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Item 1. Unaudited Condensed Consolidated Financial Statements

GRAHAM CORPORATION AND SUBSIDIARY
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)

Assets

Current assets:
Cash and cash equivalents
Investments

Trade accounts receivable, net of allowances ($28 and $39 at September 30 and March 31, 2009, respectively)

Unbilled revenue
Inventories
Income taxes receivable
Prepaid expenses and other current assets
Total current assets
Property, plant and equipment, net
Deferred income tax asset
Prepaid pension asset
Other assets
Total assets

Liabilities and Stockholders’ Equity
Current liabilities:
Current portion of capital lease obligations
Accounts payable
Accrued compensation
Accrued expenses and other liabilities
Customer deposits
Deferred income tax liability

Total current liabilities

Capital lease obligations
Accrued compensation
Deferred income tax liability
Accrued pension liability
Accrued postretirement benefits
Total liabilities

Commitments and Contingencies (Note 11)
Stockholders’ equity:
Preferred stock, $1.00 par value Authorized, 500 shares
Common stock, $.10 par value Authorized, 25,500 shares
Issued, 10,150 and 10,127 shares at September 30 and March 31, 2009, respectively
Capital in excess of par value
Retained earnings
Accumulated other comprehensive loss

Treasury stock (305 and 279 shares at September 30 and March 31, 2009, respectively)
Notes receivable

Total stockholders’ equity
Total liabilities and stockholders’ equity

See Notes to Condensed Consolidated Financial Statements.

September 30,
2009

March 31,
2009

(Amounts in thousands, except per share data)

$ 4,640 5,150
50,063 41,059
8,207 6,995
5,555 10,444
3,646 4,665
1,868 4,054
656 375
74,635 72,742
9,523 9,645
196 224
4,423 4,300
7 13
$ 88,784 86,924
$ 28 28
5,483 5,514
3,649 4,630
1,926 2,266
4,055 5,892
4,953 4,865
20,094 23,195
17 31
274 250
1,356 1,253
251 256
843 828
22,835 25,813
1,015 1,013
15,174 14,923
58,558 53,966
(6,240) (6,460)
(2,554) (2,325)
“) (©)]
65,949 61,111
$ 88,784 86,924
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GRAHAM CORPORATION AND SUBSIDIARY
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND RETAINED EARNINGS

(Unaudited)

Net sales
Cost of products sold
Gross profit
Other expenses:
Selling, general and administrative
Interest income
Interest expense
Other expense
Total other expenses and income
Income before income taxes
Provision for income taxes
Net income
Retained earnings at beginning of period
Dividends
Effect of adoption of measurement date provisions of Statement of Financial Accounting
Standards No. 158

Retained earnings at end of period

Per share data:
Basic:
Net income

Diluted:
Net income

Weighted average common shares outstanding:
Basic:
Diluted:

Dividends declared per share

Three Months Ended Six Months Ended
September 30, September 30,
2009 2008 2009 2008
(Amounts in thousands, except per share data)

$ 16,108 $ 23,915 $ 36,246 $ 51,562
10,254 13,416 22,114 28,845
5,854 10,499 14,132 22,717
3,032 3,931 6,280 7,753
(15) (172) (33) (303)

33 2 34 3

96 — 96 —

3,146 3,761 6,377 7,453
2,708 6,738 7,755 15,264
1,240 2,326 2,769 5,168
1,468 4,412 4,986 10,096
57,287 42,786 53,966 37,216
(197) (203) (394) (354)

— o o 37

$ 58,558 $ 46,995 $ 58,558 $ 46,995
$ .15 $ 43 $ .50 $ 1.00
$ .15 $ 43 $ .50 $ .99
9,903 10,169 9,894 10,127
9,937 10,249 9,926 10,227

$ .02 $ .02 $ .04 $ .035

See Notes to Condensed Consolidated Financial Statements.
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GRAHAM CORPORATION AND SUBSIDIARY

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Operating activities:

(Unaudited)

Six Months Ended

September 30,

2009

2008

(Amounts in thousands)

Net income $ 4,986
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 840
Discount accretion on investments (30)
Stock-based compensation expense 198
Loss (gain) on disposal of property, plant and equipment 3
Deferred income taxes 98
(Increase) decrease in operating assets:
Accounts receivable (1,212)
Unbilled revenue 4,892
Inventories 1,018
Income taxes receivable/payable 2,185
Prepaid expenses and other current and non-current assets (281)
Prepaid pension asset (122)
Increase (decrease) in operating liabilities:
Accounts payable (134)
Accrued compensation, accrued expenses and other current and non-current liabilities (1,323)
Customer deposits (1,838)
Long-term portion of accrued compensation, accrued pension liability and accrued postretirement benefits 34
Net cash provided by operating activities 9,314
Investing activities:
Purchase of property, plant and equipment (282)
Proceeds from sale of property, plant and equipment 7
Purchase of investments (86,613)
Redemption of investments at maturity 77,640
Net cash used by investing activities (9,248)
Financing activities:
Proceeds from issuance of long-term debt 198
Principal repayments on long-term debt (211)
Issuance of common stock 34
Dividends paid (394)
Purchase of treasury stock (229)
Excess tax deduction on stock awards 21
Other 2
Net cash (used) provided by financing activities
(579)
Effect of exchange rate changes on cash 3
Net (decrease) increase in cash and cash equivalents (510)
Cash and cash equivalents at beginning of period 5,150
Cash and cash equivalents at end of period $ 4,640

See Notes to Condensed Consolidated Financial Statements.

$

10,096

530
(293)
257

(1)
1,267

(3,591)
2,864
(1,236)
(1,277)
(117)
(3,574)

(18)
(176)
(379)

50

4,402

(795)
1

(61,437)

58,600
(3.631)

2,450
(2,464)
695
(354)
(14)
1,696
2

2,011

150

2,932

2,112

5,044
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GRAHAM CORPORATION AND SUBSIDIARY
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2009 and 2008
(Unaudited)

(Amounts in thousands, except per share data)

NOTE 1 — BASIS OF PRESENTATION:

5%

Graham Corporation’s (the “Company’s””) Condensed Consolidated Financial Statements include one wholly-owned foreign subsidiary located in China, and have been
prepared in accordance with accounting principles generally accepted in the United States (“GAAP”) for interim financial information and the instructions to Form 10-Q and
Rule 10-01 of Regulation S-X, each as promulgated by the Securities and Exchange Commission. The Company’s Condensed Consolidated Financial Statements do not
include all information and notes required by GAAP for complete financial statements. The unaudited Condensed Consolidated Balance Sheet as of March 31, 2009 presented
herein was derived from the Company’s audited Consolidated Balance Sheet as of March 31, 2009. For additional information, please refer to the consolidated financial
statements and notes included in the Company’s Annual Report on Form 10-K for the fiscal year ended March 31, 2009 (“fiscal 2009”). In the opinion of management, all
adjustments, including normal recurring accruals considered necessary for a fair presentation, have been included in the Company’s Condensed Consolidated Financial
Statements. The Company evaluated subsequent events through November 3, 2009, when the financial statements were issued.

The Company’s results of operations and cash flows for the three and six months ended September 30, 2009 are not necessarily indicative of the results that may be
expected for the fiscal year ending March 31, 2010 (“fiscal 2010”).

Certain reclassifications have been made to prior year amounts to conform with the current year presentation. In the Condensed Consolidated Statements of Cash Flows,
the line item “Purchase of treasury stock” was reported separately from the line item “Other” for the six months ended September 30, 2008.

NOTE 2 — REVENUE RECOGNITION:

The Company recognizes revenue on all contracts with a planned manufacturing process in excess of four weeks (which approximates 575 direct labor hours) using the
percentage-of-completion method. The majority of the Company’s revenue is recognized under this methodology. The percentage-of-completion method is determined by
comparing actual labor incurred to a specific date to management’s estimate of the total labor to be incurred on each contract. Contracts in progress are reviewed monthly, and
sales and earnings are adjusted in current accounting periods based on revisions in the contract value and estimated costs at completion. Losses on contracts are recognized
immediately when evident.
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Revenue on contracts not accounted for using the percentage-of-completion method is recognized utilizing the completed contract method. The majority of the Company’s
contracts have a planned manufacturing process of less than four weeks and the results reported under this method do not vary materially from the percentage-of-completion
method. The Company recognizes revenue and all related costs on these contracts upon substantial completion or shipment to the customer. Substantial completion is
consistently defined as at least 95% complete with regard to direct labor hours. Customer acceptance is generally required throughout the construction process and the
Company has no further material obligations under its contracts after the revenue is recognized.

At March 31, 2009, the Company’s backlog included five orders with a value of $4,443 that were placed on hold (suspended) pending further customer evaluation. During
the six months ended September 30, 2009, one order valued at $519 was cancelled, one order valued at $235 was returned to active status and an additional order valued at
$3,298 was placed on hold (suspended) by the customer. At September 30, 2009, four orders included in backlog with a value of $6,987 remained on hold (suspended).

NOTE 3 — INVESTMENTS:

Investments consist solely of fixed-income debt securities issued by the United States Treasury with original maturities of greater than three months and less than one year.
All investments are classified as held-to-maturity, as the Company has the intent and ability to hold the securities to maturity. The investments are stated at amortized cost
which approximates fair value. All investments held by the Company at September 30, 2009 are scheduled to mature between October 15, 2009 and January 14, 2010.

NOTE 4 — INVENTORIES:

Inventories are stated at the lower of cost or market, using the average cost method. For contracts accounted for on the completed contract method, progress payments
received are netted against inventory to the extent the payment is less than the inventory balance relating to the applicable contract. Progress payments that are in excess of the
corresponding inventory balance are presented as customer deposits in the Condensed Consolidated Balance Sheets. Unbilled revenue in the Condensed Consolidated Balance
Sheets represents revenue recognized that has not been billed to customers on contracts accounted for on the percentage-of-completion method. For contracts accounted for on
the percentage-of-completion method, progress payments are netted against unbilled revenue to the extent the payment is less than the unbilled revenue for the applicable
contract. Progress payments exceeding unbilled revenue are netted against inventory to the extent the payment is less than or equal to the inventory balance relating to the
applicable contract, and the excess is presented as customer deposits in the Condensed Consolidated Balance Sheets.
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Major classifications of inventories are as follows:

September 30, March 31,
2009 2009

Raw materials and supplies $ 1,676 $ 1,929
Work in process 3,080 4,664
Finished products 729 695
5,485 7,288

Less — progress payments 1,839 2,623
Total $ 3,646 $ 4,665

NOTE 5 — STOCK-BASED COMPENSATION:

The Amended and Restated 2000 Graham Corporation Incentive Plan to Increase Shareholder Value provides for the issuance of up to 1,375 shares of common stock in
connection with grants of incentive stock options, non-qualified stock options, stock awards and performance awards to officers, key employees and outside directors;
provided, however, that no more than 250 shares of common stock may be used for awards other than stock options. Stock options may be granted at prices not less than the
fair market value at the date of grant and expire no later than ten years after the date of grant.

Stock option awards granted in the three months ended September 30, 2009 and 2008 were 0 and 2, respectively, and 24 and 18 in the six months ended September 30,
2009 and 2008, respectively. Stock option awards granted in fiscal 2010 vest 331/ 3% per year over a three-year term. Stock option awards granted in fiscal 2009 vest 25% per
year over a four-year term. All stock options have a term of ten years from their grant date.

There were no restricted stock awards in the three months ended September 30, 2009 and 2008. Restricted stock awards granted in the six months ended September 30,
2009 and 2008 were 15 and 4, respectively. Restricted stock awards granted to officers in fiscal 2010 vest 50% on the second anniversary of the grant date and 50% on the
fourth anniversary of the grant date, and the restricted stock awards granted to directors in fiscal 2010 vest 100% on the first anniversary of the grant date. Restricted stock
awards granted in fiscal 2009 vest over a four-year term as follows: (i) 10% on the first anniversary of the grant date; (ii) 20% on the second anniversary of the grant date;
(iii) 30% on the third anniversary of the grant date; and (iv) 40% on the fourth anniversary of the grant date.

During the three and six months ended September 30, 2009, the Company recognized stock-based compensation costs of $119 and $198, respectively. The income tax
benefit recognized related to stock-based compensation was $41 and $68 for the three and six months ended September 30, 2009, respectively. During the three and six
months ended September 30, 2008, the Company recognized stock-based compensation costs of $166 and $257, respectively. The income tax benefit recognized related to
stock-based compensation for the three and six months ended September 30, 2008 was $59 and $91, respectively.




Table of Contents

The weighted average fair value of stock options granted in the six months ended September 30, 2009 was $8.57. The weighted average fair value of stock options granted
in the three and six months ended September 30, 2008 was $23.47 and $16.57, respectively. The fair value of each stock option grant was estimated using the Black-Scholes
option-pricing model with the following weighted average assumptions:

Three Months Ended Six Months Ended
September 30, September 30,
2008 2009 2008
Expected life 5 years 3 years 5 years
Expected volatility 64.17% 99.04% 61.80%
Risk-free interest rate 3.25% 1.52% 3.22%
Expected dividend yield 23% .36% 28%

The expected life represents an estimate of the weighted average period of time that options are expected to remain outstanding given consideration to vesting schedules
and the Company’s historical exercise patterns. Expected volatility is estimated based on the historical closing prices of the Company’s common stock over the expected life
of the options. The risk-free interest rate is estimated based on the United States Federal Reserve’s historical data for the maturity of nominal treasury instruments that
corresponds to the expected term of the option. Expected dividend yield is based on historical trends.

The fair value of a restricted share is equal to the market value of a share of the Company’s stock on the date of grant. The weighted average fair value of the restricted
shares granted in the six months ended September 30, 2009 and 2008 was $15.22 and $30.88, respectively.

The Graham Corporation Outside Directors’ Long-Term Incentive Plan (the “Plan”) provides for awards of share equivalent units for outside directors based upon the
Company’s performance. Each unit is equivalent to one share of the Company’s common stock. Share equivalent units are credited to each outside director’s account for each
of the first five full fiscal years of the director’s service when consolidated net income is at least 100% of the approved budgeted net income for the year. Share equivalent
units are payable in cash or stock upon retirement. In May 2009, the applicability of the Plan was suspended for any Directors first elected after such date.

Compensation cost for share equivalent units is recorded based on the higher of the quoted market price of the Company’s stock at the end of the period, up to $3.20 per
unit or the stock price at the date of grant. The cost of share equivalent units earned and charged to pre-tax income under the Plan was $8 and $10 in the three-month periods
ended September 30, 2009 and 2008, respectively, and $15 and $20 in the six-month periods ended September 30, 2009 and 2008, respectively. There were 58 and 54 share
equivalent units in the Plan at September 30, 2009 and 2008, respectively, and the related liability recorded was $274 and $250 at September 30, 2009 and March 31, 2009,
respectively. The expense to mark to market the share equivalent units was $2 and $0 in the three-month periods ended September 30, 2009 and 2008, respectively. The
expense to mark to market the share equivalent units was $6 and $0 in the six months ended September 30, 2009 and 2008, respectively.

10
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NOTE 6 — INCOME PER SHARE:

Basic income per share is computed by dividing net income by the weighted average number of common shares outstanding for the period. Common shares outstanding
include share equivalent units, which are contingently issuable shares. Diluted income per share is calculated by dividing net income by the weighted average number of
common shares outstanding and, when applicable, potential common shares outstanding during the period. A reconciliation of the numerators and denominators of basic and
diluted income per share is presented below:

Three Months Ended Six Months Ended
September 30, September 30,
2009 2008 2009 2008
Basic income per share
Numerator:
Net income $ 1,468 $ 4412 $ 4986 $ 10,096
Denominator:
Weighted common shares outstanding 9,845 10,108 9,838 10,060
Share equivalent units (“SEUs”) 58 61 56 67
Weighted average common shares and SEUs 9,903 10,169 9,894 10,127
Basic income per share $ 15 $ 43 $ .50 $ 1.00
Diluted income per share
Numerator:
Net income $ 1,468 $ 4412 $ 4986 $ 10,096
Denominator:
Weighted average shares and SEUs outstanding 9,903 10,169 9,894 10,127
Stock options outstanding 32 80 31 100
Contingently issuable SEUs 2 — 1 —
Weighted average common and potential common shares outstanding 9,937 10,249 9,926 10,227
Diluted income per share $ 15 $ 43 $ .50 $ .99

Options to purchase a total of 41 and 2 shares of common stock were outstanding at September 30, 2009 and 2008, respectively, but were not included in the above
computation of diluted income per share given their exercise prices as they would be anti-dilutive upon issuance.

11




Table of Contents

NOTE 7 — PRODUCT WARRANTY LIABILITY:

The reconciliation of the changes in the product warranty liability is as follows:

Three Months Ended Six Months Ended
September 30, September 30,
2009 2008 2009 2008
Balance at beginning of period $ 318 $ 367 $ 366 $ 441
(Income) expense for product warranties 21) 96 (74) 64
Product warranty claims paid (18) (106) 13) (148)
Balance at end of period $ 279 $ 357 $ 279 $ 357

The income of $21 and $74 for product warranties in the three and six months ended September 30, 2009, respectively, resulted from the reversal of provisions made that
were no longer required due to lower claims experience.

The product warranty liability is included in the line item “Accrued expenses and other liabilities” in the Condensed Consolidated Balance Sheets.

NOTE 8 — CASH FLOW STATEMENT:

Interest paid was $2 and $3 for the six months ended September 30, 2009 and 2008, respectively. In addition, income taxes paid for the six months ended September 30,
2009 were $442, which was net of a $3,426 refund. For the six months ended September 30, 2008, income taxes paid were $3,483.

During the six months ended September 30, 2009, stock option awards were exercised and the related income tax benefit realized exceeded the tax benefit that had been
recorded pertaining to the compensation cost recognized. This excess tax deduction has been separately reported under “Financing activities” in the Condensed Consolidated
Statement of Cash Flows.

At September 30, 2009 and 2008, there were $101 and $65 of capital purchases that were recorded in accounts payable and are not included in the caption “Purchase of
property, plant and equipment” in the Condensed Consolidated Statements of Cash Flows. In addition, during the six months ended September 30, 2008, capital expenditures
totaling $31 were financed through the issuance of capital leases.

Non-cash activities during the six months ended September 30, 2008 included a reclassification from “Capital in excess of par value” to “Common stock” for $506, which
represents the par value of the additional shares issued to effect the two-for-one stock split effected in the form of a stock dividend. Non - cash activities during the six months
ended September 30, 2008 also included $543, net of income tax, in pension and other postretirement benefit adjustments required to transition to a fiscal year-end
measurement date for plan assets and benefit obligations.
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NOTE 9 — COMPREHENSIVE INCOME:

Total comprehensive income was as follows:

Three Months Ended Six Months Ended
September 30, September 30,
2009 2008 2009 2008

Net income $ 1,468 $ 4412 $ 4,986 $ 10,096
Other comprehensive income:

Foreign currency translation adjustment 2 2 3 141

Defined benefit pension and other postretirement plans 109 9 217 (524)
Total comprehensive income $ 1,579 $ 4,423 $ 5,206 $ 9,713

Defined benefit pension and other postretirement plans reflect the amortization of prior service costs and recognized gains and losses related to such plans during the
periods and the effect of the Company’s transition to a fiscal year end measurement date for plan assets and benefit obligations. For more information, see Note 14.

NOTE 10 — EMPLOYEE BENEFIT PLANS:

The components of pension cost are as follows:

Three Months Ended Six Months Ended
September 30, September 30,
2009 2008 2009 2008

Service cost $ 79 $ 112 $ 158 $ 225
Interest cost 325 309 649 618
Expected return on assets (464) (459) (929) 918)
Amortization of:

Unrecognized prior service cost 1 1 2 2

Actuarial loss 204 50 409 100
Net pension cost $ 145 $ 13 $ 289 $ 27

The Company made no contributions to its defined benefit pension plan during the six months ended September 30, 2009 and does not expect to make any contributions to
the plan for the balance of fiscal 2010.

13
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The components of the postretirement benefit income are as follows:

Three Months Ended Six Months Ended
September 30, September 30,
2009 2008 2009 2008
Service cost $ — $ — $ — $ —
Interest cost 15 15 30 30
Amortization of prior service cost (42) (42) (83) (83)
Amortization of actuarial loss 6 6 11 12
Net postretirement benefit income $ (21) $ (21) $ (42) $ (41)

The Company paid benefits of $15 related to its postretirement benefit plan during the six months ended September 30, 2009. The Company expects to pay benefits of
approximately $107 for the balance of fiscal 2010.

NOTE 11 — CONTINGENCIES AND COMMITMENTS:

The Company has been named as a defendant in certain lawsuits alleging personal injury from exposure to asbestos contained in products made by the Company. The
Company is a co-defendant with numerous other defendants in these lawsuits and intends to vigorously defend itself against these claims. The claims are similar to previous
asbestos suits that named the Company as defendant, which either were dismissed when it was shown that the Company had not supplied products to the plaintiffs’ places of
work or were settled for amounts below the expected defense costs. The outcome of these lawsuits cannot be determined at this time.

From time to time in the ordinary course of business, the Company is subject to legal proceedings and potential claims. At September 30, 2009, other than noted above,
management was unaware of any other material litigation matters.

