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into Part III of this Report.
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PART I
ITEM 1. BUSINESS
GENERAL

Kaman Corporation, headquartered in Bloomfield, Connecticut, was incorporated in 1945. We are a diversified

company that conducts business in the aerospace and distribution markets. We report information for ourselves and

our subsidiaries (collectively, “we,” “us,” “our,” and “the company”) in two business segments, Distribution and Aerospace. A
discussion of 2013 developments is included in Item 7, Management’s Discussion and Analysis of Financial Condition

and Results of Operations, in this Form 10-K.

Distribution Segment

The Distribution segment brings our commitment to technological leadership and value-added services to the
distribution business. The Distribution segment is the third largest power transmission/motion control industrial
distributor in North America. We provide products including bearings, mechanical and electrical power transmission,
fluid power, motion control, automation, material handling components, electrical control and power distribution, and
MRO supplies to a broad spectrum of industrial markets throughout North America. Locations consist of over 200
branches, distribution centers and call centers across the United States (including Puerto Rico) and in Mexico. We
offer approximately four million items, as well as value-added services, to a base of over 60,000 active customers
representing a highly diversified cross section of North American industry.

Aerospace Segment

The Aerospace segment produces and/or markets proprietary aircraft bearings and components; complex metallic and
composite aerostructures for commercial, military and general aviation fixed and rotary wing aircraft; safe and arming
solutions for missile and bomb systems for the U.S. and allied militaries; subcontract helicopter work; support for our
SH-2G Super Seasprite maritime helicopters and K-MAX® manned and unmanned medium-to-heavy lift helicopters;
and engineering design, analysis and certification services.

Principal customers include the U.S. military, Sikorsky Aircraft Corporation, The Boeing Company, Bell Helicopter,
Airbus, Lockheed Martin and Raytheon. The SH-2G aircraft is currently in service with the Egyptian Air Force and
the New Zealand and Polish navies. Operations are conducted throughout the United States, as well as in facilities
located in the United Kingdom, Germany and Mexico. Additionally, the company maintains an investment in a joint
venture in India.

FINANCIAL INFORMATION ABOUT OUR SEGMENTS

Financial information about our segments is included in Item 7, Management’s Discussion and Analysis of Financial
Condition and Results of Operations, and Note 20, Segment and Geographic Information, of the Notes to
Consolidated Financial Statements, included in Item 8, Financial Statements and Supplementary Data, of this Annual
Report on Form 10-K.

WORKING CAPITAL

A discussion of our working capital is included in Item 7, Management’s Discussion and Analysis of Financial
Condition and Results of Operations — Liquidity and Capital Resources, in this Form 10-K.
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Our Distribution segment requires substantial working capital related to accounts receivable and inventories.
Significant amounts of inventory are carried to meet our customers’ delivery requirements. Sales returns do not have a
material effect on our working capital requirements.

Our Aerospace segment’s working capital requirements are dependent on the nature and life cycles of the programs for
which work is performed. New programs may initially require higher working capital to complete nonrecurring
start-up activities and fund the purchase of inventory and equipment necessary to perform the work. Non-recurring
start-up costs on large and complex programs often take longer to recover, negatively impacting working capital in the
short-term and producing a corresponding benefit in future periods. As these programs mature and efficiencies are
gained in the production process, working capital requirements generally decrease.
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Our credit agreement includes a revolving credit facility which is available for additional working capital
requirements and investment opportunities. See Item 7, Management's Discussion and Analysis of Financial Condition
and Results of Operations, and Note 12, Debt, of the Notes to Consolidated Financial Statements, included in Item 8,
Financial Statements and Supplementary Data, of this Annual Report on Form 10-K.

PRINCIPAL PRODUCTS AND SERVICES

The following is information for the three preceding years concerning the percentage contribution of each business
segment’s products and services to consolidated net sales from continuing operations:

Years Ended December 31,

2013 2012 2011
Distribution 63.5 % 63.5 % 63.0 %
Aerospace 36.5 % 36.5 % 37.0 %
Total 100.0 % 100.0 % 100.0 %

AVAILABILITY OF RAW MATERIALS

While we believe we have sufficient sources for the materials, components, services and supplies used in our
manufacturing, we are highly dependent on the availability of essential materials, parts and subassemblies from our
suppliers and subcontractors. The most important raw materials required for our aerospace products are aluminum
(sheet, plate, forgings and extrusions), titanium, nickel, copper and composites. Many major components and product
equipment items are procured from or subcontracted on a sole-source basis with a number of domestic and non-U.S.
companies. Although alternative sources generally exist for these raw materials, qualification of the sources could take
a year or more. We are dependent upon the ability of a large number of suppliers and subcontractors to meet
performance specifications, quality standards and delivery schedules at anticipated costs. While we maintain an
extensive qualification system to control risk associated with such reliance on third parties, failure of suppliers or
subcontractors to meet commitments could adversely affect production schedules and contract profitability, while
jeopardizing our ability to fulfill commitments to our customers. Although high prices for some raw materials
important to some of our products (steel, copper, aluminum, titanium and nickel) may cause margin and cost
pressures, we do not foresee any near term unavailability of materials, components or supplies that would have an
adverse effect on either of our business segments. For further discussion of the possible effects of changes in the cost
or availability of raw materials on our business, see Item 1A, Risk Factors, in this Form 10-K.

PATENTS AND TRADEMARKS

We hold patents and trademarks reflecting functional, design and technical accomplishments in a wide range of areas
covering both basic production of certain aerospace products as well as highly specialized devices and advanced
technology products in defense related and commercial fields.

Although the company's patents and trademarks enhance our competitive position, we believe that none of such
patents or trademarks is singularly or as a group essential to our business as a whole. We hold or have applied for U.S.
and foreign patents with expiration dates that range through the year 2027.

Registered trademarks of the Company include KAflex®, KAron®, and K-MAX®. In all, we maintain 26 U.S. and
foreign trademarks.

BACKLOG

The majority of our backlog is attributable to the Aerospace segment. We anticipate that approximately 80.3% of our
backlog at the end of 2013 will be performed in 2014. Approximately 54.1% of the Aerospace segment's backlog at
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the end of 2013 is related to U.S. Government contracts or subcontracts.
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Total backlog at December 31, 2013, 2012 and 2011, and the portion of the backlog we expect to complete in 2014, is
as follows:
Total Backlog at 2013 Backlogto be = Total Backlog at Total Backlog at
December 31, 2013 completed in 2014 December 31, 2012 December 31, 2011
In thousands

Aerospace $601,954 $473,136 $531,923 $531,920
Distribution 50,667 50,667 47,607 32,650
Total $652,621 $523,803 $579,530 $564,570

Backlog related to uncompleted contracts for which we have recorded a provision for estimated losses was $9.6
million as of December 31, 2013. There was no amount in backlog that was firm but not yet funded at December 31,
2013.

REGULATORY MATTERS
Government Contracts

The U.S. Government ("USG"), and other governments, may terminate any of our government contracts at their
convenience or for default if we fail to meet specified performance measurements. If any of our government contracts
were to be terminated for convenience, we generally would be entitled to receive payment for work completed and
allowable termination or cancellation costs. If any of our government contracts were to be terminated for default,
generally the USG would pay only for the work that has been accepted and can require us to pay the difference
between the original contract price and the cost to re-procure the contract items, net of the work accepted from the
original contract. The USG can also hold us liable for damages resulting from the default.

