Edgar Filing: Woodward, Inc. - Form 10-Q

Woodward, Inc.

Form 10-Q

July 22,2014

UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the quarterly period ended June 30, 2014
or

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the transition period from to

Commission file number 000-08408
WOODWARD, INC.
(Exact name of registrant as specified in its charter)

Delaware 36-1984010

(State or other jurisdiction of incorporation or organization) (I.R.S. Employer Identification No.)

1000 East Drake Road, Fort Collins, Colorado 80525

(Address of principal executive offices) (Zip Code)
(970) 482-5811

(Registrant’s telephone number, including area code)
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).



Edgar Filing: Woodward, Inc. - Form 10-Q
Yes No
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.
Large accelerated filer Accelerated filer Non-accelerated filer Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).

Yes No

As of July 17, 2014, 65,490,433 shares of the registrant’s common stock with a par value of $0.001455 per share were
outstanding.




Edgar Filing: Woodward, Inc. - Form 10-Q

TABLE OF CONTENTS

PART I -

Item 1.

Item 2.

Item 3.
Item 4.

Item 1.
Item 1A.
Item 2.
Item 6.

FINANCIAL INFORMATION
Financial Statements

Condensed Consolidated Statements of Earnings

Condensed Consolidated Statements of Comprehensive Earnings
Condensed Consolidated Balance Sheets

Condensed Consolidated Statements of Cash Flows

Condensed Consolidated Statements of Stockholders’ Equity

Notes to Condensed Consolidated Financial Statements

Management’s Discussion and Analysis of Financial Condition and Results of Operations
Forward Looking Statements

Overview

Results of Operations

Liquidity and Capital Resources

Quantitative and Qualitative Disclosures About Market Risk

Controls and Procedures
PART II - OTHER INFORMATION

Legal Proceedings
Risk Factors

Unregistered Sales of Equity Securities and Use of Proceeds
Exhibits

Signatures

Page

AN AW

BN

30

33
34
39
43
43

43
43
44
44
45




Edgar Filing: Woodward, Inc. - Form 10-Q

PART I - FINANCIAL INFORMATION

Item 1.Financial Statements

WOODWARD, INC.

CONDENSED CONSOLIDATED STATEMENTS OF EARNINGS

(In thousands, except per share amounts)

(Unaudited)

Net sales
Costs and expenses:
Cost of goods sold
Selling, general and administrative expenses
Research and development costs
Amortization of intangible assets
Interest expense
Interest income
Other (income) expense, net (Note 16)
Total costs and expenses
Earnings before income taxes
Income tax expense
Net earnings

Earnings per share (Note 3):
Basic earnings per share
Diluted earnings per share

Weighted Average Common Shares Outstanding (Note 3):

Basic
Diluted

Cash dividends per share paid to Woodward common

stockholders

Three-Months Ended

June 30,
2014

$ 524,284 § 483,759

372,571
40,468
34,990
8,357
5,972
(73)
(469)
461,816
62,468
16,467
$ 46,001

$ 0.70
$ 0.69

65,845
67,147

$ 0.08

See accompanying Notes to Condensed Consolidated Financial Statements.

2013

349,482

46,747
35,487
9,769
6,723
(68)
122

448,262

35,497
11,834
$ 23,663

$ 0.35
$ 034

68,323
69,430

$ 0.08

Nine-Months Ended

June 30,
2014

$ 1,435,793

1,028,065
113,079
100,219
25,498
18,219
(189)
(1,266)
1,283,625
152,168
37,986

$ 114,182

$ 1.71
$ 1.68

66,736
68,030

$ 024

2013
$ 1,377,611

987,155
120,371
99,505
27,249
20,196
(205)
(1,030)
1,253,241
124,370
30,893
$ 93,477

$ 1.36
$ 134

68,506
69,698

$ 024
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WOODWARD, INC.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE EARNINGS

(In thousands)

(Unaudited)
Three-Months Ended Nine-Months Ended
June 30, June 30,
2014 2013 2014 2013
Net earnings $ 46,001 $ 23,663 $ 114,182 $ 93,477
Other comprehensive earnings:
Foreign currency translation adjustments (72) 1,056 4,159 (5,002)
Taxes on changes in foreign currency translation adjustments 74 387 368 806
2 1,443 4,527 (4,196)
Reclassification of net realized losses on derivatives to earnings 24 42 73 128
Unrealized gain on derivatives arising during the period - 546 - 546
Taxes on changes in derivative transactions 9) (223) 27 (256)
15 365 46 418
Minimum retirement benefit liability adjustments (Note 18)
Net gain (loss) arising during the period 1,193 - 1,193 -
Curtailment arising during the period 915) - 915) -
Amortization of:
Net prior service benefit (22) (23) (66) (69)
Net loss 199 440 588 1,332
Foreign currency exchange rate changes on minimum retirement benefit
liabilities (263) 170 (483) 1,355
Taxes on changes in minimum retirement liability adjustments 31 (214) (14) (939)
223 373 303 1,679
Total comprehensive earnings $ 46241 $ 25,844 $ 119,058 $ 91,378

See accompanying Notes to Condensed Consolidated Financial Statements.
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WOODWARD, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands, except per share amounts)

(Unaudited)

ASSETS
Current assets:
Cash and cash equivalents

Accounts receivable, less allowance for uncollectible amounts of $7,260 and $8,872,

respectively

Inventories

Income taxes receivable

Deferred income tax assets

Other current assets

Total current assets

Property, plant and equipment, net
Goodwill

Intangible assets, net

Deferred income tax assets

Other assets

Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:

Current portion of long-term debt
Accounts payable

Income taxes payable

Deferred income tax liabilities
Accrued liabilities

Total current liabilities

Long-term debt, less current portion
Deferred income tax liabilities
Other liabilities

Total liabilities

Commitments and contingencies (Note 20)
Stockholders' equity:

Preferred stock, par value $0.003 per share, 10,000 shares authorized, no shares issued
Common stock, par value $0.001455 per share, 150,000 shares authorized, 72,960 shares

issued

Additional paid-in capital

Accumulated other comprehensive earnings
Deferred compensation

Retained earnings

June 30,

2014

$ 95,842

322,463
469,036
6,641
44,246
47,971
986,199
436,474
562,691
263,490
17,210
57,009
$ 2,323,073

$ -
179,420
14,107
800
130,252
324,579
665,000
102,909
96,588
1,189,076

106
110,237
19,991
3,878
1,292,048
1,426,260

September
30,
2013

()

$ 48,556

381,065
431,744
14,071
43,027
38,650
957,113
350,048
561,458
288,775
13,926
47,198
$ 2,218,518

$ 100,000
145,541
7,848
800
161,741
415,930
450,000
104,533
105,510
1,075,973

106
101,147
15,115
4,007
1,193,887
1,314,262
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Treasury stock at cost, 7,477 shares and 4,883 shares, respectively (288,385) (167,710)
Treasury stock held for deferred compensation, at cost, 198 shares and 232 shares,

respectively (3,878) (4,007)
Total stockholders' equity 1,133,997 1,142,545
Total liabilities and stockholders' equity $ 2,323,073 $ 2,218,518

(a) Retrospectively adjusted as discussed in Note 4, Business acquisitions
See accompanying Notes to Condensed Consolidated Financial Statements.
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WOODWARD, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

(Unaudited)

Cash flows from operating activities:

Net earnings

Adjustments to reconcile net earnings to net cash provided by operating activities:
Depreciation and amortization

Net (gain) loss on sales of assets

Stock-based compensation

Excess tax benefits from stock-based compensation

Deferred income taxes

Loss on derivatives reclassified from accumulated comprehensive earnings into earnings
Changes in operating assets and liabilities, net of business acquisitions:
Accounts receivable

Inventories

Accounts payable and accrued liabilities

Current income taxes

Retirement benefit obligations

Other

Net cash provided by operating activities

Cash flows from investing activities:

Payments for purchase of property, plant, and equipment

Proceeds from sale of assets

Business acquisitions, net of cash acquired

Net cash used in investing activities

Cash flows from financing activities:

Cash dividends paid

Proceeds from sales of treasury stock

Payments for repurchases of common stock

Excess tax benefits from stock compensation

Borrowings on revolving lines of credit and short-term borrowings
Payments on revolving lines of credit and short-term borrowings
Proceeds from issuance of long-term debt

Payments of long-term debt

Payments of debt financing costs

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 period

Nine-Months Ended June

30,
2014

$ 114,182

57,680
116
8,739
(2,638)
(5,749)
73

57,151
(38,860)
(6,434)
16,130
(2,676)
(13,824)
183,890

(104,530)
258

(104,272)

(16,021)
8,380
(141,488)
2,638
356,071
(191,069)
250,000
(300,000)
(1,297)
(32,786)
454
47,286
48,556

2013

$ 93,477

56,220
(78)
7,355
(4,755)
(36)
128

24,584
(20,164)
(16,320)
(2,543)
(3,290)
(1,561)
133,017

(78,515)
354
(198,860)
(277,021)

(16,421)
7,439
(45,754)
4,755
97,072
(62,329)
200,000
(41,875)
142,887
260
(857)
61,829



Edgar Filing: Woodward, Inc. - Form 10-Q

Cash and cash equivalents at end of period
See accompanying Notes to Condensed Consolidated Financial Statements.

$ 95,842

$ 60,972
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WOODWARD, INC.

CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
(In thousands)

(Unaudited)

Number of shares Stockholders' equity

Accumulated other comprehensive (loss

earnings
Total
Minimum accum
Treasury Foreign = Unrealizexbtirement other
stock held for Additional currency derivativébenefit compr
Preferred Common Treasury deferred Commorpaid-in translation gains  liability (loss)
stock stock stock compensation stock capital adjustmentqlosses) adjustments earnin

Balances as of
October 1, - 72,960 (4,536) (276) $ 106 $97.826 $ 17,447 $ (376) $ (28,794) $ (11,
2012

Net earnings - - - - - - - - - -
Other
comprehensive
income (loss),
net of tax

Cash dividends
paid

Purchases of
treasury stock
Sales of
treasury stock
Common
shares issued
from treasury - - 250 - - 1,923 - - - -
stock for
benefit plans
Tax benefit
attributable to
exercise of
stock options
Stock-basqd i i ] ) ] 7355 ) ) ) )
compensation

Transfer of - - 2 ) - 24 - - - -
stock to

deferred

) ) - - - (4,196) 418 1,679 (2,0

- - (1,395)

- - 750 - - (12,653) - - - -

- - - - - 4,755 - - - -

11



compensation
plan
Purchases of
stock by
deferred
compensation
plan
Distribution of
stock from
deferred
compensation
plan

Balances as of
June 30, 2013

Balances as of
October 1,
2013

Net earnings
Other
comprehensive
income (loss),
net of tax
Cash dividends
paid
Purchases of
treasury stock
Sales of
treasury stock
Common
shares issued
from treasury
stock for
benefit plans
Tax benefit
attributable to
exercise of
stock options
Stock-based
compensation
Purchases of
stock by
deferred
compensation
plan
Distribution of
stock from
deferred
compensation
plan

72,960

72,960

72,960
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(4,929)

(4,883)

(3,309)

455

260

(7,477)

2

42

(238)

(232)

(7N

41

(198)

106 $ 99,230

106 $ 101,147

- (4,949)

- 2,837

- 2,463

- 8,739

106 $ 110,237

$ 13,251 §$ 42

$ 25742 § 43

4,527 46

$ 30,269 $ 89

$ (27,115) $

$ (10,670) $

303

$ (10,367) $

12

(13,

15,1

4,87

19,9
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Balances as of
June 30, 2014
See accompanying Notes to Condensed Consolidated Financial Statements.
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WOODWARD, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(In thousands, except per share amounts)

(Unaudited)

Note 1. Basis of Presentation

The Condensed Consolidated Financial Statements of Woodward, Inc. (“Woodward” or the “Company’) as of June 30,
2014 and for the three and nine-months ended June 30, 2014 and June 30, 2013, included herein, have not been

audited by an independent registered public accounting firm. These Condensed Consolidated Financial Statements
reflect all normal recurring adjustments that, in the opinion of management, are necessary to present fairly
Woodward’s financial position as of June 30, 2014, and the statements of earnings, comprehensive earnings, cash
flows, and changes in the statement of stockholders’ equity for the periods presented herein. The results of operations
for the three and nine-months ended June 30, 2014 are not necessarily indicative of the operating results to be

expected for other interim periods or for the full fiscal year. Dollar amounts contained in these Condensed
Consolidated Financial Statements are in thousands, except per share amounts.

The Condensed Consolidated Balance Sheet as of September 30, 2013 was derived from Woodward’s Annual Report
on Form 10-K for the fiscal year then ended. During the three-months ended December 31, 2013, Woodward
completed purchase accounting valuation estimates related to the acquisition of the Duarte Business (as defined below
in Note 4, Business acquisitions) and as a result, retrospectively adjusted the valuations of certain liabilities with a
corresponding increase to goodwill and intangible assets as of the acquisition date. The retrospective adjustments
amounted to approximately $12,800 and primarily relate to long-term performance obligations and other accrued
liabilities. Changes since the acquisition date to the valuations of the assets and liabilities acquired resulted in
insignificant changes to Woodward’s previously reported earnings and therefore prior reported earnings have not been
restated.

The Condensed Consolidated Financial Statements included herein have been prepared pursuant to the rules and
regulations of the Securities and Exchange Commission (“SEC”) for interim reporting. Certain information and
footnote disclosures normally included in financial statements prepared in accordance with accounting principles
generally accepted in the United States of America (“U.S. GAAP”) have been condensed or omitted pursuant to such
rules and regulations.

These unaudited Condensed Consolidated Financial Statements should be read in conjunction with the audited
Consolidated Financial Statements and Notes thereto included in Woodward’s most recent Annual Report on Form
10-K filed with the SEC and other financial information filed with the SEC.

Management is required to use estimates and assumptions that affect the reported amount of assets and liabilities at
the date of the financial statements, the reported revenues and expenses recognized during the reporting period, and
certain financial statement disclosures, in the preparation of the Condensed Consolidated Financial Statements
included herein. Significant estimates in these Condensed Consolidated Financial Statements include allowances for
losses on receivables, net realizable value of inventories, warranty reserves, cost of sales incentives, useful lives of
property and identifiable intangible assets, the evaluation of impairments of property, valuation of identifiable
intangible assets and goodwill, income tax and valuation reserves, the valuation of assets and liabilities acquired in
business combinations, assumptions used in the determination of the funded status and annual expense of pension and
postretirement employee benefit plans, the valuation of stock compensation instruments granted to employees and

14
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board members, and contingencies. Actual results could vary materially from Woodward’s estimates.

Note 2. Recent accounting pronouncements

From time to time, the Financial Accounting Standards Board (“FASB”) or other standards setting bodies issue new
accounting pronouncements. Updates to the FASB Accounting Standards Codification (“ASC”) are communicated
through issuance of an Accounting Standards Update (“ASU”).

In May 2014, the FASB issued ASU 2014-09, “Revenue from Contracts with Customers.” The purpose of ASU
2014-09 is to clarify the principles for recognizing revenue and to develop a common revenue standard for U.S.
GAAP and International Financial Reporting Standards. The amendments (i) remove inconsistencies and weaknesses
in revenue requirements, (ii) provide a more robust framework for addressing revenue issues, (iii) improve
comparability of revenue recognition across entities, industries, jurisdictions, and capital markets, (iv) provide more
useful information to users of financial statements through improved disclosure requirements, and (v) simplify the
preparation of financial statements by reducing the number of requirements to which an entity must refer. ASU
2014-09 is effective for annual reporting periods beginning after December 15, 2016 (fiscal year 2018 for Woodward),
including interim periods within that reporting period. Early adoption is not permitted. An entity should adopt the
amendments using one of the following methods: retrospectively to each prior reporting period presented or
retrospectively with the cumulative effect of initially applying ASU 2014-09

7
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recognized at the date of initial application. Woodward is currently assessing the impact that this guidance may have
on its Consolidated Financial Statements.

In February 2013, the FASB issued ASU 2013-02, “Reporting of Amounts Reclassified Out of Accumulated Other
Comprehensive Income.” ASU 2013-02 does not change the current requirements for reporting net income or other
comprehensive income in financial statements; however, the amendments require companies to provide information
about the amounts reclassified out of accumulated comprehensive income by component. ASU 2013-02 requires a
company to present, either on the face of the statement where net income is presented or in the notes, significant
amounts reclassified out of accumulated comprehensive income by respective line items of net income, but only if the
amount so reclassified is required under U.S. GAAP to be reclassified to net income in its entirety in the same
reporting period. For other amounts that are not required under U.S. GAAP to be reclassified in their entirety to net
income, a company is required to cross-reference to other disclosures required under U.S. GAAP that provide
additional detail about those amounts. ASU 2013-02 is effective prospectively for annual reporting periods beginning
after December 15, 2012 (fiscal year 2014 for Woodward). The disclosure requirement of ASU 2013-02, which
Woodward has adopted, had no material impact on its Consolidated Financial Statements.

Note 3. Earnings per share

Basic earnings per share is computed by dividing net earnings available to common stockholders by the
weighted-average number of shares of common stock outstanding for the period.

Diluted earnings per share reflects the weighted-average number of shares outstanding after consideration of the
dilutive effect of stock options.

The following is a reconciliation of net earnings to basic earnings per share and diluted earnings per share:

Three-Months Ended Nine-Months Ended

June 30, June 30,

2014 2013 2014 2013
Numerator:
Net earnings $ 46,001 $ 23,663 $ 114,182 $ 93,477
Denominator:
Basic shares outstanding 65,845 68,323 66,736 68,506
Dilutive effect of stock options and restricted stock 1,302 1,107 1,294 1,192
Diluted shares outstanding 67,147 69,430 68,030 69,698
Income per common share:
Basic earnings per share $ 0.70 $ 0.35 $ 1.71 $ 1.36
Diluted earnings per share $ 0.69 $ 0.34 $ 1.68 $ 1.34

The following stock option grants were outstanding during the three and nine-months ended June 30, 2014 and 2013,
but were excluded from the computation of diluted earnings per share because their inclusion would have been
anti-dilutive:

16
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Three-Months Nine-Months

Ended Ended

June 30, June 30,

2014 2013 2014 2013
Options 677 722 236 239

Weighted-average option price  $ 40.99 $ 34.06 $ 41.05 $ 34.83

The weighted-average shares of common stock outstanding for basic and diluted earnings per share included the
weighted-average treasury stock shares held for deferred compensation obligations of the following:

Three-Months Nine-Months
Ended Ended

June 30, June 30,
2014 2013 2014 2013

Weighted-average treasury stock shares held for deferred compensation obligations 206 247 220 262

17
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Note 4. Business acquisitions
Duarte Business Acquisition

On December 27, 2012, Woodward entered into a definitive asset purchase agreement (the “Asset Purchase
Agreement”) with GE Aviation Systems LLC (the “Seller”’) and General Electric Company for the acquisition of
substantially all of the assets and certain liabilities related to the Seller’s thrust reverser actuation systems business
located in Duarte, California (the “Duarte Business”) for an aggregate purchase price of $200,000. The acquisition was
completed on December 28, 2012 and, based on customary purchase price adjustments, Woodward paid cash at
closing in the amount of $198,900. Woodward and the Seller have finalized the purchase price adjustment based on
the customary post-closing provisions of the Asset Purchase Agreement.