NOTE 12 — INCOME TAXES:

The Company files federal and state income tax returns in several domestic and foreign jurisdictions. In most tax jurisdictions, returns are subject to examination by the
relevant tax authorities for a number of years after the returns have been filed. The Company is currently under examination by the United States Internal Revenue Service
(the “IRS”) for tax years 2006 through 2008. During the second quarter, the IRS agent conducting the examination sent the Company a notification of a possible adjustment to
these years, and the Company and such IRS agent engaged in discussions. The adjustment relates to the Company’s claimed research and development tax credit. Although the
Company believes its tax position is correct and will continue to vigorously defend its position, during the second quarter of fiscal 2010, a liability for unrecognized tax
benefits related to this tax position of $445 was recorded, which represents management’s estimate of the potential resolution of this issue. Any additional impact on the
Company’s income tax liability cannot be determined at this time. The Company is subject to examination in state and international tax jurisdictions for tax years 2005
through 2008 and tax years 2006 through 2008, respectively. It is the Company’s policy to recognize any interest related to uncertain tax positions in interest expense and any
penalties related to uncertain tax positions in

14
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selling, general and administrative expense. The Company had no other unrecognized tax benefits as of September 30, 2009. During the three months ended September 30,
2009, the Company recorded $32 and $0, respectively, for interest and penalties related to its uncertain tax position.

NOTE 13 — OTHER EXPENSE:

In September 2009, the Company’s workforce was reduced by eliminating several staff positions in an effort to reduce costs. As a result, a restructuring charge of $96 was
recognized in the quarter ended September 30, 2009, which included severance and related employee benefit costs.

NOTE 14 — ACCOUNTING AND REPORTING CHANGES:

On April 1, 2008, the Company was required to transition to a fiscal year end measurement date for the plan assets and benefit obligations of its defined benefit pension
and other postretirement plans. The Company utilized the remeasurement approach, which required plan assets and benefit obligations to be remeasured as of the beginning of
fiscal year 2009. The following table presents the impact of initially remeasuring the plan assets and benefit obligations on individual line items in the Company’s
Consolidated Balance Sheet as of April 1, 2008 (the first day of fiscal 2009):

Before
Remeasurement of After Remeasurement
Plan Assets and of Plan Assets and
Balance Sheet Caption Obligations Adjustments Obligations

Prepaid pension asset $ 4,186 $ (801) $ 3,385

Long-term deferred income tax liability $ (315) $ 260 $ (55)

Accrued postretirement benefits $ (949) $ 35 $ 914)

Accumulated other comprehensive loss $ 1,820 § 543 $ 2,363
$

Retained earnings (37,216) $ (37 $ (37,253)

Effective with fiscal 2010, the Company will be required to include additional disclosures about its postretirement benefit plan assets. The disclosures required include the
following: (i) information about how investment allocation decisions are made; (ii) the fair value of each major category of plan assets for defined benefit pension plans and
other postretirement benefit plans; (iii) information that enables financial statement users to assess the inputs and valuation techniques used to develop fair value
measurements of plan assets; and (iv) information about significant concentrations of risk in plan assets. The Company is currently evaluating the effect these requirements
may have on its consolidated financial statement disclosures.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Overview

(Dollar amounts in thousands, except per share data)

We are a global designer and manufacturer of custom-engineered ejectors, vacuum systems, condensers, liquid ring pump packages and heat exchangers. Our equipment is
used in critical applications in the petrochemical, oil refinery and electric power generation industries, including cogeneration and geothermal plants. Our equipment can also
be found in alternative energy applications, including ethanol, biodiesel and coal- and gas-to other applications, and other diverse applications, such as metal refining, pulp
and paper processing, shipbuilding, water heating, refrigeration, desalination, soap manufacturing, food processing, pharmaceuticals, heating, ventilating and air conditioning.

Our corporate offices and production facilities are located in Batavia, New York. We also have a wholly-owned foreign subsidiary located in Suzhou, China. Our
subsidiary in China serves to support sales orders from Asia and provides engineering support and supervision of subcontracted fabrication.

Highlights

Highlights for the three and six months ended September 30, 2009 (the second quarter of the fiscal year ending March 31, 2010 (“fiscal 2010”) include:

.

Net income and income per diluted share for the second quarter of fiscal 2010 were $1,468 and $0.15, respectively, compared with net income of $4,412 and
income per diluted share of $0.43 for the second quarter of the fiscal year ended March 31, 2009 (“fiscal 2009”). Net income and income per diluted share
for the first six months of fiscal 2010 were $4,986 and $0.50, respectively, compared with net income of $10,096 and income per diluted share of $0.99 for
the first six months of fiscal 2009.

Net sales for the second quarter of fiscal 2010 were $16,108, down 33% compared with $23,915 for the second quarter of fiscal 2009. Net sales for the first
six months of fiscal 2010 were $36,246, down 30% compared with net sales of $51,562 for the first six months of fiscal 2009.

Orders booked in the second quarter of fiscal 2010 were $29,567, up 69% compared with the second quarter of fiscal 2009, when orders were $17,451.
Orders booked in the first six months of fiscal 2010 were $38,405, down 15% compared with orders booked of $45,251 in the first six months of fiscal 2009.
The order level in the second quarter of fiscal 2010 includes a large refinery project in Saudi Arabia, which is not expected to be converted to sales until the
middle of fiscal 2011.

Backlog increased to $50,469 at September 30, 2009, representing a 36% increase compared with June 30, 2009, when our backlog was $37,045. We believe
65% of current backlog will convert to sales over the next 12 months. Normally, 85-90% of the backlog is expected to convert to sales within the next
12 months.

Gross profit margin for the three and six-month period ending September 30, 2009 was 36% and 39%, respectively, compared with 44% for both the three
and six-month periods ending September 30, 2008.
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. Cash and short-term investments at September 30, 2009 were $54,703 compared with $46,209 at March 31, 2009.

Forward-Looking Statements

This report and other documents we file with the Securities and Exchange Commission include “forward-looking statements” within the meaning of Section 27A of the
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended.

These statements involve known and unknown risks, uncertainties and other factors that may cause actual results to be materially different from any future results implied
by the forward-looking statements. Such factors include, but are not limited to, the risks and uncertainties identified by us under the heading “Risk Factors” in Item 1A of our
Annual Report on Form 10-K for fiscal 2009. Forward-looking statements may also include, but are not limited to, statements about:

. the current and future economic environments affecting us and the markets we serve;

. sources of revenue and anticipated revenue, including the contribution from the growth of new products, services and markets;
. plans for future products and services and for enhancements to existing products and services;

. estimates regarding our liquidity and capital requirements;

. our ability to attract or retain customers;

. the outcome of any existing or future litigation;

. our acquisition strategy; and

. our ability to increase our productivity and capacity.

” < 2 2 o

Forward-looking statements are usually accompanied by words such as “anticipate,” “believe,” “estimate,” “may,” “intend,” “expect” and similar expressions. Actual
results could differ materially from historical results or those implied by the forward-looking statements contained in this report.

Undue reliance should not be placed on these forward-looking statements. Except as required by law, we undertake no obligation to update or announce any revisions to
forward-looking statements contained in this report, whether as a result of new information, future events or otherwise.
Fiscal 2010 and the Near-Term Market Conditions

We continue to believe the current downturn in the global economy and reduced demand for petroleum-based products has led our customers to defer investment in major
capital projects. In addition, we believe that the significant increase in construction costs, including raw material costs, which had occurred over the four to five-year period
prior to the current downturn, also has led to delays in new commitments by our customers as they began to anticipate construction costs to decline (following recent decreases
in commodity costs).

Currently, the near-term demand trends that we believe are affecting our customers’ investments include:
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. a shift away from the U.S. refining market driven by lower demand, lower refinery utilization and uncertainty around U.S. energy policy (and the impact that
energy policy may have on production costs);

. delays in North American oil sands investments due to construction costs and uncertainty around U.S. energy policy (and the impact that energy policy may
have on production costs);

. Middle East demand increases, which are beginning to drive renewed activity; the re-starting of delayed projects in both petrochemical and refining
industries, such as the Jubail and Yanbu refinery projects (as construction costs for these projects have reportedly been reduced by 20%);

. Asia, specifically China, seeing renewed demand in the first half of calendar year 2009, following calendar year 2008 reductions in demand, which in turn are
driving new investment in petrochemical and refining projects; and

. South America, specifically Brazil, Venezuela and Columbia, refining and petrochemical investments driven by increased local demand.

The consequences of these near-term trends will continue to put pressure on gross margins, as the U.S. refining market has historically provided higher margins than
certain international markets and continued volatility in our order pattern. In addition, we are seeing generally smaller value projects (compared with recent years) which will
require more orders for us to achieve a similar revenue level.

On a quarterly basis in fiscal 2010, we expect our new order levels to remain volatile, resulting in both good and weak quarters. For example, the past four quarters saw
new order levels of $8,098, $20,524, $8,838 and $29,567, sequentially. We believe that looking at our order levels in one quarter will not provide an accurate indication of
future expectations or performance. Rather, we believe that looking at our orders and backlog over a rolling four-quarter time period will be a better measure of our business.

Shift Back to International Growth Expected to Drive Next Industry Cycle

Over the long-term, we expect our customers’ markets to regain their historical strength and, while still cyclical, continue to grow. We believe the long-term trends remain
strong and that the drivers of future growth include:

Demand Trends

. Global consumption of crude oil is estimated to expand significantly over the next two decades, primarily in developing countries. This is expected to offset
flat to slightly declining demand in North America and Europe.

. Increased demand is expected for power, refinery and petrochemical products, stimulated by the expanding middle class in Asia.

. Increased need in certain regions for geothermal electrical power plants is expected to meet increased projected electricity demand.
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. Increased global regulations over the refining and petrochemical industries are expected to continue to drive requirements for capital investments.

Impact of Demand Trends

. Construction of new petrochemical plants in the Middle East, where natural gas is plentiful and less expensive, is expected to continue.

. Increased new power investments are expected in Asia and South America to meet projected consumer demand increases.

. Global oil refining capacity needs are projected to increase, which are expected to be addressed through new facilities, refinery upgrades, revamps and
expansions.

. Long-term growth potential is believed to exist in emerging energy market opportunities, such as coal-to-liquids, gas-to-liquids and other emerging

technologies, such as biodiesel, ethanol and waste-to-energy.

We believe that all of the above factors offer long-term growth opportunity for us as major project work will be necessary to meet our customers’ expected capital project
needs. In addition, we believe we can continue to grow our less cyclical smaller product lines and aftermarket businesses.

Emerging markets require petroleum-based products. These markets are expected to continue to grow at rates faster than the U.S. Therefore, we expect international
opportunities will be more plentiful relative to domestic projects. Our domestic sales as a percentage of aggregate product sales increased over the past three fiscal years from
50% in fiscal 2007 to 54% in fiscal 2008 to 63% in fiscal 2009. The economic strength of the U.S., especially the U.S. refining market, drove this trend. As we look at fiscal
2010 and beyond, we believe this trend will reverse itself and international sales over the next few years could surpass domestic sales as early as fiscal 2010. For the second
quarter and first six months of fiscal 2010, domestic sales had decreased to 50% and 51%, respectively. Our order rates are confirming a higher weighting toward international
opportunities. International orders for the first six months of fiscal 2010 were 74% of total orders.

