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Securities registered pursuant to Section 12(b) of the Act:

Name of Each Exchange

Title of Each Class On Which Registered
Common Stock, $.01 par value per share New York Stock Exchange
Rights to purchase Series A Junior Participating Preferred Stock New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined by Rule 405 of the Securities Act. YES x NO ~
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. YES © NO x

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. YES x NO ~

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form
10-K or any amendment to this Form 10-K. x

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of
accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act. (check one):

Large accelerated filer x Accelerated filer - Non-Accelerated filer -
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes © No x

At June 30, 2006, the aggregate market value of the registrant s Common Stock held by non-affiliates of the registrant was approximately
$974,422,000 based on the closing price of such stock on such date of $41.22.

At February 23, 2007, the number of shares outstanding of registrant s Common Stock was 40,375,032.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registrant s Proxy Statement for its 2007 Annual Meeting of Stockholders to be filed pursuant to Regulation 14A are
incorporated by reference in Part III of this Form 10-K.
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FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K includes certain statements that may be deemed to be forward-looking statements within the meaning of
Section 27A of the Securities Act of 1933, as amended (the Securities Act ), and Section 21E of the Securities Exchange Act of 1934, as
amended (the Exchange Act ). Statements contained in all parts of this document that are not historical facts are forward-looking statements that
involve risks and uncertainties that are beyond Dril-Quip s control. You can identify the Company s forward-looking statements by the words
anticipate,  estimate, expect, may, project, believe and similar expressions, or by discussions of strategies or trends. Although the Compar
believes that the expectations reflected in such forward-looking statements are reasonable, no assurances can be given that these expectations
will prove to be correct. These forward-looking statements include the following types of information and statements as they relate to the
Company:

future operating results and cash flow;

scheduled, budgeted and other future capital expenditures;

working capital requirements;

the availability of expected sources of liquidity;

the introduction into the market of the Company s future products;

the market for the Company s existing and future products;

the Company s ability to develop new applications for its technologies;

the exploration, development and production activities of the Company s customers;

compliance with present and future environmental regulations and costs associated with environmentally related penalties, capital
expenditures, remedial actions and proceedings;

effects of pending legal proceedings; and

future operations, financial results, business plans and cash needs.
These statements are based on assumptions and analyses in light of the Company s experience and perception of historical trends, current
conditions, expected future developments and other factors the Company believes were appropriate in the circumstances when the statements
were made. Forward-looking statements by their nature involve substantial risks and uncertainties that could significantly impact expected
results, and actual future results could differ materially from those described in such statements. While it is not possible to identify all factors,
the Company continues to face many risks and uncertainties. Among the factors that could cause actual future results to differ materially are the
risks and uncertainties discussed under Item 1A. Risk Factors in this report and the following:
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the volatility of oil and natural gas prices;

the cyclical nature of the oil and gas industry;

uncertainties associated with the United States and worldwide economies, including those due to political tensions in the Middle East
and elsewhere;

current and potential governmental regulatory actions in the United States and regulatory actions and political unrest in other
countries;

operating interruptions (including explosions, fires, weather-related incidents, mechanical failure, unscheduled downtime, labor
difficulties, transportation interruptions, spills and releases and other environmental risks);

the Company s reliance on product development;

technological developments;
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the Company s dependence on key employees and skilled machinists, fabricators and technical personnel;

the Company s reliance on sources of raw materials;

control by certain stockholders;

impact of environmental matters;

competitive products and pricing pressures;

fluctuations in foreign currency;

the Company s reliance on significant customers;

creditworthiness of the Company s customers;

access to capital markets; and

war and terrorist acts.
Many of such factors are beyond the Company s ability to control or predict. Any of the factors, or a combination of these factors, could
materially affect the Company s future results of operations and the ultimate accuracy of the forward-looking statements. These forward-looking
statements are not guarantees of future performance, and the Company s actual results and future developments may differ materially from those
projected in the forward-looking statements. Management cautions against putting undue reliance on forward-looking statements or projecting
any future results based on such statements or present or prior earnings levels. Every forward-looking statement speaks only as of the date of the
particular statement, and the Company undertakes no obligation to publicly update or revise any forward-looking statement.