The purchase price of the Duarte Business was as follows:

Cash paid to Seller $ 198,900

Less cash acquired (40)

Total purchase price $ 198,860

The allocation of the purchase price to the assets acquired and liabilities assumed was accounted for under the
purchase method of accounting in accordance with ASC Topic 805, “Business Combinations.” Assets acquired and
liabilities assumed in the transaction were allocated and recorded at their estimated acquisition date fair values using
management’s best estimate based on available data. Transaction costs associated with the acquisition were expensed
as incurred. The Company incurred transaction costs of $304 and $2,011 for the three and nine-months ended June
30, 2013, respectively, which are included in “Selling, general and administrative expenses” in the Condensed
Consolidated Statements of Earnings. No additional transaction costs were incurred in the three and nine-months
ended June 30, 2014.

During the three-months ended December 31, 2013, Woodward completed its purchase accounting valuation estimates
and as a result, retrospectively adjusted the valuations of certain liabilities with a corresponding increase to goodwill
and intangible assets as of the acquisition date. The retrospective adjustments amounted to approximately $12,800
and primarily relate to long-term performance obligations and other accrued liabilities. Changes since the acquisition
date to the valuations of the assets and liabilities acquired resulted in insignificant changes to Woodward’s previously
reported earnings and therefore prior reported earnings have not been restated. The allocation of the purchase price to
the assets and liabilities assumed was finalized as of December 27, 2013.

The following table summarizes the estimated fair values of the assets acquired and liabilities assumed at the date of
the acquisition of the Duarte Business:

Accounts receivable $ 14,245
Inventories 30,149
Other current assets 10,370

Property, plant, and equipment 11,804

18
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Goodwill 98,310
Intangible assets 89,700
Other noncurrent assets 18,097
Total assets acquired 272,675
Other current liabilities 32,509
Other noncurrent liabilities 41,306
Total liabilities assumed 73,815
Net assets acquired $ 198,860

Goodwill recorded in connection with the acquisition of the Duarte Business, which is deductible for income tax
purposes, represents the estimated value of potential expansion with new customers, the opportunity to further develop
sales opportunities with new and acquired Duarte Business customers, and other synergies expected to be achieved
through the integration of the Duarte Business into Woodward’s Aerospace segment.

19
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A summary of the estimated intangible assets acquired, weighted-average useful lives, and amortization methods
follows:

Estimated Weighted-Average

Amounts Useful Life Amortization Method
Customer relationships and contracts $ 77,000 20  years Straight-line
Process technology 5,000 25 years Straight-line
Backlog 7,700 3 years Accelerated
Total $ 89,700

Assumed liabilities include $4,758 and $17,939 of current and long-term performance obligations, respectively, for
contractual commitments that are expected to result in future economic losses.

The Asset Purchase Agreement included commitments for the Duarte Business to continue to provide services to the
Seller unrelated to the core business acquired, for which Woodward will continue to be paid by the Seller. Assumed
liabilities include $12,985 and $23,215 of current and long-term performance obligations, respectively, for services to
be provided to the Seller, offset by $8,103 and $18,097 of current and long-term assets, respectively, related to
contractual payments due from the Seller.

Net sales for the Duarte Business subsequent to the date it was acquired by Woodward were $37,929 and $107,062 for
the three and nine-months ended June 30, 2014, respectively, and $34,723 and $69,813 for the three and nine-months
ended June 30, 2013, respectively. Earnings of the Duarte Business subsequent to the date it was acquired by
Woodward for the three and nine-months ended June 30, 2014 cannot be determined on a stand-alone basis due to the
integration of the Duarte Business into Woodward’s Aerospace segment. Earnings of the Duarte Business subsequent
to the date it was acquired by Woodward for the three and nine-months ended June 30, 2013 were slightly accretive to
the consolidated net earnings of Woodward. Due to the timing of the acquisition, there were no net sales or operating
expenses from the Duarte Business included in the Condensed Consolidated Statements of Earnings for the
three-months ended December 31, 2012.

Pro forma results for Woodward giving effect to the acquisition of the Duarte Business

The following unaudited pro forma financial information presents the combined results of operations of Woodward
and the Duarte Business as if the acquisition had occurred as of October 1, 2011, the beginning of fiscal year 2012.
The pro forma information is presented for information purposes only and is not indicative of the results of operations
that would have been achieved if the acquisition and the borrowings used to finance it had taken place at the
beginning of fiscal year 2012. The pro forma information combines the historical results of Woodward with the
historical results of the Duarte Business for that period.

Prior to the acquisition of the Duarte Business, the Duarte Business was a wholly owned business of the Seller, and as
such was not a stand-alone entity for financial reporting purposes. Accordingly, the historical operating results of the
Duarte Business may not be indicative of the results that might have been achieved, historically or in the future, if the
Duarte Business had been a stand-alone entity. The unaudited pro forma results for the three and nine-months ended
June 30, 2014 and June 30, 2013 include amortization charges for acquired intangible assets, eliminations of
intercompany transactions, adjustments for depreciation expense for property, plant and equipment, adjustments for
acquired performance obligations, transaction costs incurred, adjustments to interest expense, and related tax effects.

20
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The unaudited pro forma results for the three and nine-month periods ended June 30, 2014 and June 30, 2013,
compared to the actual results reported in these Condensed Consolidated Financial Statements, were as follows:

Three-Months Ended Three-Months Ended

June 30, 2014 June 30, 2013

As As

reported  Pro forma reported  Pro forma
Net sales $ 524284 $ 524284 $ 483,759 $ 483,759
Net earnings 46,001 46,289 23,663 24,639

Earnings per share:
Basic earnings per share ~ $ 0.70 $ 0.70 $ 0.35 $ 0.36
Diluted earnings per share  0.69 0.69 0.34 0.35

10
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Nine-Months Ended June  Nine-Months Ended June

30,2014 30,2013

As reported  Pro forma As reported Pro forma
Net sales $ 1,435,793 $ 1,435,793 $ 1,377,611 $ 1,408,011
Net earnings 114,182 115,059 93,477 98,609
Earnings per share:
Basic earnings per share  $ 1.71 $ 1.72 $ 1.36 $ 1.44
Diluted earnings per share ~ 1.68 1.69 1.34 1.41

Note 5. Financial instruments and fair value measurements

Financial assets and liabilities recorded at fair value in the Condensed Consolidated Balance Sheets are categorized
based upon a fair value hierarchy established by U.S. GAAP, which prioritizes the inputs used to measure fair value
into the following levels:

Level 1: Inputs based on quoted market prices in active markets for identical assets or liabilities at the measurement
date.

Level 2: Quoted prices included in Level 1, such as quoted prices for similar assets or liabilities in active markets;
quoted prices for identical or similar assets and liabilities in markets that are not active; or other inputs that are
observable and can be corroborated by observable market data.

Level 3: Inputs reflect management’s best estimates and assumptions of what market participants would use in pricing
the asset or liability at the measurement date. The inputs are unobservable in the market and significant to the
valuation of the instruments.

The table below presents information about Woodward’s financial assets that are measured at fair value on a recurring
basis and indicates the fair value hierarchy of the valuation techniques Woodward utilized to determine such fair
value. Woodward had no financial liabilities required to be measured at fair value on a recurring basis as of June 30,
2014 or September 30, 2013.

At June 30, 2014 At September 30, 2013
Level Level Level Level
Level 1 2 3 Total Level 1 2 3 Total
Financial assets:
Cash $76260 $ - $ - $76260 $35839 $ - $ - $ 35839
Investments in money market funds 10,209 - - 10,209 2,950 - - 2,950
9,373 - - 9,373 9,767 - - 9,767
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Investments in reverse repurchase

agreements
Equity securities 9,803 - - 9,803 8,285 - - 8,285
Total financial assets $105645 $ - $ - $105645 $56,.841 $ - $ - $ 56841

Investments in money market funds: Woodward sometimes invests excess cash in money market funds not insured by
the Federal Deposit Insurance Corporation (“FDIC”). Woodward believes that the investments in money market funds
are on deposit with creditworthy financial institutions and that the funds are highly liquid. The investments in money
market funds are reported at fair value, with realized gains from interest income realized in earnings and are included
in “Cash and cash equivalents.” The fair values of Woodward’s investments in money market funds are based on the
quoted market prices for the net asset value of the various money market funds.

Investments in reverse repurchase agreements: Woodward sometimes invests excess cash in reverse repurchase
agreements. Under the terms of Woodward’s reverse repurchase agreements, Woodward purchases an interest in a
pool of securities and is granted a security interest in those securities by the counterparty to the reverse repurchase
agreement. At an agreed upon date, generally the next business day, the counterparty repurchases Woodward’s interest
in the pool of securities at a price equal to what Woodward paid to the counterparty plus a rate of return determined
daily per the terms of the reverse repurchase agreement. Woodward believes that the investments in these reverse
repurchase agreements are with creditworthy financial institutions and that the funds invested are highly liquid. The
investments in reverse repurchase agreements are reported at fair value, with realized gains from interest income
realized in earnings, and are included in “Cash

11

23



Edgar Filing: Woodward, Inc. - Form 10-Q

and cash equivalents.” Since the investments are generally overnight, the carrying value is considered to be equal to
the fair value as the amount is deemed to be a cash deposit with no risk of change in value as of the end of each fiscal
quarter.

Equity securities: Woodward holds marketable equity securities, through investments in various mutual funds, related

to its deferred compensation program. Based on Woodward’s intentions regarding these instruments, marketable

equity securities are classified as trading securities. The trading securities are reported at fair value, with realized

gains and losses recognized in “Other (income) expense, net.” The trading securities are included in “Other assets.” The
fair values of Woodward’s trading securities are based on the quoted market prices for the net asset value of the various
mutual funds.

Accounts receivable and accounts payable are not remeasured to fair value, as the carrying cost of each approximates
its respective fair value. The estimated fair values and carrying costs of other financial instruments that are not
required to be remeasured at fair value in the Condensed Consolidated Balance Sheets were as follows:

At June 30, 2014 At September 30, 2013
Fair Value Hierarchy Estimated Carrying  Estimated Carrying
Level Fair Value Cost Fair Value Cost
Assets:
Notes receivable from municipalities 2 15,812 15,103 6,718 8,114
Liabilities:
Long-term debt, including current
portion 2 (711,318) (665,000) (588,297) (550,000)

In fiscal years 2013 and 2014, Woodward received long-term notes from a municipality within the state of Illinois in
connection with certain economic incentives related to Woodward’s development of a second campus in the
greater-Rockford, Illinois area for its Aerospace segment. The fair value of the long-term notes was estimated based
on a model that discounted future principal and interest payments received at an interest rate available to the Company
at the end of the period for similarly rated municipal notes of similar maturity, which is a level 2 input as defined by
the U.S. GAAP fair value hierarchy. The interest rates used to estimate the fair value of the long-term notes were
3.3% at June 30, 2014 and 4.3% at September 30, 2013.

In fiscal year 2013, Woodward received a long-term note from a municipality within the state of Colorado in
connection with certain economic incentives related to Woodward’s development of a new campus at its corporate
headquarters in Fort Collins, Colorado. The fair value of the long-term note was estimated based on a model that
discounted future principal and interest payments received at an interest rate available to the Company at the end of
the period for similarly rated municipality notes of similar maturity, which is a level 2 input as defined by the U.S.
GAAP fair value hierarchy. The interest rates used to estimate the fair value of the long-term note were 3.3% at June
30, 2014 and 4.3% at September 30, 2013.

The fair value of long-term debt was estimated based on a model that discounted future principal and interest
payments at interest rates available to the Company at the end of the period for similar debt of the same maturity,
which is a level 2 input as defined by the U.S. GAAP fair value hierarchy. The weighted-average interest rates used to
estimate the fair value of long-term debt were 2.4% and 2.0% as of June 30, 2014 and September 30, 2013,
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respectively.

Note 6. Derivative instruments and hedging activities

Woodward is exposed to global market risks, including the effect of changes in interest rates, foreign currency
exchange rates, changes in certain commodity prices and fluctuations in various producer indices. From time to time,
Woodward enters into derivative instruments for risk management purposes only, including derivatives designated as
accounting hedges and/or those utilized as economic hedges. Woodward uses interest rate related derivative
instruments to manage its exposure to fluctuations of interest rates. Woodward does not enter into or issue derivatives
for trading or speculative purposes.

By using derivative and/or hedging instruments to manage its risk exposure, Woodward is subject, from time to time,
to credit risk and market risk on those derivative instruments. Credit risk arises from the potential failure of the
counterparty to perform under the terms of the derivative and/or hedging instrument. When the fair value of a
derivative contract is positive, the counterparty owes Woodward, which creates credit risk for Woodward. Woodward
mitigates this credit risk by entering into transactions with only creditworthy counterparties. Market risk arises from
the potential adverse effects on the value of derivative and/or hedging instruments that result from a change in interest
rates, commodity prices, or foreign currency

12
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exchange rates. Woodward minimizes this market risk by establishing and monitoring parameters that limit the types
and degree of market risk that may be undertaken.

In June 2013, in connection with Woodward’s expected refinancing of current maturities on its existing long-term debt,
Woodward entered into a treasury lock agreement with a notional amount of $25,000 that qualified as a cash flow

hedge under ASC Topic 815, “Derivatives and Hedging.” The objective of this derivative instrument was to hedge the
risk of variability in cash flows attributable to changes in the designated benchmark interest rate over a seven-year
period related to the future interest payments on a portion of anticipated future debt issuances. An unrealized gain of
$546 on the derivative instrument was recorded in “Other current assets” as of June 30, 2013 as the fair value of the cash
flow hedge with the offset recorded to reduce accumulated other comprehensive loss (“accumulated OCI”).

Woodward did not enter into any derivatives or hedging transactions during the three or nine-months ended June 30,
2014.

The remaining unrecognized gains and losses in Woodward’s Condensed Consolidated Balance Sheets associated with
derivative instruments that were previously entered into by Woodward, which are classified in accumulated OCI, were
net gains of $144 and $71 as of June 30, 2014 and September 30, 2013, respectively.

The following table discloses the impact of derivative instruments in cash flow hedging relationships on Woodward’s
Condensed Consolidated Statements of Earnings, recognized in interest expense:

Three-Months Nine-Months
Ended June Ended June

30, 30,

2014 2013 2014 2013
Amount of (Income) Expense Recognized in Earnings on Derivative $24 $42 $73 $ 128
Amount of (Gain) Loss Recognized in Accumulated OCI on Derivative - (546) - (546)
Amount of (Gain) Loss Reclassified from Accumulated OCI into Earnings 24 42 73 128

Based on the carrying value of the realized but unrecognized gains and losses on terminated derivative instruments
designated as cash flow hedges as of June 30, 2014, Woodward expects to reclassify $99 of net unrecognized losses
on terminated derivative instruments from accumulated other comprehensive earnings to earnings during the

next twelve months.

Note 7. Supplemental statement of cash flows information
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Interest paid, net of amounts capitalized

Income taxes paid

Income tax refunds received

Non-cash activities:

Purchases of property, plant and equipment on account

Common shares issued from treasury for benefit plans (Note 18)

Notes receivable from municipalities for economic development incentives
Cashless exercise of stock options

Settlement of receivable through cashless acquisition of treasury shares in
connection with the cashless exercise of stock options

13

Nine-Months Ended

June 30,

2014

$ 26,619
36,345
1,617

19,193
11,193
6,596
715

871

2013

$ 25,463
33,923
3,371

1,026
9,780
2,064
2,645

3,447
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Note 8. Accounts receivable

Almost all of Woodward’s sales are made on credit and result in accounts receivable, which are recorded at the amount
invoiced. In the normal course of business, not all accounts receivable are collected and, therefore, an allowance for
losses of accounts receivable is provided equal to the amount that Woodward believes ultimately will not be

collected. In establishing the amount of the allowance, customer-specific information is considered related to
delinquent accounts, past loss experience, bankruptcy filings, deterioration in the customer’s operating results or
financial position, and current economic conditions. Accounts receivable losses are deducted from the allowance, and
the related accounts receivable balances are written off when the receivables are deemed uncollectible. Recoveries of
accounts receivable previously written off are recognized when received.

Consistent with business practice common in China, Woodward’s Chinese subsidiary accepts from Chinese customers,
in settlement of certain customer accounts receivable, bank drafts issued by creditworthy Chinese banks. Bank drafts
are financial instruments issued by Chinese financial institutions as part of financing arrangements between the
financial institution and a customer of the financial institution. Bank drafts represent a commitment by the issuing
financial institution to pay a certain amount of money at a specified future maturity date to the legal owner of the bank
draft as of the maturity date. The maturity date of bank drafts varies, but it is Woodward’s policy to only accept bank
drafts with maturity dates no more than 180 days from the date of Woodward’s receipt of such draft. The issuing
financial institution is the obligor, not Woodward’s customers. Upon Woodward’s acceptance of a bank draft from a
customer, such customer has no further obligation to pay Woodward for the related accounts receivable balance.

Woodward only accepts bank drafts issued by creditworthy banks as to which the credit risk associated with the bank
draft is assessed to be minimal.

The composition of Woodward’s accounts receivable at June 30, 2014 and September 30, 2013 follows:

September
June 30, 30,
2014 2013
Accounts receivable from:
Customers $ 279,579 $ 316,983
Other (Chinese financial institutions) 50,144 72,954
Allowance for uncollectible customer amounts (7,260) (8,872)

$ 322,463 $ 381,065

Note 9. Inventories

September
June 30, 30,
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2014 2013
Raw materials $ 56,642 $ 67,599
Work in progress 94,204 87,808
Component parts (1) 265,865 229,508
Finished goods 52,325 46,829

$ 469,036 $ 431,744

(1) Component parts include items that can be sold separately as finished goods or included in the manufacture of
other products.
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Note 10. Property, plant, and equipment

September
June 30, 30,
2014 2013
Land and land improvements $ 57,586 $ 57,562
Buildings and improvements 199,593 195,008
Leasehold improvements 20,926 18,924
Machinery and production equipment 325,916 305,692
Computer equipment and software 104,972 97,538
Office furniture and equipment 24,433 24,400
Other 18,889 14,197
Construction in progress 159,733 81,428
912,048 794,749
Less accumulated depreciation (475,574)  (444,701)

Property, plant and equipment, net $ 436,474  $ 350,048

Woodward is developing a second campus in the greater-Rockford, Illinois area for its Aerospace segment in order to
address the growth expected over the next ten years and beyond and to support a substantial number of recently
awarded new system platforms, particularly on narrow-body aircraft. Included in construction in progress at June 30,
2014 and September 30, 2013 are $52,410 and $15,691, respectively, of costs associated with the construction of the
second campus, including $1,870 and $444, respectively, of capitalized interest.

Woodward is also developing a new campus at its corporate headquarters in Fort Collins, Colorado to support the
continued growth of its Energy segment by supplementing its existing Colorado manufacturing facilities and corporate
headquarters. Included in construction in progress at June 30, 2014 and September 30, 2013 are $23,401 and $10,514,
respectively, of costs associated with the construction of the new campus, including $1,246 and $394, respectively, of
capitalized interest.

In addition, in September 2013, Woodward invested in a building site in Niles, Illinois. Woodward is building a new
facility on this site for its Aerospace segment and will relocate some of its operations currently residing in nearby
Skokie, Illinois to this new facility. Included in construction in progress at June 30, 2014 and September 30, 2013 are
$34,130 and $12,067, respectively, of costs associated with the construction of the new facility, including $1,095 and
$0 respectively, of capitalized interest.