During 2013, approximately 97.2% of the work performed by the company directly or indirectly for the USG was
performed on a fixed-price basis and the balance was performed on a cost-reimbursement basis. Under a fixed-price
contract, the price paid to the contractor is negotiated at the outset of the contract and is not generally subject to
adjustment to reflect the actual costs incurred by the contractor in the performance of the contract. Cost
reimbursement contracts provide for the reimbursement of allowable costs and an additional negotiated fee.

Compliance with Environmental Protection Laws

Our operations are subject to and affected by a variety of federal, state, local and non-U.S. environmental laws and
regulations relating to the discharge, treatment, storage, disposal, investigation and remediation of certain materials,
substances and wastes. We continually assess our compliance status and management of environmental matters in an
effort to ensure our operations are in substantial compliance with all applicable environmental laws and regulations.

Operating and maintenance costs associated with environmental compliance and management of sites are a normal,
recurring part of our operations. These costs often are allowable costs under our contracts with the USG. It is
reasonably possible that continued environmental compliance could have a material impact on our results of
operations, financial condition or cash flows if more stringent clean-up standards are imposed, additional
contamination is discovered and/or clean-up costs are higher than estimated.

See Note 17, Commitments and Contingencies, in the Notes to Consolidated Financial Statements, included in Item 8,
Financial Statements and Supplementary Data, of this Annual Report on Form 10-K, for further discussion of our
environmental matters.

With respect to all other matters that may currently be pending, in the opinion of management, based on our analysis
of relevant facts and circumstances, compliance with relevant environmental protection laws is not likely to have a
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material adverse effect upon our capital expenditures, earnings or competitive position. In arriving at this conclusion,
we have taken into consideration site-specific information available regarding total costs of any work to be performed,
and the extent of work previously performed. If we are identified as a “potentially responsible party” (PRP) by
environmental authorities at a particular site, we, using information available to us, will also review and consider a
number of other factors, including: (i) the financial resources of other PRPs involved in each site, and their
proportionate share of the total volume of waste at the site; (ii) the existence of insurance, if any, and the financial
viability of the insurers; and (iii) the success others have had in receiving reimbursement for similar costs under
similar insurance policies issued during the periods applicable to each site.

5
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International

Our international sales are subject to U.S. and non-U.S. governmental regulations and procurement policies and
practices, including regulations relating to import-export control, investment, exchange controls and repatriation of
earnings. International sales are also subject to varying currency, political and economic risks.

Section 219 of the Iran Threat Reduction and Syria Human Rights Act of 2012 (ITRA) added a new subsection (1) to
section 13 of the Exchange Act, requiring a public reporting issuer to disclose in its annual or quarterly reports
whether it or any of its affiliates have knowingly engaged in specified activities or transactions relating to Iran,
including activities not prohibited by U.S. law and conducted outside the U.S. by non-U.S. affiliates in compliance
with local law. Issuers must also file a notice with the SEC if any disclosable activities under ITRA have been
included in the annual or quarterly report. Upon receiving such a notice, the SEC is required under ITRA to transmit
the notice to the President, the House Committees on Foreign Affairs and Financial Services and the Senate
Committees on Foreign Relations and Banking, Housing and Urban Affairs and is required to make these separate
notices publicly available on its website. We do not have any disclosable activities for the year ended December 31,
2013.

COMPETITION

The Distribution segment competes for business with several other national distributors of bearings, power
transmission, electrical and fluid power products, two of which are substantially larger, and with many regional and
local distributors and original equipment manufacturers. Competitive forces have intensified due to the increasing
trend towards national contracts, customer’s efforts to obtain material cost savings and the extension of supplier
product authorizations within the distribution channel. We compete for business based upon the breadth and quality of
products offered, product availability, delivery performance, and price, as well as on the basis of value-added services
that we are able to provide.

The Aerospace segment operates in a highly competitive environment with many other organizations, some of which
are substantially larger and have greater financial strength and more extensive resources. We compete for composite
and metallic aerostructures subcontracts, helicopter structures, bearings and components business on the basis of price
and quality; product endurance and special performance characteristics; proprietary knowledge; the quality of our
products and services; the availability of facilities, equipment and personnel to perform contracts; and the reputation
of our business. Competitors for our business include small machine shops and offshore manufacturing facilities. We
compete for engineering design services business primarily on the basis of technical competence, the reputation of our
business, the availability of our personnel and price. We compete for advanced technology fuzing business primarily
on the basis of technical competence, product quality and price; and also on the basis of our experience as a developer
and manufacturer of fuzes for particular weapon types and the availability of our facilities, equipment and

personnel. We are also affected by the political and economic circumstances of our potential foreign customers.

RESEARCH AND DEVELOPMENT EXPENDITURES

Government funded research expenditures (which are included in cost of sales) were $3.3 million in 2013, $7.8
million in 2012, and $5.5 million in 2011. Independent research and development expenditures (which are included in
selling, general and administrative expenses) were $7.2 million in 2013, $5.5 million in 2012, and $4.8 million in
2011.

EMPLOYEES

As of December 31, 2013, we employed 4,743 individuals.

10
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FINANCIAL INFORMATION ABOUT GEOGRAPHIC AREAS

Financial information about geographic areas is included in Note 20, Segment and Geographic Information, of the
Notes to Consolidated Financial Statements, included in Item 8, Financial Statements and Supplementary Data, of this
Annual Report on Form 10-K.

6
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AVAILABLE INFORMATION

We are subject to the reporting requirements of the Securities Exchange Act of 1934, as amended, (the “Exchange Act”)
and its rules and regulations. The Exchange Act requires us to file reports, proxy statements and other information

with the U.S. Securities and Exchange Commission (“SEC”). Copies of these reports, proxy statements and other
information can be read and copied at:

SEC Public Reference Room
100 F Street NE
Washington, D.C. 20549

Information on the operation of the Public Reference Room may be obtained by calling the SEC at 1-800-732-0330.
The SEC maintains a website that contains reports, proxy statements and other information regarding issuers that file
electronically with the SEC. These materials may be obtained electronically by accessing the SEC’s website at
http://www.sec.gov.

We make available, free of charge on our website, our annual reports on Form 10-K, quarterly reports on Form 10-Q,
proxy statements, and current reports on Form 8-K as well as amendments to those reports filed or furnished pursuant
to Section 13 or 15(d) of the Exchange Act, together with Section 16 insider beneficial stock ownership reports, as
soon as reasonably practicable after we electronically file these documents with, or furnish them to, the SEC. These
documents are posted on our website at www.kaman.com — select the “Investor Relations” link, then the "Financial
Information" link and then the “SEC Filings” link.

We also make available, free of charge on our website, the Certificate of Incorporation, By—Laws, governance
principles and all Board of Directors' standing Committee Charters (Audit, Corporate Governance, Personnel &
Compensation and Finance). These documents are posted on our website at www.kaman.com — select the “Investor
Relations” link and then the "Corporate Governance" link.

The information contained on our website is not intended to be, and shall not be deemed to be, incorporated into this
Form 10-K.

7
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EXECUTIVE OFFICERS OF THE REGISTRANT

The Company’s executive officers as of the date of this report are as follows:

Ronald M. Galla

Phillip A. Goodrich

Neal J. Keating

Shawn G. Lisle

Steven J. Smidler

Gregory L. Steiner

Mr. Galla, 62, has been Senior Vice President and Chief Information Officer since
1995. Mr. Galla has been responsible for the company's management information
systems since 1984.

Mr. Goodrich, 57, joined the company in 2009 as Vice President - Corporate
Development and was named Senior Vice President - Corporate Development in
February 2012. He was previously Senior Vice President, Corporate Development with
Barnes Group, Inc., Bristol, Connecticut. Mr. Goodrich held similar positions with
Ametek, Inc., Paoli, Pennsylvania; and General Signal Corporation, Stamford,
Connecticut.

Mr. Keating, 58, was appointed President and Chief Operating Officer as well as elected
a Director of the company effective September 17, 2007. Effective January 1, 2008, he
was appointed to the offices of President and Chief Executive Officer and effective
March 1, 2008 he was appointed to the additional position of Chairman. Prior to joining
the company, Mr. Keating served as Chief Operating Officer at Hughes Supply, a $5.4
billion industrial distributor that was acquired by Home Depot in 2006. Prior to that, he
held senior positions at GKN Aerospace, an aerospace subsidiary of GKN, plc, and
Rockwell Collins Commercial Systems, as well as serving as a board member of GKN
plc and Agusta-Westland.

Mr. Lisle, 47, joined the company in 2011 and was appointed Senior Vice President and
General Counsel effective December 1, 2012. Prior to joining the company, Mr. Lisle
served as Senior Counsel for International Paper Company in Memphis, Tennessee.
Prior to that, he served as legal counsel for Dana Corporation in Toledo, Ohio, and as an
attorney at Porter Wright Morris & Arthur LLP in Columbus, Ohio. He also previously
worked as a trial attorney at the U.S. Department of Justice, Tax Division in
Washington, D.C. and was a Judge Advocate in the U.S. Navy.

Mr. Smidler, 55, assumed the role of President of Kaman Industrial Technologies on
September 1, 2010, after joining the company in December 2009 as Senior Vice
President and Chief Operating Officer of Kaman Industrial Technologies. Effective
February 20, 2012, he was appointed Executive Vice President of Kaman Corporation.
Mr. Smidler joined the company from Lenze Americas Corporation where he served as
Executive Vice President, with responsibility for marketing, sales, finance, business
systems and product technology for the Americas. Mr. Smidler was also a member of
the management committee of the Lenze Group, Germany, and held the position of
President and Treasurer for Lenze Americas and served as Treasurer and a Board
member for the Lenze ACTech production company. Prior to that, he served as Vice
President, Americas Sales Operations at Eaton Corporation and Vice President,
Marketing of the Global Manufacturing Group at Rockwell Automation, Inc.

Mr. Steiner, 56, joined the company as President of Kaman Aerospace Group, Inc., with
overall responsibility for the company's Aerospace segment, effective July 7, 2008.
Effective February 20, 2012, he was appointed Executive Vice President of Kaman
Corporation. Since 2005, Mr. Steiner was employed at GE Aviation-Systems, serving
first as Vice President and General Manager, Military Mission Systems and then as Vice
President, Systems for GE Aviation-Systems. Prior to that, he served as Group Vice
President at Curtiss-Wright Controls, Inc., with responsibility for four aerospace and
industrial electronics businesses located in the U.S. and U.K. and served in a number of
progressively responsible positions, and departed as Vice President and General
Manager of Passenger Systems at Rockwell Collins, Inc.
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John J. Tedone

Gregory T. Troy

Edgar Filing: KAMAN Corp - Form 10-K

Mr. Starr, 46, was appointed Senior Vice President and Chief Financial Officer effective
July 1, 2013. Mr. Starr joined the company in 2009 as Vice President - Treasurer. Prior
to joining Kaman, Mr. Starr served as Assistant Treasurer at Crane Co. of Stamford,
Connecticut, a $2.6 billion diversified manufacturer of highly engineered industrial
products. He also previously served as Managing Director, Corporate Finance at Aetna,
Inc. of Hartford, Connecticut and as Director, Capital Markets and Risk Management at
Fisher Scientific International, Inc. of Hampton, New Hampshire. Mr. Starr was also an
associate at both Salomon Smith Barney in New York and Chase Securities, Inc. in New
York and Singapore.

Mr. Tedone, 49, has been Vice President, Finance and Chief Accounting Officer of the
Company since April 2007. From April 2006 to April 2007, he served as Vice
President, Internal Audit and prior to that as Assistant Vice President, Internal Audit.
Mr. Troy, 58, joined the company as Senior Vice President — Human Resources in March
2012. On February 19, 2013, he was appointed to the position of Chief Human
Resources Officer. Prior to joining the company, Mr. Troy served as Chief Human
Resources Officer of Force Protection, Inc. from April 2011 to March 2012 , where he
was an active member of the Executive Committee. Prior to joining Force Protection,
Mr. Troy served as Vice President and Chief Human Resources Officer at Modine
Manufacturing Company from February 2006 to April 2011, providing global human
resources leadership in the Americas, Europe and Asia. Mr. Troy also previously worked
in OMNOVA Solutions Inc., Bosch Corporation, and Mobil Corporation, after serving
as a Transportation Officer in the United States Army.

Each executive officer holds office for a term of one year and until his or her successor is duly appointed and
qualified, in accordance with the company’s By-Laws.

8
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ITEM 1A. RISK FACTORS

Our business, financial condition, operating results and cash flows can be impacted by the factors set forth below, any
one of which could cause our actual results to vary materially from recent results or from our anticipated future
results.

Our future operating results may be impacted by changes in global economic and political conditions.

Our future operating results and liquidity may be impacted by changes in general economic and political conditions
which may affect, among other things, the following:

The future availability of credit and our ability to obtain additional bank financing, the lack of which may limit our
ability to invest in capital projects and planned expansions or to fully execute our business strategy;

Market rates of interest, any increase in which would increase the interest payable on some of our borrowings and
adversely impact our cash flow;

The investment performance of our pension plan, as well as the associated discount rate, any adverse changes in
which may result in a deterioration in the funded status of the plan and an increase in required contributions and plan
expense;

The relationship between the U.S. Dollar and other currencies, any adverse change in which could negatively impact
our financial results;

The ability of our customers to pay for products and services on a timely basis, any adverse change in which could
negatively impact sales and require us to increase our bad debt reserves;

The amount of orders we receive from our customers, any adverse change in which could result in lower operating
profits as well as less absorption of fixed costs due to a decreased business base; and

The ability of our suppliers to meet our demand requirements, maintain the pricing of their products, or continue
operations, which may require us to find and qualify new suppliers.

While general economic and political conditions have not impaired our ability to access credit markets and finance our
operations to date, there can be no assurance that we will not experience future adverse effects that may be material to
our cash flows, competitive position, financial condition, results of operations, or our ability to access capital.

Our financial performance is significantly influenced by conditions within the aerospace industry.

The results of our Aerospace segment, which generated approximately 36.5% of our consolidated net sales from
continuing operations in 2013, are directly tied to economic conditions in the commercial aviation and defense
industries. As a result, changes in economic conditions may cause customers to request that firm orders be
rescheduled or canceled, which could put a portion of our backlog at risk. Additionally, a significant amount of work
that we perform under contract tends to be for a few large customers.

The commercial aviation industry tends to be cyclical, and capital spending by airlines and aircraft manufacturers may
be influenced by a variety of global factors including current and future traffic levels, aircraft fuel pricing, labor
issues, competition, the retirement of older aircraft, regulatory changes, terrorism and related safety concerns, general
economic conditions, worldwide airline profits and backlog levels.

The defense industry is also affected by a changing global political environment, continued pressure on U.S. and
global defense spending, U.S. foreign policy and the activity level of military flight operations.

Changes to the defense industry and continued pressure to reduce U.S. defense spending could have a material impact

on several of our current aerospace programs, which could adversely affect our operating results. To mitigate these
risks, we have worked to expand our customer and product bases within the commercial market.
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Furthermore, because of the lengthy research and development cycle involved in bringing new products to market, we
cannot predict the economic conditions that will exist when a new product is introduced. A reduction in capital
spending in the aviation or defense industries could have a significant effect on the demand for our products, which
could have an adverse effect on our financial performance or results of operations.

16
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Our U.S. Government programs are subject to unique risks.

We have several significant long-term contracts either directly with the U.S. Government or where the U.S.
Government is the ultimate customer, including the Sikorsky BLACK HAWK cockpit program, the Joint
Programmable Fuze (“JPF”) program, the Bell Helicopter AH-1Z program, and the Boeing C-17 and A-10 programs.
These contracts are subject to unique risks, some of which are beyond our control. Examples of such risks include:

The U.S. Government may modify, curtail or terminate its contracts and subcontracts at its convenience without prior
notice, upon payment for work done and commitments made at the time of termination. Modification, curtailment or
termination of our major programs or contracts could have a material adverse effect on our business, financial
condition, results of operations and cash flows.

Our U.S. Government business is subject to specific procurement regulations and other requirements. These
requirements, although customary in U.S. Government contracts, increase our performance and compliance costs.
These costs might increase in the future, reducing our margins, which could have a negative effect on our financial
condition. Although we have procedures to comply with these regulations and requirements, failure to do so under
certain circumstances could lead to suspension or debarment, for cause, from U.S. Government contracting or
subcontracting for a period of time and could have a negative effect on our reputation and ability to receive other U.S.
Government contract awards in the future.

The costs we incur on our U.S. Government contracts, including allocated indirect costs, may be audited by U.S.
Government representatives. Any costs found to be improperly allocated to a specific contract would not be
reimbursed, and such costs already reimbursed would have to be refunded. We normally negotiate with those U.S.
Government representatives before they settle on final adjustments to our contract costs. We have recorded contract
revenues based upon results we expect to realize upon final audit. However, we do not know the outcome of any
future audits and adjustments, and we may be required to reduce our revenues or profits upon completion and final
negotiation of these audits. Although we have instituted controls intended to assure our compliance, if any audit
reveals the existence of improper or illegal activities, we may be subject to civil and criminal penalties and
administrative sanctions, including termination of contracts, forfeiture of profits, suspension of payments, fines and
suspension or prohibition from doing business with the U.S. Government.

We are from time to time subject to certain routine U.S. Government inquiries and investigations of our business
practices due to our participation in government contracts. Any adverse finding associated with such an inquiry or
investigation could have a material adverse effect on our business, financial condition, results of operations and cash
flows.

Our business may be adversely affected by changes in budgetary priorities of the U.S. Government.

Because we derive a significant percentage of our revenue from contracts with the U.S. Government, changes in
federal government budgetary priorities could directly affect our financial performance. A significant decline in
government expenditures, a shift of expenditures away from programs that we support or a change in federal
government contracting policies could cause federal government agencies to reduce their purchases under contracts, to
exercise their right to terminate contracts at any time without penalty or not to exercise options to renew contracts.

During 2011, the federal government was unable to reach agreement on budget reduction measures required by the
Budget Control Act of 2011 (the “Budget Act”) passed by Congress. Because Congress and the Administration could
not reach agreement, the Budget Act triggered automatic reductions in both defense and discretionary spending in
January 2013. While we do not believe these automatic spending reductions directly impacted our business, financial
condition or operating results during 2013, the future impact of sequestration is uncertain and there can be no
assurance that automatic across-the-board budget cuts will not adversely affect our business and profitability in future
periods. One or more of our programs could be reduced, extended, or terminated, which could result in facility
closures and personnel reductions that could significantly impact our operations.
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The cost and effort to start up new aerospace programs could negatively impact our operating results and profits.

In recent years, we have been ramping up several new programs, as more fully discussed in Item 7, Management's
Discussion and Analysis of Financial Condition and Results of Operations, in this Annual Report on Form 10-K. The
time required and cost incurred to ramp up a new program can be significant and includes nonrecurring costs for
tooling, first article testing, finalizing drawings and engineering specifications and hiring new employees able to
perform the technical work required.

New programs can typically involve a greater volume of scrap, higher costs due to inefficiencies, delays in
production, and learning curves that are often more extended than anticipated, all of which can impact operating
results. We have been working with our customers and leveraging our years of experience to effectively ramp up these
new programs.

Competition from domestic and foreign manufacturers may result in the loss of potential contracts and opportunities.

The aerospace markets in which we participate are highly competitive, and we often compete for work not only with
large Original Equipment Manufacturers (“OEMs”) but also sometimes with our own customers and suppliers. Many of
our large customers may choose not to outsource production due to, among other things, their own direct labor and
overhead considerations and capacity utilization at their own facilities. This could result in these customers supplying
their own products or services and competing directly with us for sales of these products or services, all of which

could significantly reduce our revenues.

Our competitors may have more extensive or more specialized engineering, manufacturing and marketing capabilities
than we do in some areas and we may not have the technology, cost structure, or available resources to effectively
compete with them. We believe that developing and maintaining a competitive advantage requires continued
investment in product development, engineering, supply chain management and sales and marketing, and we may not
have enough resources to make the necessary investments to do so. Further, our significant customers have in the past
used, and may attempt in the future to use, their position to negotiate a reduction in price of a particular product
regardless of the terms of an existing contract.

We believe our strategies for our Aerospace segment will allow us to continue to effectively compete for key contracts
and customers, but there can be no assurance that we will be able to compete successfully in this market or against
such competitors.

We could be negatively impacted by the loss of key suppliers, lack of product availability, or changes in supplier
programs that could adversely affect our operating results.

Our business depends on maintaining a sufficient supply of various products to meet our customers' demands. We
have long-standing relationships with key suppliers but these relationships are non-exclusive and could be terminated
by either party. If we lost a key supplier, or were unable to obtain the same levels of deliveries from these suppliers
and were unable to supplement those purchases with products obtained from other suppliers, it could have a material
adverse effect on our business. Additionally, we rely on foreign and domestic suppliers and commodity markets to
secure raw materials used in many of the products we manufacture within the Aerospace segment or sell within our
Distribution segment. This exposes us to volatility in the price and availability of raw materials. In some instances, we
depend upon a single source of supply. Supply interruptions could arise from shortages of raw materials, labor
disputes or weather conditions affecting suppliers' production, transportation disruptions, or other reasons beyond our
control. Even if we continue with our current supplier relationships, high demand for certain products may result in us
being unable to meet our customers' demands, which could put us at a competitive disadvantage. Additionally, our key
suppliers could also increase pricing of their products, which would negatively affect our operating results if we were
not able to pass these price increases through to our customers. We base our supply management process on an
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appropriate balancing of the foreseeable risks and the costs of alternative practices. To protect ourselves against such
risks, we engage in strategic inventory purchases during the year, negotiate long-term vendor supply agreements and
monitor our inventory levels to ensure that we have the appropriate inventory on hand to meet our customers'
requirements.

Estimates of future costs for long-term contracts impact our current and future operating results and profits.

We generally recognize sales and gross margin on long-term contracts based on the percentage-of-completion method
of accounting. This method allows for revenue recognition as our work progresses on a contract and requires that we
estimate future revenues and costs over the life of a contract. Revenues are estimated based upon the original contract
price, with consideration being given to exercised contract options, change orders and, in some cases, projected
customer requirements. Contract costs may be incurred over a period of several years, and the estimation of these
costs requires significant judgment based upon the acquired knowledge and experience of program managers,
engineers, and financial professionals.

11
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Estimated costs are based primarily on anticipated purchase contract terms, historical performance trends, business
base and other economic projections. The complexity of certain programs as well as technical risks and the
availability of materials and labor resources could affect our ability to accurately estimate future contract costs.
Additional factors that could affect recognition of revenue under the percentage-of-completion method include:

Accounting for initial program costs;

The effect of nonrecurring work;

Delayed contract start-up;

Iransition of work from the customer or other vendors;

Claims or unapproved change orders;

Product warranty issues;

Delayed completion of certain programs for which inventory has been built up;
Our ability to estimate or control scrap level;

Accrual of contract losses; and

€Changes in our overhead rates.

Because of the significance of the judgments and estimation processes, it is likely that materially different sales and
profit amounts could be recorded if we used different assumptions or if the underlying circumstances were to change.
Changes in underlying assumptions, circumstances or estimates may adversely affect current and future financial
performance. While we perform quarterly reviews of our long-term contracts to address and lessen the effects of these
risks, there can be no assurance that we will not make material adjustments to underlying assumptions, circumstances
or estimates relating to one or more long-term contracts that may have a material adverse effect on our business,
financial condition, results of operations and cash flows.

We may lose money or generate lower than expected profits on our fixed-price contracts.

Our customers set demanding specifications for product performance, reliability and cost. Most of our government
contracts and subcontracts provide for a predetermined, fixed price for the products we make regardless of the costs
we incur. Therefore, we must absorb cost overruns, notwithstanding the difficulty of estimating all of the costs we will
incur in performing these contracts and in projecting the ultimate level of sales that we may achieve. Our failure to
anticipate technical problems, estimate costs accurately, integrate technical processes effectively or control costs
during performance of a fixed-price contract may reduce the profitability of a fixed-price contract or cause a loss.
While we believe that we have recorded adequate provisions in our financial statements for losses on our fixed-price
contracts as required under generally accepted accounting principles ("GAAP"), there can be no assurance that our
contract loss provisions will be adequate to cover all actual future losses. Therefore, we may incur losses on
fixed-price contracts that we had expected to be profitable, or such contracts may be less profitable than expected.

A failure to develop and retain national accounts at our Distribution segment could adversely impact our financial
results.

Companies continue to consolidate their purchases of industrial products, resulting in their doing business with only a
few major distributors or integrated suppliers, rather than a large number of vendors. Through our national accounts
strategy, our Distribution segment has worked to develop the relationships necessary to be one of those major
distributors. Competition relative to these types of arrangements is significant.

If we are not awarded additional national accounts in the future, or if existing national account agreements are not
renewed, our sales volume could be negatively impacted which may result in lower gross margins and weaker
operating results. Additionally, national accounts may require an increased level of customer service, such as
investments in the form of opening new branches to meet our customers' needs. The cost and time associated with
these activities could be significant, and if the relationship is not maintained, we ultimately may not be able to
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generate a return on these investments.
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Our information technology systems, processes, and sites may suffer interruptions or failures which may affect our
ability to conduct our business.

Our information technology systems provide critical data connectivity, information and services for internal and
external users. These interactions include, but are not limited to, ordering and managing materials from suppliers,
inventory management, shipping products to customers, processing transactions, summarizing and reporting results of
operations, complying with regulatory, legal or tax requirements, and other processes necessary to manage the
business. Our computer systems face the threat of unauthorized access, computer hackers, computer viruses, malicious
code, organized cyber-attacks and other security problems and system disruptions.

We have put in place business continuity plans and security precautions for our critical systems, including a back-up
data center. However, if our information technology systems are damaged, or cease to function properly due to any
number of causes, such as catastrophic events, power outages or security breaches resulting in unauthorized access,
and our business continuity plans and security precautions do not effectively compensate on a timely basis, we may
suffer interruptions in our operations or the misappropriation of proprietary information, which may adversely impact
our business, financial condition, results of operations and cash flows.

Our implementation of enterprise resource planning (“ERP”) systems may adversely affect our business and results of
operations or the effectiveness of internal controls over financial reporting.

We are currently implementing new ERP systems. ERP implementations are complex and time-consuming projects
that involve substantial expenditures on system software and implementation activities that take several years. If we
do not effectively implement the ERP systems or if the systems do not operate as intended, it could adversely affect
our financial reporting systems and our ability to produce financial reports, the effectiveness of internal controls over
financial reporting, and our business, financial condition, results of operations and cash flows.

We may make acquisitions or investments in new businesses, products or technologies that involve additional risks,
which could disrupt our business or harm our financial condition or results of operations.

As part of our business strategy, we have made, and expect to continue to make, acquisitions of businesses or
investments in companies that offer complementary products, services and technologies. Such acquisitions or
investments involve a number of risks, including:

Assimilating operations and products may be unexpectedly difficult;

Management's attention may be diverted from other business concerns;

We may enter markets in which we have limited or no direct experience;

We may lose key employees, customers or vendors of an acquired business;

The synergies or cost savings we expected to achieve may not be realized;

We may not realize the value of the acquired assets relative to the price paid; and

Despite our diligent efforts, we may experience quality control failures or encounter other customer issues.

These factors could have a material adverse effect on our business, financial condition, results of operations and cash
flows. In addition, the consideration paid for any future acquisitions could include our stock or require that we incur

additional debt and contingent liabilities. As a result, future acquisitions could cause dilution of existing equity
interests and earnings per share.

Certain of our operations are conducted through joint ventures, which entail special risks.

The Company has a 26% equity interest in Kineco-Kaman Composites - India Private Limited, a composites
manufacturing joint venture located in Goa, India. The Company relies significantly on the services and skills of its
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joint venture partner to manage and conduct the local business operations of the joint venture and ensure compliance
with local laws and regulations. If our joint venture partner fails to perform these functions adequately, it may
adversely affect our business, financial condition, results of operations and cash flows. Moreover, if our joint venture
partner fails to honor its financial obligations to commit capital, equity or credit support to the joint venture as a result
of financial or other difficulties or for any other reason, the joint venture may be unable to perform contracted services
or deliver contracted products unless we provide the necessary capital, equity or credit support.

13

24



Edgar Filing: KAMAN Corp - Form 10-K

Our results of operations could be adversely affected by impairment of our goodwill or other intangible assets.

When we acquire a business, we record goodwill equal to the excess of the amount we pay for the business, including
liabilities assumed, over the fair value of the tangible and identifiable intangible assets of the business we acquire.
Goodwill and other intangible assets that have indefinite useful lives must be evaluated at least annually for
impairment. The specific guidance for testing goodwill and other non-amortized intangible assets for impairment
requires management to make certain estimates and assumptions when allocating goodwill to reporting units and
determining the fair value of reporting unit net assets and liabilities, including, among other things, an assessment of
market conditions, projected cash flows, investment rates, cost of capital and growth rates, which could significantly
impact the reported value of goodwill and other intangible assets. Fair value is generally determined using a
combination of the discounted cash flow, market multiple and market capitalization valuation approaches. Absent any
impairment indicators, we generally perform our evaluations annually in the fourth quarter, using available forecast
information. If at any time we determine an impairment has occurred, we are required to reflect the reduction in value
as an expense within operating income, resulting in a reduction of earnings in the period such impairment is identified
and a corresponding reduction in our net asset value.

We rely on the experience and expertise of our skilled employees, and must continue to attract and retain qualified
technical, marketing and managerial personnel in order to succeed.

Our future success will depend largely upon our ability to attract and retain highly skilled technical, operational and
financial managers and marketing personnel. There is significant competition for such personnel in the aerospace and
distribution industries. We try to ensure that we offer competitive compensation and benefits as well as opportunities
for continued development, and we continually strive to recruit and train qualified personnel and retain key
employees. There can be no assurance, however, that we will continue to be successful in attracting and retaining the
personnel we require to develop new and enhanced products and to continue to grow and operate profitably.

We are subject to litigation, tax, environmental and other legal compliance risks that could adversely affect our
operating results.

We are subject to a variety of litigation, tax and legal compliance risks. These risks include, among other things,
possible liability relating to contract-related claims, government contracts, product liability matters, personal injuries,
intellectual property rights, taxes, environmental matters and compliance with U.S. and foreign export laws,
competition laws and laws governing improper business practices. In the event that we or one of our business units
engage in wrongdoing in connection with any of these kinds of matters, we could be subject to significant fines,
penalties, repayments, other damages (in certain cases, treble damages), or suspension or debarment from government
contracts. Moreover, our failure to comply with applicable export and trade practice laws could result in civil or
criminal penalties and suspension or termination of export privileges.

As a global business, we are subject to complex laws and regulations in the U.S. and other countries in which we
operate. Those laws and regulations may be interpreted in different ways. They may also change from time to time, as
may related interpretations and other guidance. Changes in laws or regulations could result in higher expenses and
payments, and uncertainty relating to laws or regulations may also affect how we conduct our operations and structure
our investments and could limit our ability to enforce our rights. Changes in environmental and climate change laws
or regulations, including laws relating to greenhouse gas emissions, could lead to new or additional investment in
product designs and could increase environmental compliance expenditures. Changes in climate change concerns, or
in the regulation of such concerns, including greenhouse gas emissions, could subject us to additional costs and
restrictions, including increased energy and raw material costs.

Our financial results may be affected by the outcome of pending legal proceedings and other contingencies that cannot
be predicted. In accordance with generally accepted accounting principles, if a liability is deemed probable and
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reasonably estimable in light of the facts and circumstances known to us at a particular point in time, we make an
estimate of material loss contingencies and establish reserves based on our assessment. Subsequent developments in
legal proceedings may affect our assessment. The accrual of a loss contingency adversely affects our results of
operations in the period in which a liability is recognized. This could also have an adverse impact on our cash flows in
the period during which damages are paid.

For a discussion of these matters, please refer to Note 17, Commitments and Contingencies, in the Notes to
Consolidated Financial Statements in this Annual Report on Form 10-K.
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New regulations related to conflict minerals could adversely impact our business.

The Dodd-Frank Wall Street Reform and Consumer Protection Act contains provisions designed to improve
transparency and accountability concerning the supply of certain minerals, known as conflict minerals, originating
from the Democratic Republic of the Congo ("DRC") and adjoining countries. In August 2012, the SEC promulgated
new disclosure and reporting requirements for companies who use conflict minerals in their products. Complying with
these new disclosure and reporting requirements requires us to incur substantial costs and expenditures to conduct due
diligence to determine the sources of conflict minerals used in our products. Moreover, these requirements may result
in changes to the sourcing practices of our customers which may require the identification and qualification of
alternate sourcing for the components of products we manufacture, which could impact the availability of, or cause
increases in the price of, materials used in our products. We may face reputational challenges if we determine that
certain of our products contain minerals not determined to be conflict free or if we are unable to verify the origin of
conflict minerals used in our products through the procedures we implement. As there may be only a limited number
of suppliers offering “conflict free” conflict minerals, there can be no assurance that we will be able to obtain necessary
conflict minerals from such suppliers in sufficient quantities or at competitive prices.

An adverse outcome in the Wichita matter could have a material adverse effect on our business, financial condition,
results of operations and cash flows.

The U.S. District Court for the District of Kansas issued a grand jury subpoena in 2011 to Plastic Fabricating
Company, Inc. (‘“PlasticFab”), an indirect wholly owned subsidiary of the Company now known as Kaman Composites -
Wichita, Inc., regarding a government investigation of record keeping associated with the manufacture of certain
composite parts at PlasticFab's facility located in Wichita, Kansas. The subpoena requested information related to the
period January 1, 2006, through June 30, 2008. During 2013, the U.S. Attorney's Office for the District of Kansas
notified PlasticFab that it may commence a criminal proceeding against PlasticFab but it expressed a willingness to
explore a pre-charge disposition of the matter. PlasticFab has cooperated fully with the investigation and intends to
continue to cooperate as it engages in further discussions with the U.S. Attorney's Office about this matter. Under
present U.S. Government procurement laws and regulations, if indicted or adjudged in violation of procurement or
other Federal laws, a contractor, such as PlasticFab, could be subject to fines, penalties, repayments, or compensatory
or treble damages, or suspension or debarment on U.S. Government contract awards if warranted. Thus, as with any
government contractor, an adverse outcome in a proceeding such as this could have a material adverse effect on our
business, financial condition, results of operations and cash flows.

Our foreign operations require us to comply with a number of United States and international laws and regulations,
violations of which could have a material adverse effect on our business, financial condition, results of operations and
cash flows.

Our operations outside the United States require us to comply with a number of United States and international laws
and regulations, such as the Foreign Corrupt Practices Act of 1977 (the "FCPA") and the UK Bribery Act. The FCPA
generally prohibits United States companies or their agents and employees from providing anything of value to a
foreign official for the purposes of influencing any act or decision of these individuals in their official capacity to help
obtain or retain business, direct business to any person or corporate entity or obtain any unfair advantage. Because we
operate in various countries, the risk of unauthorized payments or offers of payments by one of our employees or
agents that could be in violation of the FCPA cannot be eliminated. While we have internal controls and procedures
and compliance programs to train our employees and agents with respect to compliance with FCPA and other
international laws and regulations, there can be no assurance that our policies, procedures and programs will always
protect us from reckless or criminal acts committed by our employees or agents. Allegations of violations of
applicable anti-corruption laws, including the FCPA and UK Bribery Act, may result in internal, independent, or
government investigations. Violations of the FCPA and other international laws and regulations may result in severe
criminal or civil sanctions, and we may be subject to other liabilities, which could have a material adverse effect on
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our business, financial condition, results of operations and cash flows.
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Our foreign operations present additional risks and uncertainties which could have a material adverse effect on our
business, financial condition, results of operations and cash flows.

Our foreign business operations create additional risks and uncertainties, including the following:

{onger payment cycles;

Difficulties in accounts receivable collection;

€Changes in regulatory requirements;

Export restrictions, tariffs and other trade barriers;

Difficulties in staffing and managing foreign operations;

Seasonal reductions in business activity during the summer months in Europe and certain other parts of the world;
Political or economic instability in the markets we serve;

Potentially adverse tax consequences; and

Cultural and legal differences impacting the conduct of business.

Any one or more of these factors could have a material adverse effect on our domestic or international operations, and,
consequently, on our business, financial condition, results of operations and cash flows.

Our insurance coverage may be inadequate to cover all significant risk exposures.

We are exposed to risks that are unique to the products and services we provide. While we believe that we maintain
adequate insurance for certain risks, insurance cannot be obtained to protect against all risks and liabilities. It is
therefore possible that our insurance coverage may not cover all claims or liabilities, and we may be forced to bear
substantial unanticipated costs.

Health care reform could adversely affect our operating results.

In 2010, the United States federal government enacted comprehensive health care reform legislation. Due to the
breadth and complexity of this legislation, as well as the phased-in nature of its implementation and lack of
interpretive guidance, it is difficult for the Company to predict the overall effects it will have on our business over the
coming years. It is possible that our operating results could be adversely affected by increased costs, expanded
liability exposure and requirements that change the ways we provide healthcare and other benefits to our employees.

Business disruptions could seriously affect our sales and financial condition or increase our costs and expenses.

Our business may be impacted by disruptions including, but not limited to, threats to physical security, information
technology attacks or failures, damaging weather or other acts of nature and pandemics or other public health crises.
Any of these disruptions could affect our internal operations or services provided to customers, and could impact our
sales, increase our expenses or adversely affect our reputation or our stock price. We have developed and are
implementing business continuity plans for each of our businesses, in order to mitigate the effects disruptions may
have on our financial results.
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Our revenue and quarterly results may fluctuate, which could adversely affect our stock price.

We have experienced, and may in the future experience, significant fluctuations in our quarterly operating results
caused by a variety of factors. These factors include but are not limited to:

€Changes in demand for our products;
{ntroduction, enhancement or announcement of products by us or our competitors;
Market acceptance of our new products;

The growth rates of certain market segments in which we

compete;
Size, timing and shipment terms of significant orders;
Difficulties with our technical programs;
Budgeting cycles of customers;
Mix of distribution channels;
Mix of products and services sold;
Mix of domestic and international revenues;
Fluctuations in currency exchange rates;
€Changes in the level of operating expenses;
€Changes in our sales incentive plans;
€Changes in tax laws in the jurisdictions in which we conduct business;
{nventory obsolescence;
Accrual of contract losses;
Fluctuations in oil and utility costs;

Completion or announcement of acquisitions by
us; and

General economic conditions in regions in which we conduct business.

Most of our expenses are relatively fixed in the short-term, including costs of personnel and facilities, and are not

easily reduced. Thus, an unexpected reduction in our revenue, or failure to achieve an anticipated rate of growth, could

have a material adverse effect on our profitability. If our operating results do not meet the expectations of investors,
our stock price may decline.
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FORWARD-LOOKING STATEMENTS

This report contains "forward-looking statements" within the meaning of the safe harbor provisions of the U.S. Private
Securities Litigation Reform Act of 1995. Forward-looking statements also may be included in other publicly
available documents issued by the company and in oral statements made by our officers and representatives from time
to time. These forward-looking statements are intended to provide management's current expectations or plans for our
future operating and financial performance, based on assumptions currently believed to be valid. They can be
identified by the use of words such as "anticipate,” "intend," "plan," "goal," "seek," "believe," "project," "estimate,"
"expect," "strategy," "future," "likely," "may," "should,"” "will" and other words of similar meaning in connection with
a discussion of future operating or financial performance. Examples of forward looking statements include, among
others, statements relating to future sales, earnings, cash flows, results of operations, uses of cash and other measures

of financial performance.

non nn non

nn

Because forward-looking statements relate to the future, they are subject to inherent risks, uncertainties and other
factors that may cause the company's actual results and financial condition to differ materially from those expressed or
implied in the forward-looking statements. Such risks, uncertainties and other factors include, among others: (i)
changes in domestic and foreign economic and competitive conditions in markets served by the company, particularly
the defense, commercial aviation and industrial production markets; (ii) changes in government and customer
priorities and requirements (including cost-cutting initiatives, government and customer shut-downs, the potential
deferral of awards, terminations or reductions of expenditures to respond to the priorities of Congress and the
Administration, or budgetary cuts resulting from Congressional actions or automatic sequestration); (iii) changes in
geopolitical conditions in countries where the company does or intends to do business; (iv) the successful conclusion
of competitions for government programs and thereafter contract negotiations with government authorities, both
foreign and domestic; (v) the existence of standard government contract provisions permitting renegotiation of terms
and termination for the convenience of the government; (vi) the conclusion to government inquiries or investigations
regarding government programs, including the resolution of the Wichita subpoena matter; (vii) risks and uncertainties
associated with the successful implementation and ramp up of significant new programs; (viii) potential difficulties
associated with variable acceptance test results, given sensitive production materials and extreme test parameters; (ix)
the receipt and successful execution of production orders for the JPF U.S. government contract, including the exercise
of all contract options and receipt of orders from allied militaries, as all have been assumed in connection with
goodwill impairment evaluations; (x) the continued support of the existing K-MAX® helicopter fleet, including sale
of existing K-MAX® spare parts inventory; (xi) the accuracy of current cost estimates associated with environmental
remediation activities at the Bloomfield, Moosup and New Hartford, CT facilities and our U.K. facilities; (xii) the
profitable integration of acquired businesses into the company's operations; (xiii) the ability to implement our ERP
systems in a cost-effective and efficient manner, limiting disruption to our business, and to capture their planned
benefits while maintaining an adequate internal control environment; (xiv) changes in supplier sales or vendor
incentive policies; (xv) the effects of price increases or decreases; (xvi) the effects of pension regulations, pension
plan assumptions, pension plan asset performance and future contributions; (xvii) future levels of indebtedness and
capital expenditures; (xviii) the continued availability of raw materials and other commodities in adequate supplies
and the effect of increased costs for such items; (xix) the effects of currency exchange rates and foreign competition
on future operations; (xx) changes in laws and regulations, taxes, interest rates, inflation rates and general business
conditions; (xxi) future repurchases and/or issuances of common stock and (xxii) other risks and uncertainties set forth
in the company's annual, quarterly and current reports, proxy statements and other filings with the SEC.

Any forward-looking information provided in this report should be considered with these factors in mind. We assume
no obligation to update any forward-looking statements contained in this report.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
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ITEM 2. PROPERTIES

Our facilities are generally suitable for, and adequate to serve, their intended uses. At December 31, 2013, we
occupied major facilities at the following principal locations:

Segment Location Property Type (D
Aerospace Jacksonville, Florida Leased - Manufacturing & Office

Chihuahua, Mexico Leased - Manufacturing & Office

Wichita, Kansas Leased - Manufacturing & Office

Darwen, Lancashire, United Kingdom @ Leased - Manufacturing & Office

Hyde, Greater Manchester, United Kingdom  Leased - Manufacturing & Office

Orlando, Florida Leased - Manufacturing & Office

Everett, Washington Leased - Office

Dachsbach, Germany @) Owned - Manufacturing & Office

Middletown, Connecticut Owned - Manufacturing & Office

Bloomfield, Connecticut Owned - Manufacturing, Office & Service Center

Bennington, Vermont Owned - Manufacturing & Office
Distribution Bloomfield, Connecticut Owned - Office

Ontario, California Leased - Distribution Center & Office

Albany, New York Leased - Distribution Center & Office

Savannah, Georgia Leased - Distribution Center & Office

Salt Lake City, Utah Leased - Distribution Center & Office

Louisville, Kentucky Leased - Distribution Center & Office

Glendale, California Leased - Office

Gurabo, Puerto Rico Leased - Distribution Center & Office

Mexico City, Mexico Leased - Distribution Center & Office

Bolingbrook, Illinois Leased - Office & Branch

Rochester, New York Leased - Office & Branch

. . Owned - Office & Information Technology
Corporate Bloomfield, Connecticut Back-Up Data Center
Square Feet

Distribution 4 2,136,339
Aerospace 1,808,461
Corporate ©-6) 600,143
Total 4,544,943

(1)Owned facilities are unencumbered.
The manufacturing activities related to the tooling portion of this business will move to a new location in Burnley,
(2)Lancashire, United Kingdom during 2014. Composite structure assembly and manufacturing, along with office
activities will remain in Darwen, Lancashire, United Kingdom.
(3)In 2014, the company will move out of this location and into a new location in Hochstadt, Germany.
( 4)The Distribution segment also has over 200 branches located across the United States, Puerto Rico and Mexico,
generally operating in leased facilities.
We occupy a 40,000 square foot corporate headquarters building, 38,000 square foot mixed use building and 8,000
square foot data center in Bloomfield, Connecticut.
Approximately 500,000 square feet of space included in the corporate square footage is attributable to a facility
located in Moosup, Connecticut, that was closed in 2003 and is being held for disposition.

)

(6)

19

33



Edgar Filing: KAMAN Corp - Form 10-K

34



Edgar Filing: KAMAN Corp - Form 10-K

ITEM 3. LEGAL PROCEEDINGS
General

From time to time, as a normal incident of the nature and kinds of businesses in which the Company and its
subsidiaries are, and were, engaged, various claims or charges are asserted and legal proceedings are commenced by
or against the Company and/or one or more of its subsidiaries. Claimed amounts may be substantial but may not bear
any reasonable relationship to the merits of the claim or the extent of any real risk of court or arbitral awards. We
record accruals for losses related to those matters that we consider to be probable and that can be reasonably
estimated. Gain contingencies, if any, are recognized when they are realized and legal costs generally are expensed
when incurred.

We evaluate, on a quarterly basis, developments in legal proceedings that could affect the amount of any accrual and
developments that would make a loss contingency both probable and reasonably estimable. Our loss contingencies are
subject to substantial uncertainties, however, including for each such contingency the following, among other factors:
(i) the procedural status of the case; (ii) whether the case has or may be certified as a class action suit; (iii) the
outcome of preliminary motions; (iv) the impact of discovery; (v) whether there are significant factual issues to be
determined or resolved; (vi) whether the proceedings involve a large number of parties and/or parties and claims in
multiple jurisdictions or jurisdictions in which the relevant laws are complex or unclear; (vii) the extent of potential
damages, which are often unspecified or indeterminate; and (viii) the status of settlement discussions, if any, and the
settlement postures of the parties. Because of these uncertainties, management has determined that, except as
otherwise noted below, the amount of loss or range of loss that is reasonably possible in respect of each matter
described below (including any reasonably possible losses in excess of amounts already accrued), is not reasonably
estimable.

While it is not possible to predict the outcome of these matters with certainty, based upon available information,
management believes that all settlements, arbitration awards and final judgments, if any, which are considered
probable of being rendered against us in legal proceedings and that can be reasonably estimated are accrued for at
December 31, 2013. Despite this analysis, there can be no assurance that the final outcome of these matters will not
have a material adverse effect on our business, financial condition, results of operations or cash flows.

Except as set forth below, as of December 31, 2013, neither the Company nor any of its subsidiaries is a party, nor is
any of its or their property subject, to any material pending legal proceedings, other than ordinary routine litigation
incidental to the business of the Company and its subsidiaries. Additional information relating to certain of these
matters is set forth in Note 17, Commitments and Contingencies of the Notes to Consolidated Financial Statements,
included in Item 8, Financial Statements and Supplementary Data, of this Annual Report on Form 10-K.

Wichita Matter

As previously disclosed, the U.S. District Court for the District of Kansas issued a grand jury subpoena in 2011 to
Plastic Fabricating Company, Inc. (‘“PlasticFab”), an indirect wholly owned subsidiary of the Company now known as
Kaman Composites - Wichita, Inc., regarding a government investigation of record keeping associated with the
manufacture of certain composite parts at PlasticFab's facility located in Wichita, Kansas. The subpoena required
information related to the period January 1, 2006, through June 30, 2008. During the fiscal quarter ended March 29,
2013, the U.S. Attorney's Office for the District of Kansas notified PlasticFab that it may seek to commence a criminal
proceeding against PlasticFab but it expressed a willingness to explore a pre-charge disposition of the matter.
PlasticFab believes it has cooperated fully with the investigation and intends to continue to cooperate as it engages in
further discussions with the U.S. Attorney's Office about this matter. Under present U.S. Government procurement
laws and regulations, if indicted or adjudged to be in violation of procurement or other Federal laws, a contractor,
such as PlasticFab, could be subject to fines, penalties, repayments, or compensatory or treble damages, or suspension
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or debarment on U.S. Government contract awards if warranted. Thus, as with any government contractor, an adverse
outcome in a proceeding such as this could have a material adverse effect on our business, financial condition, results
of operations or cash flows. Management continues to cooperate with the government's investigation; however, we are
unable to predict the outcome of any proceeding that may be brought against PlasticFab, its officers, employees, or
affiliates. At December 31, 2013, the amount accrued for this matter is not material.
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Environmental Matters

The Company and its subsidiaries are subject to numerous U.S. Federal, state and international environmental laws
and regulatory requirements and are involved from time to time in investigations or litigation of various potential
environmental issues concerning activities at our facilities or former facilities or remediation as a result of past
activities (including past activities of companies we have acquired). From time to time, we receive notices from the
U.S. Environmental Protection Agency or equivalent state or international environmental agencies that we are a
potentially responsible party under the Comprehensive Environmental Response, Compensation and Liability Act
(commonly known as the “Superfund Act”) and/or equivalent laws. