claim.  A
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warranty reserve is established for each different marketing group.  Reserve balances are evaluated on a quarterly
basis and adjustments are made when required. 

The current liability warranty reserve balance was $5,280,000 at September 30, 2013 and $5,007,000 at December 31,
2012. The increase was primarily from the Industrial and Agricultural Divisions.

Product Liability

At September 30, 2013 the Company had accrued $188,000 in reserves for product liability cases compared to
$161,000 at December 31, 2012.  The Company accrues primarily on a case by case basis and adjusts the balance
quarterly.

The S.I.R. (Self Insurance Retention) for all U.S. products was $100,000 per claim. The Company also carries product
liability coverage in Europe, Canada and Australia which contain substantially lower S.I.R.’s or deductibles.

Goodwill

Goodwill consists of the excess of the purchase price over the fair value of identifiable net assets of businesses
acquired. We perform our annual goodwill impairment test as of October 1 and monitor for interim triggering events
on an ongoing basis. Goodwill is reviewed for impairment utilizing a qualitative assessment or a two-step process. We
have an option to make a qualitative assessment of a reporting unit's goodwill for impairment. If we choose to perform
a qualitative assessment and determine the fair value more likely than not exceeds the carrying value, no further
evaluation is necessary. For reporting units where we perform the two-step process, the first step requires us to
compare the fair value of each reporting unit, which we primarily determine using an income approach based on the
present value of discounted cash flows, to the respective carrying value, which includes goodwill. If the fair value of
the reporting unit exceeds its carrying value, the goodwill is not considered impaired. If the carrying value is higher
than the fair value, there is an indication that an impairment may exist and the second step is required. In step two, the
implied fair value of goodwill is calculated as the excess of the fair value of a reporting unit over the fair values
assigned to its assets and liabilities. If the implied fair value of goodwill is less than the carrying value of the reporting
unit's goodwill, the difference is recognized as an impairment loss.

The Company estimates the fair value of its reporting units using a discounted cash flow analysis. This analysis
requires the Company to make significant assumptions and estimates about the extent and timing of future cash flows,
discount rates and growth rates. The cash flows are estimated over a significant future period of time, which makes
those estimates and assumptions subject to an even higher degree of uncertainty. The Company also utilizes market
valuation models and other financial ratios, which require the Company to make certain assumptions and estimates
regarding the applicability of those models to its assets and businesses.  As of September 30, 2013, the Company had
$31,814,000 of goodwill, which represents 7% of total assets. 

The Company recognized goodwill impairment at one of its French operations, Faucheux of $656,000 in 2012. The
primary reason for the goodwill impairment in 2012 was the general economic downturn that continues to affect the
Company's European operations. This caused the Company to revise its expectations about future revenue, which is a
significant factor in the discounted cash flow analysis used to estimate the fair value of the Company's reporting units.
During the 2012 impairment analysis review, it was noted that even though the Schwarze and Rivard reporting units'
fair value was above carrying value, it was not materially different. On September 30, 2013, there was approximately
$6.9 million and $12.1 million of goodwill related to the Schwarze and Rivard reporting units respectively. These
reporting units would be most likely affected by changes in the Company’s assumptions and estimates. The calculation
of fair value could increase or decrease depending on changes in the inputs and assumptions used, such as changes in
the reporting unit’s future growth rates, discount rates, etc.
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Management believes that the estimated valuations it arrived at are reasonable and consistent with what other
marketplace participants would use in valuing the Company's components.  However, management cannot give any
assurance that these market values will not change in the future.  For example, if discount rates demanded by the
market increase, this could lead to reduced valuations under the income approach.  If the Company's projections are
not achieved in the future, this could lead management to reassess their assumptions and lead to reduced valuations
under the income approach.  If the market price of the Company's stock decreases, this could cause the Company to
reassess the reasonableness of the implied control premium, which might cause management to assume a higher
discount rate under the income approach which could lead to reduced valuations.  If future similar transactions exhibit
lower multiples than those observed in the past, this could lead to reduced valuations under the
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similar transactions approach.  And finally, if there is a general decline in the stock market and particularly in those
companies selected as comparable to the Company's components, this could lead to reduced valuations under the
public company market multiple approach.  The Company's annual impairment test is performed during the fourth
quarter of each fiscal year.  Given the current market conditions and continued economic uncertainty, the fair value of
the Company's components could deteriorate which could result in the need to record impairment charges in future
periods.  The Company also monitors potential triggering events including changes in the business climate in which it
operates, attrition of key personnel, volatility in the capital markets, the Company's market capitalization compared to
its book value, the Company's recent operating performance, and the Company's financial projections.  The
occurrence of one or more triggering events could require additional impairment testing, which could result in future
impairment charges.  In particular, since the carrying value of the Schwarze and Rivard reporting units are not
materially different from fair value, any changes to the Company's assumptions could lead to an indicated impairment
in step one, requiring the Company to proceed to step two and potentially record an impairment charge.  

Forward-Looking Information

Part I of this Quarterly Report on Form 10Q and the “Management’s Discussion and Analysis of Financial Condition
and Results of Operations” included in Part II of this Quarterly Report contain forward-looking statements within the
meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934.  In
addition, forward-looking statements may be made orally or in press releases, conferences, reports or otherwise, in the
future by or on behalf of the Company.

Statements that are not historical are forward-looking.  When used by or on behalf of the Company, the words
“estimate,” “believe,” “intend” and similar expressions generally identify forward-looking statements made by or on behalf
of the Company.

Forward-looking statements involve risks and uncertainties.  These uncertainties include factors that affect all
businesses operating in a global market, as well as matters specific to the Company and the markets it serves. 
Particular risks and uncertainties facing the Company include changes in market conditions; increased competition;
decreases in the prices of agricultural commodities, which could affect our customers' income levels; budget
constraints or income shortfalls which could affect the purchases of our type of equipment by governmental
customers; credit availability for both the Company and its customers, adverse weather conditions such as droughts,
floods, snowstorms, etc. which can affect buying patterns of the Company’s customers and related contractors; the
price and availability of critical raw materials, particularly steel and steel products; energy cost; increased cost of new
governmental regulations which effect corporations; the potential effects on the buying habits of our customers due to
animal disease outbreaks such as mad cow and other epidemics; the Company’s ability to develop and manufacture
new and existing products profitably; market acceptance of new and existing products; the Company’s ability to
maintain good relations with its employees; and the ability to hire and retain quality employees.

In addition, the Company is subject to risks and uncertainties facing the industry in general, including changes in
business and political conditions and the economy in general in both domestic and international markets; weather
conditions affecting demand; slower growth in the Company’s markets; financial market changes including increases
in interest rates and fluctuations in foreign exchange rates; actions of competitors; the inability of the Company’s
suppliers, customers, creditors, public utility providers and financial service organizations to deliver or provide their
products or services to the Company; seasonal factors in the Company’s industry; litigation; government actions
including budget levels, regulations and legislation, primarily relating to the environment, commerce, infrastructure
spending, health and safety; and availability of materials.

The Company wishes to caution readers not to place undue reliance on any forward-looking statements and to
recognize that the statements are not predictions of actual future results.  Actual results could differ materially from
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those anticipated in the forward-looking statements and from historical results, due to the risks and uncertainties
described above, as well as others not now anticipated.  The foregoing statements are not exclusive and further
information concerning the Company and its businesses, including factors that could potentially materially affect the
Company’s financial results, may emerge from time to time.  It is not possible for management to predict all risk
factors or to assess the impact of such risk factors on the Company’s businesses.
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Item 3.  Quantitative and Qualitative Disclosures About Market Risks

The Company is exposed to various markets risks.  Market risks are the potential losses arising from adverse changes
in market prices and rates.  The Company does not enter into derivative or other financial instruments for trading or
speculative purposes.

Foreign Currency Risk        

International Sales

A portion of the Company’s operations consists of manufacturing and sales activities in international jurisdictions. The
Company primarily manufactures its products in the U.S., U.K., France, Canada and Australia.  The Company sells its
products primarily in the functional currency within the markets where the products are produced, but certain sales
from the Company's U.K. and Canadian operations are denominated in other foreign currencies.  As a result, the
Company’s financials, specifically the value of its foreign assets, could be affected by factors such as changes in
foreign currency exchange rates or weak economic conditions in the other markets in which the subsidiaries of the
Company distribute their products.

To mitigate the short-term affect of changes in currency exchange rates on the Company’s functional currency-based
sales, the Company’s U.K. subsidiaries regularly enter into foreign exchange forward contracts to hedge approximately
90% of its future net foreign currency collections over a period of six months.  As of September 30, 2013, the
Company had $4,735,000 outstanding in forward exchange contracts related to accounts receivables.  A 15%
fluctuation in exchange rates for these currencies would change the fair value by approximately $710,000.  However,
since these contracts hedge foreign currency denominated transactions, any change in the fair value of the contracts
should be offset by changes in the underlying value of the transaction being hedged.

Exposure to Exchange Rates

The Company’s earnings are affected by fluctuations in the value of the U.S. dollar as compared to foreign currencies,
predominately in European countries, as a result of the sales of its products in international markets.  Forward
currency contracts are used to hedge against the earnings effects of such fluctuations.  The result of a uniform 10%
strengthening in the value of the dollar relative to the currencies in which the Company’s sales are denominated would
result in a decrease in gross profit of $4,221,000 for the nine month period ending September 30, 2013. 
Comparatively, the result of a uniform 10% strengthening in the value of the dollar relative to the currencies in which
the Company’s sales are denominated would have resulted in a decrease in gross profit of approximately $4,208,000
for the nine month period ended September 30, 2012.  This calculation assumes that each exchange rate would change
in the same direction relative to the U.S. dollar.  In addition to the direct effects of changes in exchange rates, which
include a changed dollar value of the resulting sales, changes in exchange rates may also affect the volume of sales or
the foreign currency sales price as competitors’ products become more or less attractive.  The Company’s sensitivity
analysis of the effects of changes in foreign currency exchange rates does not factor in a potential change in sales
levels or local currency prices.  The translation adjustment during the third quarter of 2013 was a gain of $6,284,000. 
On September 30, 2013, the British pound closed at .6179 relative to 1.00 U.S. dollar, and the Euro closed at .7393
relative to 1.00 U.S. dollar.  At December 31, 2012 the British pound closed at .6155 relative to 1.00 U.S. dollar and
the Euro closed at .7579 relative to 1.00 U.S. dollar.  By comparison, on September 30, 2012, the British pound closed
at .6187 relative to 1.00 U.S. dollar, and the Euro closed at .7777 relative to 1.00 U.S. dollar.  No assurance can be
given as to future valuations of the British pound or Euro or how further movements in those or other currencies could
affect future earnings or the financial position of the Company.

Interest Rate Risk
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The Company’s long-term debt bears interest at variable rates.  Accordingly, the Company’s net income is affected by
changes in interest rates.  Assuming the current level of borrowings at variable rates and a two percentage point
change in the third quarter 2013 average interest rate under these borrowings, the Company’s interest expense would
have changed by approximately $50,000.  In the event of an adverse change in interest rates, management could take
actions to mitigate its exposure.  However, due to the uncertainty of the actions that would be taken and their possible
effects this analysis assumes no such actions.  Further this analysis does not consider the effects of the change in the
level of overall economic activity that could exist in such an environment.
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Item 4. Controls and Procedures

Disclosure Controls and Procedures. 

An evaluation was carried out under the supervision and with the participation of Alamo’s management, including our
President and Chief Executive Officer, Executive Vice President and Chief Financial Officer (Principal Financial
Officer) and Vice-President and Corporate Controller, (Principal Accounting Officer), of the effectiveness of the
design and operation of our disclosure controls and procedures (as defined in Rule 13A-15(e) under the Securities
Exchange Act of 1933).  Based upon the evaluation, the President and Chief Executive Officer, Executive Vice
President and Chief Financial Officer (Principal Financial Officer) and Vice-President, Corporate Controller,
(Principal Accounting Officer) concluded that the Company’s design and operation of these disclosure controls and
procedures were effective at the end of the period covered by this report.

Changes in internal control over financial reporting

There has been no change in our internal control over financial reporting that occurred during our last fiscal quarter
that has materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.
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PART II.  OTHER INFORMATION

Item 1. - None

Item 2 - None

Item 3 - None

Item 4 - None

Item 5. Other Information

(a) Reports on Form 8-K

November 7, 2013 – Press Release announcing Third Quarter 2013 earnings.

(b) Other Information

None

Item 6. Exhibits

(a)   Exhibits

31.1 — Certification by Ronald A. Robinson under Section 302 of the
Sarbanes-Oxley Act of 2002 Filed Herewith

31.2 — Certification by Dan E. Malone under Section 302 of the
Sarbanes-Oxley Act of 2002 Filed Herewith

31.3 — Certification by Richard J. Wehrle under Section 302 of the
Sarbanes-Oxley Act of 2002 Filed Herewith

32.1 — Certification by Ronald A. Robinson under Section 906 of the 
Sarbanes-Oxley Act of 2002 Filed Herewith

32.2 — Certification by Dan E. Malone under Section 906 of the 
Sarbanes-Oxley Act of 2002 Filed Herewith

32.3 — Certification by Richard J. Wehrle under Section 906 of the 
Sarbanes-Oxley Act of 2002 Filed Herewith

101.INS — XBRL Instance Document Filed Herewith
101.SCH — XBRL Taxonomy Extension Schema Document Filed Herewith
101.CAL — XBRL Taxonomy Extension Calculation Linkbase Document Filed Herewith
101.LAB — XBRL Taxonomy Extension Label Linkbase Document Filed Herewith
101.PRE — XBRL Taxonomy Extension Presentation Linkbase Document Filed Herewith
101.DEF — XBRL Taxonomy Extension Definition Linkbase Document Filed Herewith
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Alamo Group Inc. and Subsidiaries

SIGNATURES

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

Alamo Group Inc.
(Registrant)

/s/ Ronald A. Robinson
Ronald A. Robinson
President & Chief Executive Officer

/s/ Dan E. Malone
Dan E. Malone
Executive Vice President & Chief Financial Officer
(Principal Financial Officer)

/s/ Richard J. Wehrle
Richard J. Wehrle
Vice President & Corporate Controller
(Principal Accounting Officer)
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