For the three and nine-months ended June 30, 2014 and June 30, 2013, Woodward recorded depreciation expense of
the following:

Three-Months

Ended Nine-Months Ended

June 30, June 30,

2014 2013 2014 2013
Depreciation expense  $ 10,489 $ 8,559 §$ 32,183 $ 28,971
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For the three and nine-months ended June 30, 2014 and June 30, 2013, Woodward had capitalized interest that would
have otherwise been included in interest expense of the following:

Three-Months Nine-Months

Ended Ended

June 30, June 30,

2014 2013 2014 2013
Capitalized interest $ 1,676 $ 322 $ 3,965 $ 510

Note 11. Goodwill

Effects of
Foreign
September Currency  June 30,
30, 2013 Translation 2014
Aerospace $ 455,107 $ 316 $ 455,423
Energy 106,351 917 107,268
Consolidated $ 561,458 $ 1,233 $ 562,691

Woodward tests goodwill for impairment at the reporting unit level on an annual basis and more often if an event
occurs or circumstances change that would more likely than not reduce the fair value of a reporting unit below its
carrying amount. Based on the relevant U.S. GAAP authoritative guidance, Woodward sometimes aggregates
components of a single operating segment into a reporting unit, if appropriate. The impairment tests consist of
comparing the implied fair value of each reporting unit with its carrying amount including goodwill. If the carrying
amount of the reporting unit exceeds its implied fair value, Woodward compares the implied fair value of goodwill
with the recorded carrying amount of goodwill. If the carrying amount of goodwill exceeds the implied fair value of
goodwill, an impairment loss would be recognized to reduce the carrying amount to its implied fair value.

Woodward completed its annual goodwill impairment test as of July 31, 2013 during the quarter ended September 30,
2013. At that date, Woodward determined it was appropriate to aggregate certain components of the same operating
segment into a single aggregated reporting unit. The fair value of each of Woodward’s reporting units was determined
using a discounted cash flow method. This method represents a Level 3 input and incorporates various estimates and
assumptions, the most significant being projected revenue growth rates, earnings margins, and the present value, based
on the discount rate and terminal growth rate, of forecasted cash flows. Management projects revenue growth rates,
earnings margins and cash flows based on each reporting unit’s current operational results, expected performance and
operational strategies over a five or ten-year period. These projections are adjusted to reflect current economic
conditions and demand for certain products, and require considerable management judgment.

Forecasted cash flows used in the July 31, 2013 impairment test were discounted using weighted-average cost of
capital assumptions ranging from 8.85% to 10.32%. The terminal values of the forecasted cash flows were calculated
using the Gordon Growth Model and assumed an annual compound growth rate after five or ten years

of 4.25% or 4.50%. These inputs, which are unobservable in the market, represent management’s best estimate of
what market participants would use in determining the present value of the Company’s forecasted cash flows. Changes
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in these estimates and assumptions can have a significant impact on the fair value of forecasted cash
flows. Woodward evaluated the reasonableness of the reporting unit’s resulting fair values utilizing a market multiple
method.

The results of Woodward’s goodwill impairment tests performed as of July 31, 2013 indicated the estimated fair value
of each reporting unit was substantially in excess of its carrying value, and accordingly, no impairment existed.

During the three and nine-months ended June 30, 2014 there were no events or changes in operation that triggered a
need to assess goodwill for possible impairment. As part of the Company’s ongoing monitoring efforts, Woodward
will continue to consider the global economic environment and its potential impact on Woodward’s business in
assessing goodwill for possible indications of impairment. There can be no assurance that Woodward’s estimates and
assumptions regarding forecasted cash flows of certain reporting units, the current economic environment, or the other
inputs used in forecasting the present value of forecasted cash flows will prove to be accurate projections of future
performance.
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September 30, 2013

Gross Net Gross Net
Carrying  Accumulated Carrying  Carrying  Accumulated Carrying
Value Amortization Amount Value Amortization Amount
Customer relationships and
contracts:
Aerospace $ 281,683 $ (91,729) $ 189,954 $ 282,225 $ (77,288) $ 204,937
Energy 42,077 (31,866) 10,211 42,008 (29,711) 12,297
Total $ 323,760 $ (123,595) $ 200,165 $ 324,233 § (106,999) $ 217,234
Intellectual property:
Aerospace $ - $ - $ - $ - $ - $ -
Energy 20,296 (15,821) 4,475 20,218 (14,722) 5,496
Total $ 20,296 $ (15,821) $ 4,475 $ 20,218  § (14,722) $ 5,496
Process technology:
Aerospace $ 76,372  $ (30,077) $ 46,295 $ 76,718 $ (26,129) $ 50,589
Energy 23,571 (12,939) 10,632 23,458 (11,699) 11,759
Total $ 99,943 § (43,016) $ 56,927 $ 100,176 $ (37,828) $ 62,348
Other intangibles:
Aerospace $ 47,364 $ (46,205) $ 1,159 $ 47,351 $ (44,572) $ 2,779
Energy 2,654 (1,890) 764 2,631 (1,713) 918
Total $ 50,018 $ (48,095) $ 1,923 $ 49,982 § (46,285) $ 3,697
Total intangibles:
Aerospace $ 405,419 $ (168,011) $ 237,408 $ 406,294 $ (147,989) $ 258,305
Energy 88,598 (62,516) 26,082 88,315 (57,845) 30,470
Consolidated Total $ 494,017 $ (230,527) $ 263,490 $ 494,609 $ (205,834) $ 288,775

For the three and nine-months ended June 30, 2014 and June 30, 2013, Woodward recorded amortization expense of
the following:

Three-Months
Ended
June 30,

Nine-Months Ended
June 30,
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2014 2013 2014 2013
Amortization expense $ 8,357 $ 9,769 §$ 25,498 $ 27,249
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Future amortization expense associated with intangibles is expected to be:

Year Ending September 30:

2014 (remaining) $ 8,096
2015 29,442
2016 27,737
2017 25,968
2018 25,139
Thereafter 147,108
$ 263,490

Note 13. Credit facilities, short-term borrowings and long-term debt

September

June 30, 30,

2014 2013
Revolving credit facility - Floating rate (LIBOR plus 0.85% - 1.65%), due July 2018,
unsecured $ 165,000 $ -
Series B notes — 5.63%, due October 2013; unsecured - 100,000
Series C notes — 5.92%, due October 2015; unsecured 50,000 50,000
Series D notes — 6.39%, due October 2018; unsecured 100,000 100,000
Series E notes — 7.81%, due April 2016; unsecured 57,000 57,000
Series F notes — 8.24%, due April 2019; unsecured 43,000 43,000
Series G notes — 3.42%, due November 2020; unsecured 50,000 -
Series H notes — 4.03%, due November 2023; unsecured 25,000 -
Series I notes — 4.18%, due November 2025; unsecured 25,000 -
Series J notes — Floating rate (LIBOR plus 1.25%), due November 2020; unsecured 50,000 -
Series K notes — 4.03%, due November 2023; unsecured 50,000 -
Series L notes — 4.18%, due November 2025; unsecured 50,000 -
Long-term borrowings under Line of Credit - Variable rate of 1.06% at September 30,
2013; unsecured - 200,000
Total debt 665,000 550,000
Less: current portion of long-term debt - (100,000)
Long-term debt, excluding current portion $ 665,000 $ 450,000

Woodward maintains a $600,000 revolving credit facility established under a revolving credit agreement between
Woodward and a syndicate of lenders led by Wells Fargo Bank, National Association, as administrative agent (the
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“Revolving Credit Agreement”). The Revolving Credit Agreement provides for the option to increase available
borrowings to up to $800,000, subject to lenders’ participation, and matures in July 2018. Borrowings under the
Revolving Credit Agreement generally bear interest at LIBOR plus 0.85% to 1.65%. Under the Revolving Credit
Agreement, there were $165,000 of borrowings outstanding as of June 30, 2014, at an effective interest rate of 1.20%,
and no borrowings outstanding as of September 30, 2013. As of June 30, 2014, the entire outstanding balance under
the Revolving Credit Agreement was classified as long-term.

The Revolving Credit Agreement contains certain covenants customary with such agreements, which are generally
consistent with the covenants applicable to Woodward’s long-term debt agreements, and contains customary events of
default, including certain cross default provisions related to Woodward’s other outstanding debt arrangements in
excess of
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$60,000, the occurrence of which would permit the lenders to accelerate the amounts due thereunder. In addition, the
Revolving Credit Agreement includes the following financial covenants: (i) a maximum permitted leverage ratio of
consolidated net debt to consolidated earnings before interest, taxes, depreciation, stock-based compensation, and
amortization, plus any usual non-cash charges to the extent deducted in computing net income minus any usual
non-cash gains to the extent added in computing net income (‘“Leverage Ratio”) for Woodward and its consolidated
subsidiaries not to exceed 3.5 to 1.0, which ratio, subject to certain restrictions, may increase to 4.0 to 1.0 for the fiscal
quarter (and the immediately following fiscal quarter) during which a permitted acquisition occurs and to 3.75 to 1.0

for the next two succeeding fiscal quarters, and (ii) a minimum consolidated net worth of $800,000, plus 50% of
Woodward’s positive net income for the prior fiscal year and plus 50% of Woodward’s net cash proceeds resulting from
certain issuances of stock, subject to certain adjustments.

Woodward’s obligations under the Revolving Credit Agreement are guaranteed by Woodward FST, Inc., Woodward
MPC, Inc., and Woodward HRT, Inc., each of which is a wholly owned subsidiary of Woodward.

In October 2008, Woodward entered into a note purchase agreement (the “2008 Note Purchase Agreement”) relating to
the Series B, C, and D Notes (the “2008 Notes”). In April 2009, Woodward entered into a note purchase agreement (the
“2009 Note Purchase Agreement”) relating to the Series E and F Notes (the “2009 Notes™).

On October 1, 2013, Woodward entered into a note purchase agreement (the “2013 Note Purchase Agreement” and,
together with the 2008 Note Purchase Agreement and the 2009 Note Purchase Agreement, the “Note Purchase
Agreements”) relating to the sale by Woodward of an aggregate principal amount of $250,000 of its senior unsecured
notes in a series of private placement transactions.

Woodward issued the Series G, H and I Notes (the “First Closing Notes”) on October 1, 2013 and used the proceeds to
repay all of the outstanding balance on the Series B Notes due October 1, 2013.

Woodward issued the Series J, K and L Notes (the “Second Closing Notes” and, together with the 2008 Notes, 2009
Notes and First Closing Notes, the “Notes”) on November 15, 2013 and used the proceeds to partially repay the
uncommitted line of credit as discussed below.

Interest on the 2008 Notes, the First Closing Notes, and the Series K and L Notes is payable semi-annually on April 1
and October 1 of each year until all principal is paid. Interest on the 2009 Notes is payable semi-annually on April 15
and October 15 of each year until all principal is paid. Interest on the Series J Notes is payable quarterly on January 1,
April 1, July 1 and October 1 of each year until all principal is paid. As of June 30, 2014, the Series J Notes bore
interest at an effective rate of 1.48%.

None of the Notes were registered under the Securities Act of 1933 and they may not be offered or sold in the United
States absent registration or an applicable exemption from registration requirements. Holders of the Notes do not
have any registration rights.

All of the issued Notes are held by multiple institutions.

Woodward’s obligations under the Notes are guaranteed by Woodward FST, Inc., Woodward MPC, Inc., and
Woodward HRT, Inc., each of which is a wholly owned subsidiary of Woodward. Woodward’s obligations under the
Notes rank equal in right of payment with all of Woodward’s other unsecured unsubordinated debt, including its
outstanding debt under its revolving credit facility.

On October 1, 2013, Woodward also entered into amendments to the 2008 Note Purchase Agreement and 2009 Note
Purchase Agreement that, among other things, conform certain of the affirmative and negative covenants in the 2008
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Note Purchase Agreement and the 2009 Note Purchase Agreement, respectively, to the corresponding covenant
provisions in the 2013 Note Purchase Agreement.

The Note Purchase Agreements contain restrictive covenants customary for such financings, including, among other
things, covenants that place limits on Woodward’s ability to incur liens on assets, incur additional debt (including a
leverage or coverage based maintenance test), transfer or sell Woodward’s assets, merge or consolidate with other
persons and enter into material transactions with affiliates. Under the financial covenants contained in the Note
Purchase Agreements, Woodward’s priority debt may not exceed, at any time, 25% of its consolidated net

worth. Woodward’s Leverage Ratio cannot exceed 4.0 to 1.0 during any material acquisition period, or 3.5 to 1.0 at
any other time on a rolling four quarter basis. In the event that Woodward’s Leverage Ratio exceeds 3.5 to 1.0 during
any material acquisition period, the interest rate on each series of Notes will increase. Further, Woodward’s
consolidated net worth must at all times equal or exceed $800,000 plus 50% of Woodward’s consolidated net earnings
for each fiscal year beginning with the fiscal year ending September 30, 2013. The Note Purchase Agreements also
contain customary events of default, including certain cross-default provisions
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related to Woodward’s other outstanding debt arrangements in excess of $60,000, the occurrence of which would
permit the holders of the respective Notes to accelerate the amounts due.

Woodward, at its option, is permitted at any time to prepay all, or from time to time to prepay any part of, the then
outstanding principal amount of any series of the Notes at 100% of the principal amount of the series of Notes to be
prepaid (but, in the case of partial prepayment, not less than $1,000), together with interest accrued on such amount to
be prepaid to the date of payment, plus any applicable prepayment compensation amount. The prepayment
compensation amount, as to the Notes other than the floating rate Notes, is computed by discounting the remaining
scheduled payments of interest and principal of the Notes being prepaid at a discount rate equal to the sum of 50 basis
points and the yield to maturity of U.S. Treasury securities having a maturity equal to the remaining average life of the
Notes being prepaid. The prepayment compensation amount, as to the floating rate Notes, generally is computed as a
percentage of the principal amount of such floating rate Notes equal to (a) 2%, on or prior to November 15, 2014, (b)
1%, after November 15, 2014 and on or prior to November 15, 2015, and (c) 0% after November 15, 2015.

In connection with the 2013 Note Purchase Agreement, Woodward incurred approximately $1,400 in financing costs,
which will be deferred and amortized using the straight-line method over the life of the agreement.

Required future principal payments of the Notes as of June 30, 2014 are as follows:

Year Ending September 30:

2014 (remaining) $ -

2015 -

2016 107,000

2017 -

2018 -

Thereafter 393,000
$ 500,000

In connection with the acquisition of the Duarte Business, on December 21, 2012 Woodward entered into a 364 day
uncommitted line of credit with JPMorgan Chase Bank, N.A. (the “Line of Credit”). The Line of Credit provided for
unsecured loans to Woodward of up to $200,000 on a revolving basis. Loans made under the Line of Credit bore
interest at a floating rate based, at the Company’s option, on either the prime rate or an adjusted LIBOR. The Line of
Credit was repaid in full and terminated on December 20, 2013.

Short-term borrowings

A Chinese subsidiary of Woodward has a local credit facility with the Hong Kong and Shanghai Banking Company
under which it has the ability to borrow up to either $22,700, or the local currency equivalent of $22,700. Any cash
borrowings under the local Chinese credit facility are secured by a parent guarantee from Woodward. The Chinese
subsidiary may utilize the local facility for cash borrowings to support its operating cash needs. Local currency
borrowings on the Chinese credit facility are charged interest at the prevailing interest rate offered by the People’s
Bank of China on the date of borrowing, plus a margin equal to 25% of that prevailing rate. U.S. dollar borrowings on
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the credit facility are charged interest at the lender’s cost of borrowing rate at the date of borrowing, plus 3%. The
Chinese subsidiary had no outstanding cash borrowings against the local credit facility at June 30, 2014 and
September 30, 2013.

Woodward also has other foreign lines of credit and foreign overdraft facilities at various financial institutions, which
are generally reviewed annually for renewal and are subject to the usual terms and conditions applied by the financial
institutions. Pursuant to the terms of the related facility agreements, Woodward’s foreign performance guarantee
facilities are limited in use to providing performance guarantees to third parties. There were no borrowings
outstanding as of June 30, 2014 and September 30, 2013 on Woodward’s other foreign lines of credit and foreign
overdraft facilities.
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Note 14. Accrued liabilities

Salaries and other member benefits

Warranties

Interest payable

Current portion of acquired performance obligations and unfavorable contracts (1)
Accrued retirement benefits

Deferred revenues

Taxes, other than income

Other

acquisitions.

Warranties

June 30,

2014

$ 54,177
16,796
6,166
14,607
2,251
4,879
6,941
24,435

September

30,

2013

$ 66,212
15,224
11,437
23,977
2,276
6,304
6,504
29,807

$ 130,252 $ 161,741
(1) For more information about acquired performance obligations and unfavorable contracts, see Note 4, Business

Provisions of Woodward’s sales agreements include product warranties customary to these types of
agreements. Accruals are established for specifically identified warranty issues that are probable to result in future
costs. Warranty costs are accrued on a non-specific basis whenever past experience indicates a normal and predictable

pattern exists. Changes in accrued product warranties were as follows:

Nine-Months Ended

June 30,
2014 2013
Warranties, beginning of period $ 15224 $ 15,742
Expense 7,006 7,996
Increases due to acquisition of Duarte Business - 157
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Reductions for settling warranties
Foreign currency exchange rate changes
Warranties, end of period

Note 15. Other liabilities

June 30,
2014
Net accrued retirement
benefits, less amounts
recognized within
accrued liabilities $
Total unrecognized tax
benefits, net of
offsetting adjustments
Acquired performance
obligations and
unfavorable contracts
(D
Other
$

(1) For more information about acquired performance obligations and unfavorable contracts, see Note 4,

Business acquisitions.

21

(5,552)  (9,165)
118 (20)
$ 16,796 $ 14,710

37,409

13,451

14,622
31,106
96,588

September 30,

2013

$ 39,956
20,343
23,951
21,260

$ 105,510
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Note 16. Other (income) expense, net

Three-Months

Ended Nine-Months Ended

June 30, June 30,

2014 2013 2014 2013
Net (gain) loss on sales of assets $20 $152 $116 $ (78)
Rent income (124) (127)  (418) (387)
Net gain on investments in deferred compensation program (306) (20) (879) (546)
Other (19) 117 (85) (19)

$ (469) $ 122§ (1,266) $ (1,030)

Note 17. Income taxes
U.S. GAAP requires that the interim period tax provision be determined as follows:

- At the end of each quarter, Woodward estimates the tax that will be provided for the current fiscal year stated as a
percentage of estimated “ordinary income.” The term ordinary income refers to earnings from continuing operations
before income taxes, excluding significant unusual or infrequently occurring items.

The estimated annual effective rate is applied to the year-to-date ordinary income at the end of each quarter to
compute the estimated year-to-date tax applicable to ordinary income. The tax expense or benefit related to ordinary
income in each quarter is the difference between the most recent year-to-date and the prior quarter year-to-date
computations.

- The tax effects of significant unusual or infrequently occurring items are recognized as discrete items in the interim
period in which the events occur. The impact of changes in tax laws or rates on deferred tax amounts, the effects of
changes in judgment about beginning of the year valuation allowances, and changes in tax reserves resulting from
the finalization of tax audits or reviews are examples of significant unusual or infrequently occurring items that are
recognized as discrete items in the interim period in which the event occurs.

The determination of the annual effective tax rate is based upon a number of significant estimates and judgments,

including the estimated annual pretax income of Woodward in each tax jurisdiction in which it operates, and the

development of tax planning strategies during the year. In addition, as a global commercial enterprise, Woodward’s
tax expense can be impacted by changes in tax rates or laws, the finalization of tax audits and reviews, changes in the
estimate of the amount of undistributed foreign earnings that Woodward considers indefinitely reinvested, as well as
other factors that cannot be predicted with certainty. As such, there can be significant volatility in interim tax
provisions.

The following table sets forth the tax expense and the effective tax rate for Woodward’s income from operations:
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Three-Months Ended Nine-Months Ended

June 30, June 30,

2014 2013 2014 2013
Earnings before income taxes $ 62,468 $ 35,497 $ 152,168 $ 124,370
Income tax expense 16,467 11,834 37,986 30,893
Effective tax rate 26.4% 33.3% 25.0% 24.8%

The decrease in the year-over-year effective tax rate for the three-months ended June 30, 2014 is attributable to higher
earnings in jurisdictions with lower tax rates, reduced taxes on current and anticipated future distributions of foreign
earnings to the U.S, and the favorable impact of reviews by tax authorities. This overall year-over-year decrease was
partially offset by the lack of a U.S. research and experimentation credit in the three months ended June 30, 2014, as
discussed below.

On January 2, 2013, the American Taxpayer Relief Act of 2012 (the “Taxpayer Relief Act”) was enacted, which
retroactively extended the U.S. research and experimentation tax credit through December 31, 2013. As a result,
income taxes for the nine-months ended June 30, 2013 included a net expense reduction of $6,558 related to the

retroactive impact of
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the U.S. research and experimentation tax credit pursuant to the Taxpayer Relief Act. The slight increase in effective
tax rate for the nine-months ended June 30, 2014 is due to the lack of the retroactive benefit of the research and
experimentation credit, offset by larger net favorable resolutions and reviews of tax matters and lapses of applicable
statutes of limitations, higher earnings in jurisdictions with lower tax rates, and reduced taxes on current and
anticipated future distributions of foreign earnings to the U.S in the current year.

Gross unrecognized tax benefits as of June 30, 2014 and September 30, 2013 were $14,582 and $22,694,
respectively. Included in the balance of unrecognized tax benefits as of June 30, 2014 and September 30, 2013 are
$11,628 and $17,838, respectively, of tax benefits that, if recognized, would affect the effective tax rate. At this time,
Woodward estimates that it is reasonably possible that the liability for unrecognized tax benefits will decrease by as
much as $113 in the next twelve months due to the completion of reviews by tax authorities and the expiration of
certain statutes of limitations. Woodward accrues for potential interest and penalties related to unrecognized tax
benefits in tax expense. Woodward had accrued interest and penalties of $1,473 as of June 30, 2014 and $2,066 as of
September 30, 2013.

Woodward’s tax returns are audited by U.S., state, and foreign tax authorities, and these audits are at various stages of
completion at any given time. Reviews of tax matters by authorities and lapses of the applicable statutes of
limitations may result in changes to tax expense. During the three-month period ended June 30, 2014, such reviews of
tax matters resulted in a net favorable amount of $1,986. With a few exceptions, Woodward’s fiscal years remaining
open to examination in the United States include fiscal years 2011 and thereafter, and fiscal years remaining open to
examination in significant foreign jurisdictions include 2005 and thereafter.

Note 18. Retirement benefits

Woodward provides various benefits to eligible members of the Company, including contributions to various defined
contribution plans, pension benefits associated with defined benefit plans, postretirement medical benefits and
postretirement life insurance benefits. Eligibility requirements and benefit levels vary depending on employee
location.

Defined contribution plans

Most of the Company’s U.S. employees are eligible to participate in the U.S. defined contribution plan. The U.S.
defined contribution plan allows employees to defer part of their annual income for income tax purposes into their
personal 401(k) accounts. The Company makes contributions to eligible employee accounts, which are also deferred
for employee personal income tax purposes. Certain foreign employees are also eligible to participate in foreign
plans.

Most of Woodward’s U.S. employees with at least two years of service receive an annual contribution of Woodward
stock, equal to 5% of their eligible prior year wages, to their personal Woodward Retirement Savings Plan

accounts. In the second quarter of fiscal years 2014 and 2013, Woodward fulfilled its annual Woodward stock
contribution obligation using shares held in treasury stock by issuing 260 shares of common stock for a total value of
$11,193 and 250 shares of common stock for a total value of $9,780, respectively.

The amount of expense associated with defined contribution plans was as follows:
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Three-Months

Ended Nine-Months Ended

June 30, June 30,

2014 2013 2014 2013
Company costs  $ 5,537 $ 5,404 $ 16,219 $ 14,777

Defined benefit plans

Woodward has defined benefit plans that provide pension benefits for certain retired employees in the United States,
the United Kingdom, Japan, and Switzerland. Woodward also provides other postretirement benefits to its employees
including postretirement medical benefits and life insurance benefits. Postretirement medical benefits are provided to
certain current and retired employees and their covered dependents and beneficiaries in the United States and the
United Kingdom. Life insurance benefits are provided to certain retirees in the United States under frozen plans,
which are no longer available to current employees. A September 30 measurement date is utilized to value plan assets
and obligations for all of Woodward’s defined benefit pension and other postretirement benefit plans.

U.S. GAAP requires that, for obligations outstanding as of September 30, 2013, the funded status reported in interim
periods shall be the same asset or liability recognized in the previous year end statement of financial position adjusted
for (a) subsequent accruals of net periodic benefit cost that exclude the amortization of amounts previously recognized
in other
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comprehensive income (for example, subsequent accruals of service cost, interest cost, and return on plan assets) and
(b) contributions to a funded plan or benefit payments.

The components of the net periodic retirement pension costs recognized are as follows:

Three-Months Ended June 30,

United States Other Countries Total

2014 2013 2014 2013 2014 2013
Service cost $ 872 $1273 $263 $254 $1,135 $ 1,527
Interest cost 1,602 1,393 616 518 2,218 1,911
Expected return on plan assets (2,432)  (2,046) (781)  (639) (3,213) (2,685)
Amortization of:
Net actuarial (gain) loss 83 344 166 113 249 457
Prior service cost (benefit) 19 19 (D 2) 18 17
Curtailment (gain) loss - - 915) - 915) -
Net periodic retirement pension (benefit) cost $ 144 $ 983 $ (652) $ 244 $ (508) $ 1,227
Contributions paid $ 100 $ 1550 $176 $ 439 $ 276 $ 1,989

Nine-Months Ended June 30,

United States Other Countries Total

2014 2013 2014 2013 2014 2013
Service cost $2616 $3487 $ 784 $ 797 $ 3400 $ 4,284
Interest cost 4,815 4,177 1,816 1,591 6,631 5,768
Expected return on plan assets (7,299) (6,136)  (2,308) (1,966) (9,607) (8,102)
Amortization of:
Net actuarial (gain) loss 248 1,031 490 352 738 1,383
Prior service cost (benefit) 56 56 3) (6) 53 50
Curtailment (gain) loss - - 915) - 915) -
Net periodic retirement pension (benefit) cost ~ $ 436 $ 2615 $(136) $ 768 $ 300 $ 3,383
Contributions paid $ 400 $ 4550 $2343 $269 $2743 $ 7,246

The curtailment gain in the three and nine-months ended June 30, 2014 pertained to workforce reductions related to
the closure of Woodward’s Swiss facility in connection with the realignment of the renewable power business that
occurred in the third quarter of fiscal year 2013.
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The components of the net periodic other postretirement benefit costs recognized are as follows:

Three-Months Nine-Months

Ended Ended

June 30, June 30,

2014 2013 2014 2013
Service cost $11 $18 $35 $ 54
Interest cost 358 311 1,074 933
Amortization of:
Net actuarial (gain) loss (50) (17) (150) (28]
Prior service cost (benefit) (40) 40) (119) (119)
Net periodic other postretirement (benefit) cost ~ $ 279 $ 272 $ 840  § 817
Contributions paid $481 $490 $ 1,849 $ 1,833

The amount of cash contributions made to these plans in any year is dependent upon a number of factors, including
minimum funding requirements in the jurisdictions in which Woodward operates and arrangements made with trustees
of certain foreign plans. As a result, the actual funding in fiscal year 2014 may differ from the current

estimate. Woodward estimates its remaining cash contributions in fiscal year 2014 will be as follows:

Retirement pension benefits:

United States $ 100
United Kingdom 694
Japan -
Switzerland

Other postretirement benefits 2,105
Multiemployer defined benefit plans

Woodward operates two multiemployer defined benefit plans for certain employees in the Netherlands and
Japan. The amounts of contributions associated with the multiemployer plans were as follows:
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Three-Months Nine-Months

Ended Ended

June 30, June 30,

2014 2013 2014 2013
Company contributions $ 180 $ 188 $ 555 $ 599

Note 19. Stock-based compensation
Stock options

Woodward’s 2006 Omnibus Incentive Plan (the “2006 Plan”), which has been approved by Woodward’s stockholders,
provides for the grant of up to 7,410 stock options to its employees and directors. Woodward believes that these stock
options align the interests of its employees and directors with those of its stockholders. Stock option awards are
granted with an exercise price equal to the market price of Woodward’s stock at the date of grant, a ten-year term, and
a four-year vesting schedule at a rate of 25% per year.

The fair value of options granted was estimated on the date of grant using the Black-Scholes-Merton option-valuation
model using the assumptions in the following table. Woodward calculates the expected term, which represents the
period of time that stock options granted are expected to be outstanding, based upon historical experience of plan
participants. Expected volatility is based on historical volatility using daily stock price observations. The estimated
dividend yield is
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based upon Woodward’s historical dividend practice and the market value of its common stock. The risk-free rate is
based on the U.S. treasury yield curve, for periods within the contractual life of the stock option, at the time of grant.

Three-Months

Ended Nine-Months Ended

June 30, June 30,

2014 2013 2014 2013
Expected term (years) n/a 5.8 5.8 - 8.6 58 -8.6
Estimated volatility n/a 54.4% 38.5% 48.7% - 54.9%
Estimated dividend yield n/a 0.9% 0.8% 0.8% - 1.0%
Risk-free interest rate n/a 0.9% 1.7% - 2.5% 0.8% - 13%

The following is a summary of the activity for stock option awards during the three and nine-months ended June 30,
2014:

Three-Months Ended Nine-Months Ended

June 30, 2014 June 30, 2014

Number Weighted-Average Number Weighted-Average

of Exercise Price per of Exercise Price per

options Share options Share

$

Options, beginning balance 4722 $ 27.74 4423 $ 25.06
Options granted - n/a 694 40.99
Options exercised (101) 22.16 (455) 20.00
Options forfeited (6) 33.87 @7 34.64
Options, ending balance 4,615 27.86 4,615 27.86

Changes in non-vested stock options during the three and nine-months ended June 30, 2014 were as follows:

Three-Months Ended Nine-Months Ended

June 30, 2014 June 30, 2014

Number Weighted-Average Number Weighted-Average
of Exercise Price per of Exercise Price per
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options Share

Options, beginning balance
Options granted -
Options vested (14)

Options forfeited ®)
Options, ending balance 1,688
26

$

1,707 $ 34.80

n/a

32.76
33.90
34.82

.- Form 10-Q

options Share

1,737
694
(697)
(46)
1,688

$

29.97
40.99
28.90
34.66
34.82
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Information about stock options that have vested, or are expected to vest, and are exercisable at June 30, 2014 was as
follows:

Weighted-
Weighted- Average
Average Remaining Aggregate

Exercise Life in Intrinsic
Number Price Years Value
Options outstanding 4615 $ 27.86 5.7 $ 103,020
Options vested and exercisable 2,927 23.85 4.3 77,085
Options vested and expected to vest 4,512 27.66 5.6 101,609

Restricted Stock

In the first quarter of fiscal year 2014, Woodward granted an award of 24 shares of restricted stock to its Chief
Executive Officer and President, Thomas Gendron. Subject to Mr. Gendron’s continued employment by the Company,
these shares of restricted stock will vest 100% following the end of the Company’s fiscal year 2017 if a cumulative
earnings per share (“EPS”) target is met or exceeded for fiscal years 2014 through 2017. If this EPS target is not met, all
shares of restricted stock will be forfeited by Mr. Gendron.

The shares of restricted stock were awarded to Mr. Gendron pursuant to a form restricted stock agreement approved
by Woodward’s Compensation Committee (the “Committee”), which generally provides that: if the recipient of a
restricted stock award is terminated from the Company for any reason other than death or disability during the
restricted period, all shares of restricted stock will be immediately forfeited; if the recipient dies or becomes
permanently disabled prior to the recipient’s termination and during the restricted period, all restrictions will lapse and
the shares of restricted stock will fully vest immediately; similarly, in the event of a Change in Control (as defined in
the form of restricted stock agreement) of the Company during the restricted period and prior to the recipient’s
termination for any reason, all restrictions will lapse and the shares of restricted stock will fully vest immediately;
during the restricted period, a recipient may exercise full voting rights with respect to the shares of restricted stock;
dividends on the shares of restricted stock will accrue, but will not be paid, during the restricted period; and all
dividends accrued during the restricted period will be paid upon any vesting of the shares of restricted stock, without
payment of interest, provided that if the shares of restricted stock are forfeited for any reason, all accrued dividends
will likewise be forfeited. The form of restricted stock agreement also includes adjustment provisions in the event the
Company engages in certain recapitalization or similar transactions or in the event of a change of law or

regulation. Upon vesting, shares become freely transferrable.

Woodward recognizes stock compensation on a straight-line basis over the requisite service period.

A summary of the activity for restricted stock awards in the three and nine-months ended June 30, 2014 follows:
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Three-Months Ended Nine-Months Ended
June 30, 2014 June 30, 2014
Number Fair Value per Share Number Fair Value per Share

Beginning balance 24 $ 39.43 - $ n/a
Shares granted - n/a 24 39.43
Shares vested - n/a - n/a
Shares forfeited - n/a - n/a
Ending balance 24 39.43 24 39.43

At June 30, 2014, there was approximately $13,792 of total unrecognized compensation cost related to non-vested
stock-based compensation arrangements, both stock options and restricted stock awards, granted under the 2002 Plan
(for which no further grants will be made) and the 2006 Plan. The pre-vesting forfeiture rates for purposes of
determining stock-based compensation cost recognized were estimated to be 0% for members of Woodward’s board of
directors and 9% for all others. The remaining unrecognized compensation cost is expected to be recognized over a
weighted-average period of approximately 1.9 years.
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Note 20. Commitments and contingencies

Woodward is currently involved in claims, pending or threatened litigation, other legal proceedings, investigations
and/or regulatory proceedings arising in the normal course of business, including, among others, those relating to
product liability claims, employment matters, worker’s compensation claims, contractual disputes, product warranty
claims and alleged violations of various laws and regulations. Woodward accrues for known individual matters where
it believes that it is probable the matter will result in a loss when ultimately resolved using estimates of the most likely
amount of loss.

Legal costs are expensed as incurred and are classified in “Selling, general and administrative expenses” on the
Condensed Consolidated Statements of Earnings.

Woodward is partially self-insured in the United States for healthcare and worker’s compensation up to predetermined
amounts, above which third party insurance applies. Management regularly reviews the probable outcome of these
claims and proceedings, the expenses expected to be incurred, the availability and limits of the insurance coverage,
and the established accruals for liabilities.

While the outcome of pending claims, legal and regulatory proceedings, and investigations cannot be predicted with
certainty, management believes that any liabilities that may result from these claims, proceedings and investigations
will not have a material effect on Woodward's liquidity, financial condition, or results of operations.

In the event of a change in control of Woodward, as defined in change-in-control agreements with its current
corporate officers, Woodward may be required to pay termination benefits to such officers.

Note 21. Segment information

Woodward serves the aerospace market and the energy market through its two reportable segments - Aerospace and
Energy. Woodward’s reportable segments are aggregations of Woodward’s operating segments. Woodward

uses reportable segment information internally to manage its business, including the assessment of business segment
performance and decisions for the allocation of resources between segments.

The accounting policies of the reportable segments are the same as those of the Company. Woodward evaluates
segment profit or loss based on internal performance measures for each segment in a given period. In connection with
that assessment, Woodward excludes matters such as charges for restructuring costs, interest income and expense, and

certain gains and losses from asset dispositions.

A summary of consolidated net sales and earnings by segment follows:

Three-Months Ended Nine-Months Ended

June 30, June 30,

2014 2013 2014 2013
Segment external net sales:
Aerospace $ 274923 $ 272218 $ 765,816 $ 754,100
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Energy 249,361 211,541 669,977 623,511
Total consolidated net sales $ 524,284 $ 483,759 $ 1,435,793 $ 1,377,611
Segment earnings:

Aerospace $ 39,357 $ 38,949 $ 102,195 $ 111,740
Energy 40,203 12,430 99,162 60,573
Total segment earnings 79,560 51,379 201,357 172,313
Nonsegment expenses (11,193) (9,227) (31,159) (27,952)
Interest expense, net (5,899) (6,655) (18,030) (19,991)

Consolidated earnings before income taxes $ 62,468 $ 35497 $ 152,168 $ 124,370
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Segment assets consist of accounts receivable, inventories, property, plant, and equipment, net, goodwill, and other
intangibles, net. A summary of consolidated total assets by segment follows:

June 30, September

2014 30, 2013
Segment assets:
Aerospace $ 1,385,207 $ 1,361,861
Energy 600,974 599,007
Total segment assets 1,986,181 1,960,868
Unallocated corporate property, plant and equipment, net 64,990 50,115
Other unallocated assets 271,902 207,535
Consolidated total assets $ 2,323,073 $ 2,218,518
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Item 2.Management’s Discussion and Analysis of Financial Condition and Results of Operations (Amounts in
thousands, except per share amounts)

Forward Looking Statements

This Quarterly Report on Form 10-Q, including “Management’s Discussion and Analysis of Financial Condition and

Results of Operations,” contains forward-looking statements regarding future events and our future results within the

meaning of the Private Securities Litigation Reform Act of 1995. All statements other than statements of historical

fact are statements that are deemed forward-looking statements. These statements are based on current expectations,
estimates, forecasts, and projections about the industries in which we operate and the beliefs and assumptions of

management. Words such as “anticipate,” “believe,” “estimate,” “seek,” “goal,” “expect,” “forecast,” “intend,” “continue,” “o
“project,” “target,” “strive,” “can,” “could,” “may,” “should,” “will,” “would,” variations of such words, and similar expressior
intended to identify such forward-looking statements. In addition, any statements that refer to projections of our

future financial performance, our anticipated growth and trends in our businesses, and other characteristics of future

events or circumstances are forward-looking statements. Forward-looking statements may include, among others,

statements relating to:
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future sales, earnings, cash flow, uses of cash, and other measures of financial performance;
descriptions of our plans and expectations for future operations;
the effect of economic downturns or growth in particular regions;
the effect of changes in the level of activity in particular industries or markets;
the availability and cost of materials, components, services, and supplies;
the scope, nature, or impact of acquisition activity and integration of such acquisitions into our businesses;
the development, production, and support of advanced technologies and new products and services;
new business opportunities;
restructuring and alignment costs and savings;
- our plans, objectives, expectations and intentions with respect to recent acquisitions and expected business
opportunities that may be available to us;
the outcome of contingencies;
future repurchases of common stock;
future levels of indebt
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