Results of Operations

For an understanding of the significant factors that influenced our performance, the following discussion should be read in conjunction with our condensed consolidated
financial statements and the notes to our condensed consolidated financial statements included in Part I, Item 1 of this Quarterly Report on Form 10-Q.
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The following table summarizes our results of operations for the periods indicated:

Three Months Ended Six Months Ended
September 30, September 30,
2009 2008 2009 2008
Net sales $16,108 $23,915 $36,246 $51,562
Net income $ 1,468 $ 4412 $ 4,986 $10,096
Diluted income per share $ 0.15 $ 043 $ 0.50 $ 0.99
Identifiable assets $88,784 $83,318 $88,784 $83,318

The Second Quarter of Fiscal 2010 Compared With the Second Quarter of Fiscal 2009

Sales for the second quarter of fiscal 2010 were $16,108, a 33% decrease as compared with sales of $23,915 for the second quarter of fiscal 2009. The decrease in the
current quarter’s sales was due to lower sales in all product lines except for condensers. International sales accounted for 50% and 37% of total sales for the second quarter of
fiscal 2010 and fiscal 2009, respectively. International sales year-over-year decreased $959, or 11%. International sales decreased in all markets, except Asia, which increased
$2,940, or 283%. The markets with the largest dollar decrease were Canada, off $1,786 and Western Europe, off $1,322. Domestic sales decreased $6,848, or 46% in the
second quarter of fiscal 2010 compared with the second quarter of fiscal 2009. Fluctuations in sales among products and geographic locations can vary measurably from
quarter-to-quarter based on timing and magnitude of projects. We believe the shift back toward a higher international sales mix will continue in fiscal 2010. Sales in the second
quarter of fiscal 2010 were 44% to the refining industry, 33% to the chemical and petrochemical industries and 23% to other industrial applications, including electrical power.
Sales in the second quarter of fiscal 2009 were 47% to the refining industry, 27% to the chemical and petrochemical industries and 26% to other industrial applications,
including electrical power.

Sales for the first six months of fiscal 2010 were $36,246, a 30% decrease as compared with sales of $51,562 for the first six months of fiscal 2009. The decrease in the
year-to-date sales was due to lower sales in all product lines except for condensers. International sales accounted for 49% and 35% of total sales for the first six months of
fiscal 2010 and fiscal 2009, respectively. International sales year-over-year decreased $128, or 1%. International sales decreased in all markets, except Asia, which increased
$8,119, or 202%. The markets with the largest dollar decrease were Canada, off $3,393, Middle East, off $1,751, Western Europe, off $1,637 and South America, off $1,037.
Domestic sales decreased $15,188, or 45% in the six months ending September 30, 2010 compared with the six months ending September 30, 2009. Sales in the first six
months of fiscal 2010 were 45% to the refining industry, 28% to the chemical and petrochemical industries and 27% to other industrial applications, including electrical power.
Sales in the first six months of fiscal 2009 were 50% to the refining industry, 23% to the chemical and petrochemical industries and 27% to other industrial applications,
including electrical power. For additional information on future sales and our markets, see “Orders and Backlog” below.

Our gross profit margin for the second quarter of fiscal 2010 was 36% compared with 44% for the second quarter of fiscal 2009. Gross profit dollars for the second quarter
of fiscal 2010 decreased 44% compared with fiscal 2009. Gross profit margin and dollars decreased primarily due to a 33% decrease in sales volume (as fixed production costs
were spread across fewer sales dollars) as well as product mix.
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Our gross profit margin for the first six months of fiscal 2010 was 39% compared with 44% for the first six months of fiscal 2009. Gross profit dollars for the first six
months of fiscal 2010 decreased 38% compared with fiscal 2009. Gross profit margin and dollars decreased primarily due to a 30% decrease in sales volume (as fixed
production costs were spread across fewer sales dollars) as well as product mix.

Selling, general and administrative (“SG&A”) expense as a percent of sales for the three and six-month periods ended September 30, 2009 was 19% and 17%, respectively.
This compared with 16% and 15%, respectively, for the same periods ending September 30, 2008. Actual costs in the three and six-month periods ending September 30, 2009
decreased $899, or 23% and $1,473, or 19%, respectively, compared with the same periods of the prior year. Lower SG&A expense reflected the restructuring which occurred
in the fourth quarter of fiscal 2009 as well as lower variable costs (e.g., sales commissions and variable compensation) related to lower sales and income.

We incurred a charge of $96 in the second quarter of fiscal 2010 related to restructuring (severance) costs as we reduced expenses to reflect order rates that had declined.
This restructuring is expected to result in an annualized savings of $1,600.

Interest income for the three- and six-month periods ended September 30, 2009 was $15 and $33, respectively. This compared with interest income for the same periods of
fiscal 2009 of $172 and $303, respectively. The decreased interest income resulted from the dramatic decrease in interest rates, despite having more invested assets.

In the second fiscal quarter, we recorded a charge for unrecognized tax benefits (including interest, net of tax benefit) of $467 related to research and development tax
credits taken in tax years 2006 through 2008. This is management’s estimate of the Company’s exposure related to an ongoing IRS examination of this issue. We believe our
tax position is correct and will continue to vigorously defend our position. This charge lowered earnings per share in the second fiscal quarter by $0.05 per share.

Interest expense was $33 and $34 for the three- and six-month periods ended September 30, 2009, respectively, compared with $2 and $3 for the same periods in fiscal
2009. The increase in interest expense was related to the interest associated with the unrecognized tax benefit noted above.

Our effective tax rate in fiscal 2010, excluding the charge for unrecognized tax benefits noted above, is projected to be between 30% and 31%, which represents the tax
rate used to reflect income tax expense in the first six months of fiscal 2010. The actual effective tax rate for fiscal 2009 was 35%. The decrease was due to a lower level of
pre-tax income relative to our allowable level of tax deductions.

Net income for the three and six months ended September 30, 2009 was $1,468 and $4,986, respectively, compared with $4,412 and $10,096, respectively, for the same
periods in fiscal 2009. Income per diluted share in fiscal 2010 was $0.15 and $0.50 for the three and six month-periods periods, compared with $0.43 and $0.99 for the same
periods of fiscal 2009.
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Liquidity and Capital Resources

The following discussion should be read in conjunction with our Condensed Consolidated Statements of Cash Flows included in our Condensed Consolidated Financial
Statements and the notes thereto contained in Part I, Item I of this Quarterly Report on Form 10-Q:

September 30, March 31,
2009 2009
Cash and investments $ 54,703 $46,209
Working capital 54,541 49,547
Working capital ratio(1) 3.7 3.1
Long-term debt (capital leases) $ 17 § 31
Long-term debt/capitalization(2) 0% 0%
Long-term liabilities/capitalization(3) 4.2% 4.1%

(1) Working capital ratio equals current assets divided by current liabilities.
(2)  Long-term debt/capitalization equals long-term debt divided by stockholders’ equity plus long-term debt.

(3)  Long-term liabilities/capitalization equals total liabilities minus current liabilities divided by stockholders’ equity plus long-term debt.

Net cash generated by operating activities for the first six months of fiscal 2010 was $9,314, compared with $4,402 provided from operating activities for the first six
months of fiscal 2009. The increase resulted from improved working capital (primarily accounts receivable, unbilled revenue, and inventories), offset by lower net income. In
addition, in fiscal 2009, a pension contribution was made in the first six months of the year. Based on the current funding status of our pension plan, no contribution is
currently planned in fiscal 2010.

We invest net cash generated from operations in excess of cash held for near-term needs in marketable securities. Investments are United States government instruments,
generally with maturity periods of three months and less than one year. Investments at September 30, 2009 and March 31, 2009 were $50,063 and $41,059, respectively.

Other significant non-operating sources of cash for the first six months of fiscal 2010 included the issuance of common stock to cover stock options exercised, which raised
$34, as compared with $695 in the first six months of fiscal 2009. We recognized a $21 increase in capital in excess of par value for the income tax benefit realized upon
exercise of stock options in excess of the tax benefit amount recognized pertaining to the fair value of stock option awards treated as compensation expense during the first six
months of fiscal 2010. This compared with $1,696 for the first six months of fiscal 2009. In the current fiscal year, $229 was used to repurchase 26 shares of stock as part of
our previously disclosed stock repurchase program. All of these share purchases occurred in the first quarter of fiscal 2010.

Dividend payments and capital expenditures in the first six months of fiscal 2010 were $394 and $282, respectively, compared with $354 and $795, respectively, for the
first six months of fiscal 2009.

Capital expenditures for fiscal 2010 are expected to be approximately $1,000, with the planned investment expected to be 65% for machinery and equipment, 28% for
information technology and 7% for all other items. We estimate 50% of our capital budget in fiscal 2010 will support productivity improvements with the balance primarily
used for capitalized maintenance projects.
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Our revolving credit facility with Bank of America, N.A. provides us with a line of credit of $30,000, including letters of credit and bank guarantees. Borrowings under
our credit facility are secured by all of our assets. Letters of credit outstanding under our credit facility on September 30, 2009 and March 31, 2009 were $9,866 and $8,759,
respectively. Other utilization of our credit facility limits at September 30, 2009 and March 31 2009 were $0. Our borrowing rate as of September 30, 2009 was Bank of
America’s prime rate minus 125 basis points, or 2.00%.

We believe that cash generated from operations, combined with our investments and available financing capacity under our credit facility, will be adequate to meet our
cash needs for the immediate future.

Orders and Backlog

Orders for the three and six-month periods ended September 30, 2009 were $29,567 and $38,405, respectively, compared with $17,451 and $45,251 for the same periods in
the prior fiscal year. Orders represent communications received from customers requesting us to supply products and services. During the second quarter of fiscal 2010,
compared to the second quarter of fiscal 2009, we experienced an increase in refining orders of $13,518, or 177%, primarily driven by a large refinery order in Saudi Arabia.
Orders for all other markets combined decreased $1,402, or 14%. Orders for the first six months of fiscal 2010 increased in the refining market by $4,036, or 21%. Orders
decreased $4,132, or 34% in petrochemical markets and $6,750, or 49% in other industrial or commercial applications, including electrical power.

Domestic orders were 21%, or $6,141, and international orders were 79%, or $23,426, of total orders in the current quarter compared with the second quarter of fiscal 2009,
when domestic orders were 52%, or $9,104, of total orders, and export orders were 48%, or $8,347, of total orders. We believe, subject to order selection, that in the future,
some quarters will be heavily weighted toward international orders and other quarters to domestic orders.

For the first six months of fiscal 2010, domestic orders were 26%, or $10,096, and international orders were 74%, or $28,309, of total orders compared with the first six
months of fiscal 2009, when domestic orders were 41%, or $18,760, of total orders, and international orders were 59%, or $26,491, of total orders.

The first six months of fiscal 2010 continued the trend we experienced in fiscal 2009 where international orders exceeded domestic orders. For the full year of fiscal 2009,
international orders constituted 57% of all orders.

Backlog was $50,469 at September 30, 2009, compared with $37,045 at June 30, 2009, a 36% increase. Backlog is defined as the total dollar value of orders received for
which revenue has not yet been recognized. All orders in backlog represent orders from our traditional markets in established product lines. We believe 65% of our current
backlog will convert to sales in the next 12 months. Normally, 85-90% of orders in backlog are expected to be converted to sales within the subsequent twelve-month period.
The large Saudi Arabia refinery order we received in the current quarter is not expected to begin to convert to sales until the middle our fiscal year ending March 31, 2011
(“fiscal 2011”), which is the primary cause for such deviation from our historical backlog conversion. At September 30, 2009, approximately 55% of our backlog was
attributable to equipment for refinery project work, 33% to chemical and petrochemical projects, and 12% to other industrial or commercial applications, including electrical
power. At September 30, 2008,
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approximately 51% of our backlog was attributed to equipment for refinery project work, 31% to chemical and petrochemical projects, and 18% to other industrial or
commercial applications, including electrical power.

During the second quarter of fiscal 2010, one order for $519 was cancelled. This order had been considered on hold (suspended) as of June 30, 2009. One order for $3,298
was added to the on hold (suspended) list. We currently expect this order to return to active status in fiscal 2011. The aggregate value of orders included in backlog remaining
on hold (suspended) is $6,987.

Contingencies and Commitments

We have been named as a defendant in certain lawsuits alleging personal injury from exposure to asbestos contained in our products. We are a co-defendant with numerous
other defendants in these lawsuits and intend to vigorously defend against these claims. The claims are similar to previous asbestos lawsuits that named us as a defendant.
Such previous lawsuits either were dismissed when it was shown that we had not supplied products to the plaintiffs’ places of work or were settled by us for amounts below
expected defense costs. The outcome of these lawsuits cannot be determined at this time.

From time to time in the ordinary course of business, we are subject to legal proceedings and potential claims.

Critical Accounting Policies, Estimates and Judgments

Our unaudited condensed consolidated financial statements are based on the selection of accounting policies and the application of significant account estimates, some of
which require management to make significant assumptions. We believe that the most critical accounting estimates used in the preparation of our condensed consolidated
financial statements relate to labor hour estimates used to recognize revenue under the percentage-of-completion method, accounting for contingencies, under which we accrue
a loss when it is probable that a liability has been incurred and the amount can be reasonably estimated, and accounting for pensions and other postretirement benefits. For
further information, refer to Item 7 “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and Item 8 “Financial Statements and
Supplementary Data” included in our Annual Report on Form 10-K for fiscal 2009.

New Accounting Pronouncements

On April 1, 2008, we were required to transition to a fiscal year end measurement date for the plan assets and benefit obligations of our defined benefit pension and other
postretirement plans. We utilized the remeasurement approach which required plan assets and benefit obligations to be remeasured as of the beginning of fiscal 2009. The
remeasurement had the effect of reducing our prepaid pension asset by $801, reducing our deferred income tax liability by $260, reducing our stockholders’ equity by $506
and decreasing our accrued postretirement benefits by $35.

Effective for fiscal 2010, we will be required to include additional disclosures about our postretirement benefit plan assets. The disclosures required include the following:
(i) information about how investment allocation decisions are made; (ii) the fair value of each major category of plan assets for defined benefit pension plans and other
postretirement benefit plans; (iii) information that enables financial statement users to assess the inputs and valuation techniques used to develop fair value measurements of
plan assets; and (iv) information about significant
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concentrations of risk in plan assets. We are currently evaluating the effect these requirements may have on our consolidated financial statement disclosures.

Off Balance Sheet Arrangements

We did not have any off balance sheet arrangements as of September 30, 2009 or March 31, 2009 other than operating leases.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

The principal market risks (i.e., the risk of loss arising from changes in the market) to which we are exposed are foreign currency exchange rates, price risk and project
cancellation risk.

The assumptions applied in preparing the following qualitative and quantitative disclosures regarding foreign currency exchange rate, price risk and project cancellation
risk are based upon volatility ranges experienced by us in relevant historical periods, our current knowledge of the marketplace, and our judgment of the probability of future
volatility based upon the historical trends and economic conditions of the markets in which we operate.

Foreign Currency

International consolidated sales for the three and six-month periods ending September 30, 2009 were 50% and 49% of total sales, respectively, compared with 37% and
35% for the same periods of fiscal 2009. Operating in markets throughout the world exposes us to movements in currency exchange rates. Currency movements can affect
sales in several ways, the foremost being our ability to compete for orders against foreign competitors that base their prices on relatively weaker currencies. Business lost due
to competition for orders against competitors using a relatively weaker currency cannot be quantified. In addition, cash can be adversely impacted by the conversion of sales
made by us in a foreign currency to U.S. dollars. In the first quarter of each of fiscal 2010 and fiscal 2009, we had no sales for which we were paid in foreign currencies. At
certain times, we may enter into forward foreign currency exchange agreements to hedge our exposure against potential unfavorable changes in foreign currency values on
significant sales contracts negotiated in foreign currencies.

We have limited exposure to foreign currency purchases. In the first six months of fiscal 2010 and 2009, our purchases in foreign currencies represented 1% and 3%,
respectively, of the cost of products sold. At certain times, we may utilize forward foreign currency exchange contracts to limit currency exposure. Forward foreign currency
exchange contracts were not used in the periods being reported on in this Quarterly Report on Form 10-Q and as of September 30, 2009 and March 31, 2009, we held no
forward foreign currency contracts.

Price Risk

Operating in a global marketplace requires us to compete with other global manufacturers which, in some instances, benefit from lower production costs and more
favorable economic conditions. Although we believe that our customers differentiate our products on the basis of our manufacturing quality and engineering experience and
excellence, among other things, such lower production costs and more favorable economic conditions mean that certain of our competitors are able to offer products similar to
ours at lower prices. Moreover, the cost of metals and other materials used in our products have experienced significant volatility. Such factors, in addition to the global
effects of the recent volatility and disruption of the capital and credit markets, have resulted in downward demand and pricing pressure on our products.
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Project Cancellation and Project Continuation Risk

Recent economic conditions have led to a higher likelihood of project cancellation by our customers. We had one project for $519 cancelled in the second quarter of fiscal
2010. There were no projects cancelled in the first quarter of fiscal 2010. In fiscal 2009, three projects were cancelled, totaling $3,295. We attempt to mitigate this risk by
structuring contracts with our customers to maximize the likelihood that progress payments made to us for individual projects cover the costs we have incurred. As a result, we
do not believe we have a significant cash exposure to potentially cancelled projects.

Open orders are reviewed continuously through communications with customers. If it becomes evident to us that a project is delayed well beyond its original shipment
date, management will move the project into “placed on hold” (suspended) category. Furthermore, if a project is cancelled by our customer, it is removed from our backlog.

Item 4. Controls and Procedures

Conclusion regarding the effectiveness of disclosure controls and procedures

Our President and Chief Executive Officer (principal executive officer) and Vice President-Finance & Administration and Chief Financial Officer (principal accounting
officer) each have evaluated the effectiveness of our disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) as of the end of the period
covered by this Quarterly Report on Form 10-Q. Based on such evaluation, and as of such date, our President and Chief Executive Officer and Vice President-Finance &
Administration and Chief Financial Officer concluded that our disclosure controls and procedures were effective in all material respects.

Changes in internal control over financial reporting

There has been no change to our internal control over financial reporting during the quarter covered by this Quarterly Report on Form 10-Q that has materially affected, or
that is reasonably likely to materially affect, our internal control over financial reporting.
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GRAHAM CORPORATION AND SUBSIDIARY
FORM 10-Q
September 30, 2009

PART II — OTHER INFORMATION

Item 4. Submission of Matters to a Vote of Security Holders
On July 30, 2009, Graham Corporation’s (the “Company’s”) stockholders voted on the following proposals at the Company’s 2009 Annual Meeting of Stockholders:
Proposal 1:

To elect each of Helen H. Berkeley, Alan Fortier and James R. Lines as a director of the Company, each to serve for a three-year term expiring in 2012 or until his or her
respective successor is elected and qualified:

Nominees Votes For Votes Withheld
Helen H. Berkeley 8,358,225 336,899
Alan Fortier 8,216,097 479,027
James R. Lines 8,385,784 309,340

The other directors, whose terms of office continued after the annual meeting, were Jerald D. Bidlack, James J. Malvaso, Gerard T. Mazurkiewicz and Cornelius S. Van
Rees.

Proposal 2:
To ratify the selection of Deloitte & Touche LLP as the Company’s independent registered public accounting firm for the fiscal year ending March 31, 2010:

Votes for: 8,474,348
Votes against: 197,016
Votes abstained: 23,760

Item 6. Exhibits

See index to exhibits on page 30 of this report.
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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.

GRAHAM CORPORATION

By: /s/Jeftrey Glajch
Jeffrey Glajch
Vice President-Finance & Administration and
Chief Financial Officer

Date: November 3, 2009
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EXHIBIT 10.1

FORM OF
RESTRICTED STOCK AGREEMENT
(Director)
This RESTRICTED STOCK AGREEMENT (this “Agreement”) is made and entered into as of the  day of. 20, by and between Graham Corporation, a

corporation organized and existing under the laws of the State of Delaware and having an office at 20 Florence Avenue, Batavia, New York 14020 (the “Company”) and
(the “RSA Holder”).

WHEREAS, by action of its Board of Directors (the “Board”), the Company has adopted the 2000 Graham Corporation Incentive Plan to Increase Shareholder Value, as
amended and restated (the “Plan”), pursuant to which Restricted Stock Awards (“RSAs”) with respect to shares of common stock of the Company (“Shares”) may be granted
to the Company’s eligible officers, employees and directors; and

WHEREAS, pursuant to Article III of the Plan, a Compensation Committee (the “Committee”) has been appointed to select the individuals to whom RSAs shall be granted
and to prescribe the terms and conditions of such grants; and

WHEREAS, the Committee has determined that the RSA Holder is eligible to be granted an RSA and desires to grant an RSA to the RSA Holder, and the RSA Holder
desires to accept such grant, on the terms and conditions hereinafter set forth;

NOW, THEREFORE, the Company and the RSA Holder hereby agree as follows:

Section 1. Grant of RSA. As of the date set forth above, the Company hereby grants, and the RSA Holder hereby accepts the Company’s grant of, an RSA of
Shares (the “Restricted Shares”), on the terms and conditions hereinafter set forth.

Section 2. Restrictions and Vesting.

(a) Subject to the terms set forth in this Agreement, provided that the RSA Holder is still a member of the Board of Directors of the Company at that time, the
Restricted Shares will vest on the first anniversary of the date set forth above (the “Vesting Date”).

(b) (i) Upon the date that the RSA Holder becomes eligible for Retirement, a portion of the outstanding Restricted Shares under this Agreement shall immediately vest
in full. Such portion shall be the number of shares with a Fair Market Value on such date equal to 40 percent of the Fair Market Value of all of the outstanding Restricted
Shares under this Agreement on such date. For purposes of this Agreement, “Retirement” shall mean a voluntary separation from service by the RSA Holder when he or she is
at least age 65.

(ii) Upon the death, Disability or Retirement of the RSA Holder, all outstanding Restricted Shares under this Agreement shall immediately vest in full.

(c) Except as otherwise provided by Section 2(b), or unless the Committee determines otherwise, if the RSA Holder’s Board service terminates before a Vesting Date
for any reason, the unvested Restricted Shares as of such date shall be forfeited and cancelled immediately.




Section 3. Rights as a Stockholder. The RSA Holder will have the rights of a stockholder with respect to the Restricted Shares, including, but not limited to, the right to
receive such cash dividends, if any, as may be declared on such Shares from time to time and the right to vote (in person or by proxy) such Restricted Shares at any meeting of
stockholders of the Company.

Section 4. Restrictions on Transfer of Restricted Shares. The Restricted Shares, and the right to vote the Restricted Shares and to receive dividends thereon, may not, except
as otherwise provided in the Plan, be sold, assigned, transferred, pledged or encumbered in any way prior to the applicable Vesting Date, whether by operation of law or
otherwise, except by will or the laws of descent and distribution. The RSA Holder agrees that any certificate representing the Restricted Shares (or any portion thereof) will be
held by the Company’s stock transfer agent or other representative of the Company (the “RSA Agent”) until the Vesting Date and the Company provides written authorization
to such RSA Agent.

Section 5. Registration and Delivery of Restricted Shares. The Company’s obligation to deliver Shares under this Agreement and/or authorize the RSA Agent to release
Restricted Shares shall, if the Committee so requests, be conditioned upon the receipt of a representation as to the investment intention of the RSA Holder to whom such
Shares are to be delivered, in such form as the Committee shall determine to be reasonably necessary or advisable to comply with the provisions of applicable federal, state or
local law. It may be provided that any such representation shall become inoperative upon a registration of the Shares or upon the occurrence of any other event eliminating the
necessity of such representation. The Company shall not be required to deliver any Shares under this Agreement prior to (a) the admission of such Shares to listing on any
stock exchange on which Shares may then be listed, or (b) the completion of such registration or other qualification under any state or federal law, rule or regulations as the
Committee shall determine to be necessary or advisable.

Section 6. Adjustments in the Event of Reorganization. In the event of any merger, consolidation, or other business reorganization in which the Company is the surviving
entity, and in the event of any stock split, stock dividend or other event generally affecting the number of Shares held by each person who is then a shareholder of record, the
number of Restricted Shares shall be adjusted to account for such event. Such adjustment shall be effected by multiplying such number of Restricted Shares by an amount
equal to the number of Shares that would be owned after such event by a person who, immediately prior to such event, was the holder of record of one Share.

Section 7. No Right to Continued Service. Nothing in this Agreement nor any action of the Board or Committee with respect to this Agreement shall be held or construed
to confer upon the RSA Holder any right to continue as a member of the Board of Directors of the Company. The RSA Holder may be dismissed or otherwise dealt with as
though this Agreement had not been entered into.

Section 8. No Assignment. The RSA granted hereunder shall not be subject in any manner to anticipation, alienation or assignment, nor shall such RSA be liable for or
subject to debts, contracts, liabilities, engagements or torts, nor shall it be transferable by the RSA Holder other than by will or by the laws of descent and distribution.

Section 9. Notices. Any communication required or permitted to be given under the Plan, including any notice, direction, designation, comment, instruction, objection or
waiver, shall be in writing and shall be deemed to have been given at such time as it is delivered personally or five (5) days after mailing if mailed, postage prepaid, by
registered or certified mail, return receipt requested,




addressed to such party at the address listed below, or at such other address as one such party may by written notice specify to the other party:
(a) If to the Committee:

Graham Corporation

20 Florence Avenue

Batavia, New York 14020
Attention: Chief Financial Officer

(b) If to the RSA Holder, to the RSA Holder’s then current residential address as set forth in the Company’s records.

Section 10. Successors and Assigns. This Agreement shall inure to the benefit of and shall be binding upon the Company and the RSA Holder and their respective heirs,
successors and assigns.

Section 11. Construction of Language. Whenever appropriate in the Agreement, words used in the singular may be read in the plural, words used in the plural may be read
in the singular, and words importing the masculine gender may be read as referring equally to the feminine or the neuter. Any reference to a section shall be a reference to a
section of this Agreement, unless the context clearly indicates otherwise. Capitalized terms not specifically defined herein shall have the meanings assigned to them under the
Plan.

Section 12. Governing Law. This Agreement shall be construed, administered and enforced according to the laws of the State of New York without giving effect to the
conflict of laws principles thereof, except to the extent that such laws are preempted by the federal law.

Section 13. Amendment. This Agreement may be amended, in whole or in part and in any manner not inconsistent with the provisions of the Plan, at any time and from
time to time by written agreement between the Company and the RSA Holder.

Section 14. Plan Provisions Control. This Agreement and the rights and obligations created hereunder shall be subject to all of the terms and conditions of the Plan. In the
event of any conflict between the provisions of the Plan and the provisions of this Agreement, the terms of the Plan, which are incorporated herein by reference, shall control.
By signing this Agreement, the RSA Holder acknowledges receipt of a copy of the Plan.

Section 15. Acceptance by RSA Holder. By executing this Agreement and returning a fully executed copy hereof to the Committee at the address specified in Section 10,
the RSA Holder signifies his acceptance of the terms and conditions of this RSA. If a fully executed copy of this Agreement is not received by the Committee within forty-five
(45) days after the date when it is presented to the RSA Holder, the Committee may revoke the RSA granted, and thereby avoid all obligations, hereunder.

IN WITNESS WHEREOF, the RSA Holder has executed, and the Company has caused its duly authorized representative to execute, this Agreement as of the date first
above written.




GRAHAM CORPORATION

By:

ATTEST:

Assistant Secretary

[SEAL] RSA HOLDER

Name:



EXHIBIT 10.2

FORM OF
NON-QUALIFIED STOCK OPTION AGREEMENT (Employees)

This NON-QUALIFIED STOCK OPTION AGREEMENT (“Agreement”) is made and entered into as of the ___day of ,20__, by and between Graham
Corporation, a corporation organized and existing under the laws of the State of Delaware and having an office at 20 Florence Avenue, Batavia, New York 14020
(“Company”) and (“Option Holder”).

WHEREAS, by action of its Board of Directors (“Board”), the Company has adopted the 2000 Graham Corporation Incentive Plan to Increase Shareholder Value, as
amended (“Plan”), pursuant to which Non-Qualified Stock Options with respect to shares of common stock of the Company (“Shares”) may be granted to the Company’s
eligible officers and employees; and

WHEREAS, pursuant to Article III of the Plan, a Compensation Committee (“Committee”) has been appointed to select the individuals to whom Non-Qualified Stock
Options shall be granted and to prescribe the terms and conditions of such grants; and

WHEREAS, the Committee has determined that the Option Holder is eligible to be granted a Non-Qualified Stock Option and desires to grant a Non-Qualified Stock
Option to the Option Holder, and the Option Holder desires to accept such grant, on the terms and conditions hereinafter set forth;

NOW, THEREFORE, the Company and the Option Holder hereby agree as follows:

Section 1. Grant of Non-Qualified Stock Option. The Company hereby grants, and the Option Holder hereby accepts the Company’s grant of, a Non-Qualified Stock
Option to purchase Shares (“Optioned Shares”), on the terms and conditions hereinafter set forth.

Section 2. Option Period. Subject to the vesting and other limitations contained in Section 4, elsewhere in this Option Agreement and in the Plan, the Option Holder shall
have the right to purchase all or any portion of the Optioned Shares at any time during a period (“Option Period”) which shall commence on the date six months and one day
following the date first above written and shall end on the earliest to occur of the following dates:

(a)  the tenth anniversary of the date first above written;
(b)  in the case of the Option Holder’s Retirement, the tenth anniversary of the date first above written (“Retirement” being defined in Section 4(a) hereof);

(c) the first anniversary of the Option Holder’s termination of employment with the Company due to his death or Disability; and




(d)  within three months from the date of the Option Holder’s termination of employment with the Company for any reason not described in section 2(a) or
section 2(b).

Section 3. Exercise Price. The Option Holder shall have the right to purchase all or any portion of the vested Optioned Shares at a price per Share equal to §
(“Exercise Price”) payable (a) in United States dollars in cash or by certified check, money order or bank draft payable to the order of Graham Corporation, (b) in Shares duly
endorsed for transfer and with all necessary stock transfer tax stamps attached, already owned by the Option Holder and having a fair market value equal to the Exercise Price,
such fair market value to be determined in such manner as may be provided by the Committee or as may be required in order to comply with or conform to the requirements of
any applicable laws or regulations, or (c) in a combination of United States dollars and such Shares.

Section 4. Vesting; Limitations on Exercise.

(a) The shares underlying this Option shall vest and become exercisable 33 1/3 percent per year, commencing one year following the date this Option was granted to the
Option Holder (e.g., if this Option is for an aggregate of 6,000 shares, 2,000 of such shares shall vest and become exercisable one year following the date of this Option,
2,000 of such shares shall vest and become exercisable two years following the date of this Option, and 2,000 of such shares shall vest and become exercisable three years
following the date of this Option). Except as otherwise provided by Section 4(b), upon the Option Holder ceasing to be an employee of the Company, Optioned Shares which
have not previously vested shall not thereafter vest or become exercisable under the Option. In addition, shares underlying this Option and this Option itself shall be subject to
Section 2 and as well as to all other requirements imposed by applicable laws, rules or regulations.

(b) Notwithstanding Section 4(a), the Option shall immediately vest and become exercisable with respect to all Optioned Shares upon the death, Disability or
Retirement of the Option Holder. For purposes of this Agreement, “Retirement” shall mean a voluntary separation from service by an Option Holder who is at least age 62
and who has been employed by the Company on a full-time basis for ten or more years.

Section 5. Method of Exercise. The Option Holder may, at any time during the Option Period, exercise his right to purchase all or any part of the Optioned Shares then
available for purchase; provided, however, that the minimum number of Optioned Shares which may be purchased shall be one hundred (100) or, if less, the total number of
Optioned Shares then available for purchase. The Option Holder shall exercise such right by:

(a) giving written notice to the Compensation Committee of the Board of Directors of Graham Corporation (the “Committee”), in the form attached hereto as Exhibit A
with such form completed and delivered to the Company’s Chief Accounting Officer; and

(b) delivering to the Committee full payment of the Exercise Price for the Optioned Shares to be purchased.

As soon as is practicable following the date on which the Option Holder has satisfied the requirements of this section 5, the Committee shall take such action as is necessary to
cause the




Company to issue a stock certificate evidencing the Option Holder’s ownership (or the ownership of such other person as the Option Holder may, by written notice to the
Committee, designate) of the Optioned Shares that have been purchased. The Option Holder or other person shall have no right to vote or to receive dividends, nor have any
other rights with respect to Optioned Shares, prior to the date as of which such Optioned Shares are transferred to him on the stock transfer records of the Company, and no
adjustments shall be made for any dividends or other rights for which the record date is prior to the date as of which such transfer is effected, except as may be required under
section 8.

Section 6. Registration and Delivery of Optioned Shares. The Company’s obligation to deliver Shares under this Agreement shall, if the Committee so requests, be
conditioned upon the receipt of a representation as to the investment intention of the Option Holder to whom such Shares are to be delivered, in such form as the Committee
shall determine to be necessary or advisable to comply with the provisions of applicable federal, state or local law. It may be provided that any such representation shall
become inoperative upon a registration of the Shares or upon the occurrence of any other event eliminating the necessity of such representation. The Company shall not be
required to deliver any Shares under this Agreement prior to (a) the admission of such Shares to listing on any stock exchange on which Shares may then be listed, or (b) the
completion of such registration or other qualification under any state or federal law, rule or regulations as the Committee shall determine to be necessary or advisable.

Section 7. Effect of Exercise of Appreciation Right. In the event that the Option Holder shall be granted an Appreciation Right with respect to all or any portion of the
Optioned Shares, the exercise of such Appreciation Right shall automatically result in a reduction of the number of Optioned Shares available for purchase hereunder by the
number of Shares as to which such Appreciation Right is exercised.

Section 8. Adjustments in the Event of Reorganization.

(a) In the event of any merger, consolidation, or other business reorganization in which the Company is the surviving entity, and in the event of any stock split, stock
dividend or other event generally affecting the number of Shares held by each person who is then a shareholder of record, the number of Optioned Shares shall be adjusted to
account for such event. Such adjustment shall be effected by multiplying:

(i) such number of Optioned Shares by

(ii) an amount equal to the number of Shares that would be owned after such event by a person who, immediately prior to such event, was the holder of record of one
Share;

and the Exercise Price shall be adjusted by dividing the Exercise Price by the amount determined under section 8(a)(ii); provided, however, that the Committee may, in its
discretion, establish another appropriate method of adjustment.

(b) In the event of any merger, consolidation, or other business reorganization in which the Company is not the surviving entity:

(i) Any Non-Qualified Stock Options granted under this Agreement that remain outstanding may be canceled by the Board upon at least thirty days’ written notice to
each




Option Holder in advance of the effective date of such merger, consolidation, business reorganization, liquidation or sale; and

(i) Any Non-Qualified Stock Option which is not canceled pursuant to section 8(b)(i) shall be adjusted in such manner as the Committee shall deem appropriate to
account for such merger, consolidation or other business reorganization.

Section 9. No Right to Continued Employment. Nothing in this Agreement nor any action of the Board or Committee with respect to this Agreement shall be held or
construed to confer upon the Option Holder any right to a continuation of employment by the Company or any of its affiliates which employ the Option Holder. The Option
Holder may be dismissed or otherwise dealt with as though this Agreement had not been entered into.

Section 10. Taxes. Where any person is entitled to receive Shares pursuant to the exercise of the Non-Qualified Stock Option granted hereunder, the Company shall have
the right to require such person to pay to the Company the amount of any tax which the Company is required to withhold with respect to such Shares, or, in lieu thereof, to
retain, or to sell without notice, a sufficient number of Shares to cover the amount required to be withheld.

Section 11. No Assignment. The Non-Qualified Stock Option granted hereunder shall not be subject in any manner to anticipation, alienation or assignment, nor shall such
Non-Qualified Stock Option be liable for or subject to debts, contracts, liabilities, engagements or torts, nor shall it be transferable by the Option Holder other than by will or
by the laws of descent and distribution. During the lifetime of the Option Holder, the Non-Qualified Stock Option granted hereunder shall be exercisable only by him.

Section 12. Notices. Any communication required or permitted to be given under the Plan, including any notice, direction, designation, comment, instruction, objection or
waiver, shall be in writing and shall be deemed to have been given at such time as it is delivered personally or five (5) days after mailing if mailed, postage prepaid, by
registered or certified mail, return receipt requested, addressed to such party at the address listed below, or at such other address as one such party may by written notice
specify to the other party:

(a)  Ifto the Committee:

Graham Corporation

20 Florence Avenue

Batavia, New York 14020
Attention: Chief Accounting Officer

(b) If to the Option Holder, to the Option Holder’s then current residential address.

Section 13. Successors and Assigns. This Agreement shall inure to the benefit of and shall be binding upon the Company and the Option Holder and their respective heirs,
successors and assigns.

Section 14. Construction of Language. Whenever appropriate in the Agreement, words used in the singular may be read in the plural, words used in the plural may be read
in the singular,




and words importing the masculine gender may be read as referring equally to the feminine or the neuter. Any reference to a section shall be a reference to a section of this
Agreement, unless the context clearly indicates otherwise. Capitalized terms not specifically defined herein shall have the meanings assigned to them under the Plan.

Section 15. Governing Law. This Agreement shall be construed, administered and enforced according to the laws of the State of New York without giving effect to the
conflict of laws principles thereof, except to the extent that such laws are preempted by the federal law.

Section 16. Amendment. This Agreement may be amended, in whole or in part and in any manner not inconsistent with the provisions of the Plan, at any time and from
time to time by written agreement between the Company and the Option Holder.

Section 17. Plan Provisions Control. This Agreement and the rights and obligations created hereunder shall be subject to all of the terms and conditions of the Plan. In the
event of any conflict between the provisions of the Plan and the provisions of this Agreement, the terms of the Plan, which are incorporated herein by reference, shall control.
By signing this Agreement, the Option Holder acknowledges receipt of a copy of the Plan.

Section 18. Acceptance by Option Holder. By executing this Agreement and returning a fully executed copy hereof to the Committee at the address specified in section 13,
the Option Holder signifies his acceptance of the terms and conditions of this Non-Qualified Stock Option. If a fully executed copy of this Agreement is not received by the
Committee within forty-five (45) days after the date when it is presented to the Option Holder, the Committee may revoke the Non-Qualified Stock Option granted, and
thereby avoid all obligations, hereunder.

[remainder of page intentionally left blank]




IN WITNESS WHEREOF, the Option Holder has executed, and the Company has caused its duly authorized representative to execute, this Agreement as of the date first
above written.

GRAHAM CORPORATION

By:
ATTEST:
Assistant Secretary
[SEAL] OPTION HOLDER:
Name:

Date:




Exhibit A to Non-Qualified Stock Option Agreement (Employees)
2000 Graham Corporation Incentive Plan to Increase Shareholder Value

Instructions. Use this Notice to inform the Compensation Committee of Graham Corporation (“Company”) that you are exercising your right to purchase shares of
common stock (“Shares”) of the Company pursuant to a non-qualified stock option (“Option”) granted under the 2000 Graham Corporation Incentive Plan to Increase
Shareholder Value (“Plan”). If you are not the person to whom the Option was granted (“Option Holder”), you must attach to this Notice proof of your right to exercise the
Option granted under the Non-Qualified Stock Option Agreement entered into between the Company and the Option Holder (“Agreement”). This Notice should be personally
delivered or mailed by certified mail, return receipt requested, to: Compensation Committee, Graham Corporation, 20 Florence Avenue, Batavia, New York 14020, Attention:
Chief Accounting Officer. The effective date of the exercise of the Option shall be the date this Notice is personally delivered or post marked by the United States Post Office
if mailed. Except as specifically provided to the contrary herein, capitalized terms shall have the meanings assigned to them under the Plan. This Notice is subject to all of the
terms and conditions of the Plan and the Agreement.

Graham Corporation
20 Florence Avenue
Batavia, NY 14020

Attention: Chief Accounting Officer

Re: Notice of Exercise of Non-Qualified Stock Option (Employees)

Dear Sirs:
This shall constitute my irrevocable direction and authorization to exercise options with respect to shares of Graham Corporation stock previously granted to me
under the 2000 Graham Corporation Incentive Plan to Increase Shareholder Value (“Plan”) at $ per share. I further authorize you to issue my shares in my name

and deliver them to (“Broker”) for my account.

By copy of this letter, I authorize to the Broker to issue a check from my account maintained with the Broker payable to Graham Corporation in the amount of

I represent that the above shares are not subject to any encumbrance or other claim and that you, the Broker, and Graham Corporation’s transfer agent (“Transfer Agent”)
may rely upon this exercise notice as a representation and authorization for this purpose.

By copy of this letter, I further authorize the Broker to:
m} Exercise and Sell

O Exercise and Hold




You are hereby directed and instructed to issue shares of common stock in my name for my account maintained with the Broker. Please:
O (a) Arrange for electronic transfer of the shares on this date via the Depository Trust to the Broker, whose DTC Number is ; or
O (b) Expedite the overnight delivery of said certificate by express mail to:
Broker Name
Address

I understand that the difference between the Fair Market Value of the Shares to be issued to me pursuant to this Notice and the Exercise Price of such Shares will be
taxable income to me, and that I must consult with my own tax advisor regarding when such income will be reportable. I understand that, under the Plan and Agreement, I am
responsible for the amount of any federal, state and local taxes that are required to be paid with respect to the Shares to be issued pursuant to this Notice.

I have been advised by my legal counsel that my acquisition of shares pursuant to this notice and my sale of the shares so acquired is not a transaction to which Section
16(b) of the Securities Exchange Act of 1934 (“short swing profit rule”) applies. I acknowledge that under the short swing profit rule I may be liable to the Corporation in the
event of a sale occasioned by a margin deficiency in my account.

I understand that I must rely on, and consult with, my own legal counsel (and not the Company) regarding the application of all laws — particularly tax and securities laws
— to the transactions to be effected pursuant to this Notice.

Date

[Name]

Address




ON BEHALF OF THE COMMITTEE

Received [check one]: m} By Hand m} By Mail Post Marked

Date of Post Mark

By
Authorized Signature

Date of Receipt



EXHIBIT 10.3

FORM OF
RESTRICTED STOCK AGREEMENT
(Employee — Under Annual Award Plan)

This RESTRICTED STOCK AGREEMENT (this “Agreement”) is made and entered into as of the  day of. 20, by and between Graham Corporation, a
corporation organized and existing under the laws of the State of Delaware and having an office at 20 Florence Avenue, Batavia, New York 14020 (the “Company”) and
(the “RSA Holder™).

WHEREAS, by action of its Board of Directors (the “Board”), the Company has adopted the 2000 Graham Corporation Incentive Plan to Increase Shareholder Value, as
amended (the “Plan”), pursuant to which Restricted Stock Awards (“RSAs”) with respect to shares of common stock of the Company (“Shares”) may be granted to the
Company’s eligible officers and employees; and

WHEREAS, pursuant to Article III of the Plan, a Compensation Committee (the “Committee”) has been appointed to select the individuals to whom RSAs shall be granted
and to prescribe the terms and conditions of such grants; and

WHEREAS, the Committee has determined that the RSA Holder is eligible to be granted an RSA and desires to grant an RSA to the RSA Holder, and the RSA Holder
desires to accept such grant, on the terms and conditions hereinafter set forth;

NOW, THEREFORE, the Company and the RSA Holder hereby agree as follows:

Section 1. Grant of RSA. As of the date set forth above, the Company hereby grants, and the RSA Holder hereby accepts the Company’s grant of, an RSA of
Shares (the “Restricted Shares”), on the terms and conditions hereinafter set forth.

Section 2. Restrictions and Vesting.

(a) Subject to the terms set forth in this Agreement, provided that the RSA Holder is still a full-time employee of the Company at that time, the Restricted Shares will
vest on the following dates (each, a “Vesting Date”) as follows:

(a) (50% of the Restricted Shares) Shares on the first anniversary of the date of grant; and
(d) the remaining (50% of the Restricted Shares) Shares on the fourth anniversary of the date of grant.

(b) (i) Upon the date that the RSA Holder becomes eligible for Retirement, a portion of the outstanding Restricted Shares under this Agreement shall immediately vest
in full. Such portion shall be the number of shares with a Fair Market Value on such date equal to the minimum tax required to be withheld by the Company on the Fair
Market Value of all of the outstanding Restricted Shares under this Agreement on such date. The Company shall deduct and apply the shares that so vest to cover the tax
withholding on the Fair Market Value of all outstanding Restricted Shares under this Agreement on such date that are taxable as a result of the employee becoming eligible for
Retirement. For purposes of this Agreement, “Retirement” shall mean a




voluntary separation from service by the RSA Holder when he or she is at least age 62 and has been employed by the Company on a full-time basis for ten or more years.
(ii) Upon the death, Disability or Retirement of the RSA Holder, all outstanding Restricted Shares under this Agreement shall immediately vest in full.

(c) Except as otherwise provided by Section 2(b), or unless the Committee determines otherwise, if the RSA Holder’s employment terminates before a Vesting Date for
any reason, the unvested Restricted Shares as of such date shall be forfeited and cancelled immediately.

Section 3. Rights as a Stockholder. The RSA Holder will have the rights of a stockholder with respect to the Restricted Shares, including, but not limited to, the right to
receive such cash dividends, if any, as may be declared on such Shares from time to time and the right to vote (in person or by proxy) such Restricted Shares at any meeting of
stockholders of the Company.

Section 4. Restrictions on Transfer of Restricted Shares. The Restricted Shares, and the right to vote the Restricted Shares and to receive dividends thereon, may not, except
as otherwise provided in the Plan, be sold, assigned, transferred, pledged or encumbered in any way prior to the applicable Vesting Date, whether by operation of law or
otherwise, except by will or the laws of descent and distribution. The RSA Holder agrees that any certificate representing the Restricted Shares (or any portion thereof) will be
held by the Company’s stock transfer agent or other representative of the Company (the “RSA Agent”) until the applicable Vesting Dates are satisfied and the Company’s
provides written authorization to such RSA Agent.

Section 5. Registration and Delivery of Restricted Shares. The Company’s obligation to deliver Shares under this Agreement and/or authorize the RSA Agent to release
Restricted Shares shall, if the Committee so requests, be conditioned upon the receipt of a representation as to the investment intention of the RSA Holder to whom such
Shares are to be delivered, in such form as the Committee shall determine to be reasonably necessary or advisable to comply with the provisions of applicable federal, state or
local law. It may be provided that any such representation shall become inoperative upon a registration of the Shares or upon the occurrence of any other event eliminating the
necessity of such representation. The Company shall not be required to deliver any Shares under this Agreement prior to (a) the admission of such Shares to listing on any
stock exchange on which Shares may then be listed, or (b) the completion of such registration or other qualification under any state or federal law, rule or regulations as the
Committee shall determine to be necessary or advisable.

Section 6. Adjustments in the Event of Reorganization. In the event of any merger, consolidation, or other business reorganization in which the Company is the surviving
entity, and in the event of any stock split, stock dividend or other event generally affecting the number of Shares held by each person who is then a shareholder of record, the
number of Restricted Shares shall be adjusted to account for such event. Such adjustment shall be effected by multiplying such number of Restricted Shares by an amount
equal to the number of Shares that would be owned after such event by a person who, immediately prior to such event, was the holder of record of one Share.

Section 7. No Right to Continued Employment. Nothing in this Agreement nor any action of the Board or Committee with respect to this Agreement shall be held or
construed to confer upon the RSA Holder any right to a continuation of employment by the Company or any of its affiliates which employ the RSA Holder. The RSA Holder
may be dismissed or otherwise dealt with as though this Agreement had not been entered into.




Section 8. Taxes. Where any person is entitled to receive Shares pursuant to the RSA granted hereunder, the Employer shall have the right to require such person to pay to
the Employer the amount of any tax which the Employer is required to withhold with respect to such Shares, or, in lieu thereof, to retain, or to sell without notice, a sufficient
number of Shares to cover the amount required to be withheld.

Section 9. No Assignment. The RSA granted hereunder shall not be subject in any manner to anticipation, alienation or assignment, nor shall such RSA be liable for or
subject to debts, contracts, liabilities, engagements or torts, nor shall it be transferable by the RSA Holder other than by will or by the laws of descent and distribution.

Section 10. Notices. Any communication required or permitted to be given under the Plan, including any notice, direction, designation, comment, instruction, objection or
waiver, shall be in writing and shall be deemed to have been given at such time as it is delivered personally or five (5) days after mailing if mailed, postage prepaid, by
registered or certified mail, return receipt requested, addressed to such party at the address listed below, or at such other address as one such party may by written notice
specify to the other party:

(a)  Ifto the Committee:

Graham Corporation

20 Florence Avenue

Batavia, New York 14020
Attention: Chief Accounting Officer

(b) If to the RSA Holder, to the RSA Holder’s then current residential address as set forth in the Company’s personnel records.

Section 11. Successors and Assigns. This Agreement shall inure to the benefit of and shall be binding upon the Company and the RSA Holder and their respective heirs,
successors and assigns.

Section 12. Construction of Language. Whenever appropriate in the Agreement, words used in the singular may be read in the plural, words used in the plural may be read
in the singular, and words importing the masculine gender may be read as referring equally to the feminine or the neuter. Any reference to a section shall be a reference to a
section of this Agreement, unless the context clearly indicates otherwise. Capitalized terms not specifically defined herein shall have the meanings assigned to them under the
Plan.

Section 13. Governing Law. This Agreement shall be construed, administered and enforced according to the laws of the State of New York without giving effect to the
conflict of laws principles thereof, except to the extent that such laws are preempted by the federal law.

Section 14. Amendment. This Agreement may be amended, in whole or in part and in any manner not inconsistent with the provisions of the Plan, at any time and from
time to time by written agreement between the Company and the RSA Holder.

Section 15. Plan Provisions Control. This Agreement and the rights and obligations created hereunder shall be subject to all of the terms and conditions of the Plan. In the
event of any conflict between the provisions of the Plan and the provisions of this Agreement, the terms of the Plan, which are incorporated herein by reference, shall control.
By signing this Agreement, the RSA Holder acknowledges receipt of a copy of the Plan.




Section 16. Acceptance by RSA Holder. By executing this Agreement and returning a fully executed copy hereof to the Committee at the address specified in section 10,
the RSA Holder signifies his acceptance of the terms and conditions of this RSA. If a fully executed copy of this Agreement is not received by the Committee within forty-five
(45) days after the date when it is presented to the RSA Holder, the Committee may revoke the RSA granted, and thereby avoid all obligations, hereunder.

IN WITNESS WHEREOF, the RSA Holder has executed, and the Company has caused its duly authorized representative to execute, this Agreement as of the date first
above written.

GRAHAM CORPORATION
By:
ATTEST:
Assistant Secretary
[SEAL] RSA HOLDER

Name:



EXHIBIT 31.1

CERTIFICATION OF
PRINCIPAL EXECUTIVE OFFICER

I, James R. Lines, certify that:

1. Thave reviewed this Quarterly Report on Form 10-Q of Graham Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light
of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-
15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d — 15(f)) for the registrant and have:

@

(b)

©

(d

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;

Evaluated the effectiveness of the registrant’s disclosure controls and procedures, and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal
control over financial reporting; and




5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors
and the audit committee of the registrant’s Board of Directors (or persons performing the equivalent functions):

(a)  All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely
affect the registrant’s ability to record, process, summarize and report financial information; and

(b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial
reporting.

Date: November 3, 2009

/s/ James R. Lines

James R. Lines
President and Chief Executive Officer



EXHIBIT 31.2

CERTIFICATION OF
PRINCIPAL FINANCIAL OFFICER

1, Jeffrey Glajch, certify that:

1. Thave reviewed this Quarterly Report on Form 10-Q of Graham Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light
of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial condition,
results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-
15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d — 15(f)) for the registrant and have:

@

(b)

©

(d

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;

Evaluated the effectiveness of the registrant’s disclosure controls and procedures, and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal
control over financial reporting; and




5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors
and the audit committee of the registrant’s Board of Directors (or persons performing the equivalent functions):

(a)  All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely

affect the registrant’s ability to record, process, summarize and report financial information; and

(b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial
reporting.

Date: November 3, 2009

/s/ Jeffrey Glajch

Jeffrey Glajch
Vice President-Finance & Administration and
Chief Financial Officer




EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Graham Corporation (the “Company”) on Form 10-Q for the period ending September 30, 2009 as filed with the Securities and
Exchange Commission (the “Report”), each of the undersigned certifies, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002 that:

1) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

/s/ James R. Lines /s/ Jeffrey Glajch

James R. Lines Jeffrey Glajch

President and Chief Executive Officer Vice President-Finance & Administration and
(Principal Executive Officer) Chief Financial Officer

Date: November 3, 2009 (Principal Financial Officer)

Date: November 3, 2009

A signed original of this written statement required by Section 906 has been provided to Graham Corporation and will be retained by Graham Corporation and furnished to the
Securities and Exchange Commission or its staff upon request.



	Table of Contents
	Table of Contents
	Table of Contents
	Table of Contents
	Table of Contents
	Table of Contents
	Table of Contents
	Table of Contents
	Table of Contents
	Table of Contents
	Table of Contents
	Table of Contents
	Table of Contents
	Table of Contents
	Table of Contents
	Table of Contents
	Table of Contents
	Table of Contents
	Table of Contents
	Table of Contents
	Table of Contents
	Table of Contents
	Table of Contents
	Table of Contents
	Table of Contents
	Table of Contents
	Table of Contents
	Table of Contents