PART I

Item 1. Business
General

Dril-Quip, Inc., a Delaware corporation (the Company or Dril-Quip ) designs, manufactures, sells and services highly engineered offshore
drilling and production equipment that is well suited for use in deepwater, harsh environment and severe service applications. The Company s
principal products consist of subsea and surface wellheads, subsea and surface production trees, mudline hanger systems, specialty connectors
and associated pipe, drilling and production riser systems, wellhead connectors and diverters. Dril-Quip also provides installation and
reconditioning services and rents running tools for use in connection with the installation and retrieval of its products.

Dril-Quip has developed its broad line of subsea equipment, surface equipment and offshore rig equipment primarily through its internal product
development efforts. The Company believes that it has achieved significant market share and brand name recognition with respect to its
established products due to the technological capabilities, reliability, cost effectiveness and operational timesaving features of these products. In
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2005, Dril-Quip introduced three new products, liner hangers, subsea control systems and subsea manifolds, which are expected to broaden the
market served by the Company. With the introduction of subsea control systems and subsea manifolds, the Company is now able to offer
customers a fully integrated subsea production package, which will allow it to compete for the larger field development projects.

The Company s operations are organized into three geographic segments: Western Hemisphere (including North and South America;
headquartered in Houston, Texas), Eastern Hemisphere (including Europe and Africa; headquartered in Aberdeen, Scotland) and Asia-Pacific
(including the Pacific Rim, Southeast Asia, Australia,
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India and the Middle East; headquartered in Singapore). Each of these segments sells similar products and services. The Company manufactures
its products at its facilities located in Houston, Texas; Aberdeen, Scotland; Singapore and Macae, Brazil. The Company maintains additional
facilities for fabrication and/or reconditioning in Norway, Denmark, and Australia. The Company s manufacturing operations are vertically
integrated, allowing it to perform substantially all of its forging, heat treating, machining, fabrication, inspection, assembly and testing at its own
facilities. See note 11 to the consolidated financial statements. The Company s major subsidiaries are Dril-Quip (Europe) Limited (DQE), located
in Aberdeen with branches in Denmark, Norway and Holland; Dril-Quip Asia Pacific PTE Ltd. (DQAP), located in Singapore; and Dril-Quip do
Brasil LTDA, located in Macae, Brazil. Dril-Quip (Nigeria) Ltd. is located in Port Harcourt, Nigeria and is a wholly-owned subsidiary of DQE.

Dril-Quip s principal customers are major integrated oil and gas companies, large independent oil and gas companies and foreign national oil and
gas companies that focus on offshore exploration and production. Dril-Quip markets its products through its offices and sales representatives
located in the major international energy markets throughout the world. In 2006, the Company generated approximately 65% of its revenues

from foreign sales compared to 66% and 64% in 2005 and 2004, respectively.

The Company was co-founded in 1981 by Larry E. Reimert, Gary D. Smith, J. Mike Walker and an investor who is no longer affiliated with the
Company. Together, Messrs. Reimert, Smith and Walker have over 100 years of combined experience in the oilfield equipment industry,
essentially all of which has been with the Company and its major competitors. In addition, most of the Company s key department managers have
been with the Company over 10 years, on average.

The Company makes available free of charge on its internet website its annual report on Form 10-K, quarterly reports on Form 10-Q, current
reports on Form 8-K and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of
1934 as soon as reasonably practicable after it electronically files such reports with, or furnishes them to, the SEC. The Company s website
address is http://www.dril-quip.com. Except to the extent explicitly stated herein, documents and information on the Company s website are not
incorporated by reference herein.

Additionally, the Company makes available free of charge on its internet website:

its Code of Business Conduct and Ethical Practices,

its Corporate Governance Guidelines,

the charter of its Nominating, Governance and Compensation Committee, and

the charter of its Audit Committee.
Any stockholder who so requests may obtain a printed copy of any of these documents from the Company. Changes in or waivers to our Code of
Business Conduct and Ethical Practices involving directors and executive officers of the Company will be posted on its internet website within
five business days and maintained for at least twelve months.

Industry Overview

Both the market for offshore drilling and production equipment and services and the Company s business are substantially dependent on the
financial condition of the oil and gas industry and, in particular, the willingness of oil and gas companies to make capital expenditures on
exploration, drilling and production operations offshore. The level of capital expenditures has generally been dependent upon the prevailing
view of future oil and gas prices, which are influenced by numerous factors affecting the supply and demand for oil and gas, including
worldwide economic activity, interest rates and the cost of capital, environmental regulation, tax policies, and the ability of OPEC and other
producing nations to set and maintain production levels and prices.
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Capital expenditures are also dependent on the cost of exploring for and producing oil and gas, the sale and expiration dates of offshore leases,

the discovery rate of new oil and gas reserves in offshore areas and technological advances. Oil and gas prices and the level of offshore drilling

and production activity have historically been characterized by significant volatility. See Item 1A. Risk Factors A material or extended decline in
expenditures by the oil and gas industry could significantly reduce our revenue and income.

High oil and gas prices in 2005 and 2006 resulted in oil operators increasing capital spending for both exploration and development programs.

As various geopolitical issues have limited the ability of oil and gas companies to invest in areas such as Russia and the Middle East, an
increasing amount of this capital spending has been in the deepwater areas in which the Company operates. However, any future decline in oil
and gas prices significantly below current levels would likely have a material adverse effect on the Company s results of operations. There can be
no assurance that the current oil price levels will lead to increases in exploration and development activity or that demand for the Company s
products and services will reflect such increases, if any.

Products and Services
Products

Dril-Quip designs, manufactures, fabricates, inspects, assembles, tests and markets subsea equipment, surface equipment and offshore rig
equipment. The Company derived approximately 84%, 85% and 83% of its revenues from the sale of its products in 2006, 2005 and 2004,
respectively. The Company s products are used to explore for oil and gas on offshore drilling rigs, such as floating rigs and jack-ups, and for
drilling and production of oil and gas wells on offshore platforms, TLPs, Spars and moored vessels such as FPSOs. TLPs are floating production
platforms that are connected to the ocean floor via vertical mooring tethers (called tension legs). A Spar is a floating cylindrical structure
approximately six or seven times longer than its diameter that is anchored in place (like a Spar buoy). FPSOs are floating production, storage
and offloading monohull moored vessels.

Subsea Equipment. Subsea equipment is used in the drilling and production of offshore oil and gas wells around the world. Included in the
subsea equipment product line are subsea wellheads, mudline hanger systems, specialty connectors and associated pipe, subsea production trees,
valves, TLP and Spar well systems, liner hangers, multiplex subsea control systems and multiwell subsea manifolds.

Subsea wellheads are pressure-containing forged and machined metal housings in which casing hangers are landed and sealed subsea to suspend
casing (downhole pipe). As drilling depth increases, successively smaller diameter casing strings are installed, each suspended by an
independent casing hanger. Subsea wellheads are utilized when drilling from floating drilling rigs, either semi-submersible or drillship types,
and TLPs and Spars. The Company s SS-15 Big Bore Subsea Wellhead System is designed to accommodate additional casing strings installed
through a conventional marine riser and a subsea blowout preventer.

Mudline hanger systems are used in jack-up drilling operations to support the weight of the various casing strings at the ocean floor while
drilling a well. They also provide a method to disconnect the casing strings in an orderly manner at the ocean floor after the well has been
drilled, and subsequently reconnect to enable production of the well by either tying it back vertically to a subsequently installed platform or by
installing a subsea tree.

Large diameter weld-on specialty connectors (threaded or stab type) are used in offshore wells drilled from floating drilling rigs, jack-ups, fixed
platforms, TLPs and Spars. Specialty connectors join lengths of conductor or large diameter (16-inch or greater) casing. Specialty connectors
provide a more rapid connection than other methods of connecting lengths of pipe. Connectors may be sold individually or as an assembly after
being welded to sections of Company or customer supplied pipe. Dril-Quip s weld-on specialty connectors are designed to prevent cross
threading and provide a quick, convenient method of joining casing joints with structural integrity compatible with casing strength.
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A subsea production tree is an assembly composed of valves, a wellhead connector, control equipment and various other components installed
on a subsea wellhead or a mudline hanger system and used to control the flow of oil and gas from a producing well. Subsea trees may be either
stand alone satellite type or template mounted cluster arrangements. Both types typically produce via flowlines to a central control point located
on a platform, TLP, Spar or FPSO. The use of subsea production trees has become an increasingly important method for producing wells located
in hard-to-reach deepwater areas or economically marginal fields located in shallower waters. The Company is an established manufacturer of
more complicated dual-bore production trees, which are used in severe service applications. In addition, Dril-Quip manufactures a patented
single bore (SingleBore™) subsea completion system which features a hydraulic mechanism instead of a wireline-installed mechanism that
allows the operator to plug the tubing hanger annulus remotely from the surface via a hydraulic control line and subsequently unplug it when the
well is put on production. This mechanism eliminates the need for an expensive multibore installation and workover riser, thereby saving both
cost and installation time. Dril-Quip s guidelineless subsea production tree is used in ultra-deepwater applications. This tree features remote
multiple flowline and control connections, utilizing remotely operated intervention tools. The Company s subsea production trees are generally
custom designed and manufactured to customer specifications.

A liner hanger is used to hang-off and seal casing into a previously installed casing string in the well bore, and can provide a means of tying
back the liner for production to surface. Dril-Quip has developed a state-of-the-art liner hanger system and is in the final phase of
field-performance testing. This product represents Dril-Quip s entry into the market for downhole tools and is expected to provide new market
opportunities for the Company.

A subsea control system is used to remotely control the operations of subsea production equipment such as subsea trees and/or manifolds. In
December 2005, Dril-Quip successfully delivered to an operator in the North Sea a multiplex subsea control system used to control both a
subsea manifold and subsea trees. The subsea control system utilizes a signal on power communications system that controls a satellite subsea
tree and manifold, and was designed with expansion capability to allow additional wells to be connected at a later date. Another subsea control
system and subsea tree was supplied to the Dutch sector of the North Sea in the summer of 2005 and became operational in 2006. This was the
first installation of Dril-Quip s fiber optics-based communications system and continues the Company s emergence into the high-tech subsea
control systems market. The addition of this product expands Dril-Quip s opportunities in subsea development projects.

A subsea manifold is a structure located on the ocean floor consisting of valves, chokes, flowline connections and a control module used to
collect and control the flow of oil and gas from subsea wells for delivery to a terminal. Dril-Quip successfully installed its first subsea manifold
system in December 2005. This new product further complements the Company s product offerings for integrated system developments.

Surface Equipment. Surface equipment is principally used for flow control on offshore production platforms, TLPs and Spars. Included in the
Company s surface equipment product line are platform wellheads and platform production trees. Dril-Quip s development of platform wellheads
and platform production trees was facilitated by adaptation of its existing subsea wellhead and tree technology to surface wellheads and trees.

Platform wellheads are pressure-containing forged and machined metal housings in which casing hangers are landed and sealed at the platform
deck to suspend casings. The Company emphasizes the use of metal-to-metal sealing wellhead systems with operational time-saving features
which can be used in high pressure, high temperature and corrosive drilling and production applications.

After installation of a wellhead, a platform production tree, consisting of gate valves, a wellhead connector, controls, tree cap and associated
equipment, is installed on the wellhead to control and regulate oil or gas production. Platform production trees are similar to subsea production
trees but utilize less complex equipment and more manual, rather than hydraulically activated, valves and connectors. Platform wellheads and
platform production trees and associated equipment are designed and manufactured in accordance with customer specifications.
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Offshore Rig Equipment. Offshore rig equipment includes drilling and production riser systems, wellhead connectors and diverters. The drilling
riser system consists of (i) lengths of riser pipe and associated riser connectors that secure one to another; (ii) the telescopic joint, which
connects the entire drilling riser system to the diverter at the rig and provides a means to compensate for vertical motion of the rig relative to the
ocean floor; and (iii) the wellhead connector, which provides a means for remote connection and disconnection of the drilling riser system to and
from the blowout preventer stack. Production risers provide a vertical conduit from the subsea wellhead to a TLP, Spar or FPSO. The wellhead
connector also provides remote connection/disconnection of the blowout preventer stack, production tree or production riser to/from the
wellhead. Diverters are used to provide protection from shallow gas blowouts and to divert gases off of the rig during the drilling operation.

Wellhead connectors and drilling and production riser systems are also used on both TLPs and Spars, which are being installed more frequently
in deepwater applications. The principal markets for offshore rig equipment are new rigs, rig upgrades, TLPs and Spars. Diverters, drilling and
production risers and wellhead connectors are generally designed and manufactured to customer specifications.

Certain products of the Company are used in potentially hazardous drilling, completion and production applications that can cause personal

injury, product liability and environmental claims. See Item 1A. Risk Factors Our business involves numerous operating hazards that may not be
covered by insurance. The occurrence of an event not fully covered by insurance could have a material adverse effect on the financial condition
and results of operations of the Company.

Services

Services provided by Dril-Quip include field installation services, reconditioning of its products which are customer-owned, and rental running
tools for installation and retrieval of its products. These services are provided from the Company s worldwide locations and represented
approximately 16%, 15% and 17% of revenues in 2006, 2005 and 2004 respectively.

Field Installation. Dril-Quip provides field installation services through the use of its technicians. These technicians assist in the onsite
installation of Company products and are available on a 24-hour call out from the Company s facilities located in Houston, Texas; Aberdeen,
Scotland; Stavanger, Norway; Esbjerg, Denmark; Singapore; Perth, Australia; and Macae, Brazil.

Reconditioning. The Company provides reconditioning of its products at its facilities in Houston, Texas; Aberdeen, Scotland; Stavanger,
Norway; Singapore; and Macae, Brazil.

Rental. The Company rents running and installation tools for use in installing its products. These tools are used to install and retrieve Company
products which are purchased by customers. Running tools are available from Dril-Quip s locations in Houston, Texas; Aberdeen, Scotland;
Stavanger, Norway; Esbjerg, Denmark; Beverwijk, Holland; Singapore; Perth, Australia; Tianjin, China; and Macae, Brazil.

Manufacturing

Dril-Quip has major manufacturing facilities in Houston, Texas; Aberdeen, Scotland; and Singapore. Each location conducts a broad variety of
processes, including machining, fabrication, inspection, assembly and testing. The Houston facility provides forged and heat treated products to
all the major manufacturing facilities.

The Company s Houston, Aberdeen and Singapore manufacturing plants are ISO 9001 and American Petroleum Institute certified. See

Properties Major Manufacturing Facilities. Dril-Quip maintains its high standards of product quality through the use of quality assurance
specialists who work with product manufacturing personnel throughout the manufacturing process by inspecting and documenting equipment as
itis
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processed through the Company s manufacturing facilities. The Company has the capability to manufacture various products from each of its
product lines at its major manufacturing facilities and believes that this localized manufacturing capability is essential in order to compete with
the Company s major competitors.

The Company s manufacturing process is vertically integrated, producing, in house, a majority of its forging requirements and essentially all of
its heat treatment, machining, fabrication, inspection, assembly and testing. The Company s primary raw material is cast steel ingots, from which
it produces steel shaped forgings at its forging and heat treatment facility. The Company routinely purchases steel ingots from approximately
four suppliers on a purchase order basis and does not have any long-term supply contracts. The Company s Houston facility provides forgings
and heat treatment for its Aberdeen and Singapore facilities. The Company s major competitors depend on outside sources for all or a substantial
portion of their forging and heat treatment requirements. The Company has made significant capital investments in developing its vertically
integrated manufacturing capability. Prolonged periods of low demand in the market for offshore drilling and production equipment could have a
greater effect on the Company than on certain of its competitors that have not made large capital investments in facilities.

Dril-Quip s manufacturing facilities utilize state-of-the-art computer numerically controlled ( CNC ) machine tools and equipment, which
contribute to the Company s product quality and timely delivery. The Company has also developed a cost effective, in-house machine tool
rebuild capability which produces like new machine upgrades with customized features to enhance the economic manufacture of its specialized
products. The Company purchases quality used machine tools as they become available and stores them at its facilities to be rebuilt and

upgraded as the need arises. Rebuilding used machine tools allows for greater customization suitable for manufacturing Dril-Quip proprietary
product lines. This provides the added advantage of requiring only in-house expertise for repairs and maintenance of these machines. A
significant portion of the Company s manufacturing capacity growth has been through the rebuild/upgrade of quality used machine tools,
including the replacement of outdated control systems with state-of-the-art CNC controls.

Customers

The Company s principal customers are major integrated oil and gas companies, large independent oil and gas companies and foreign national oil
and gas companies. Offshore drilling contractors and engineering and construction companies also represent a minor customer base. The
Company s customers are generally oil and gas companies that are well-known participants in offshore exploration and production.

The Company is not dependent on any one customer or group of customers. In 2005, the Company s top 15 customers represented approximately
62% of total revenues, with no customer accounting for more than 10% of the Company s total revenues. In 2006, the Company s top 15
customers represented approximately 61% of total revenues, with no customer accounting for more than 10% of the Company s total revenues.
The number and variety of the Company s products required in a given year by any one customer depends upon the amount of that customer s
capital expenditure budget devoted to offshore exploration and production and on the results of competitive bid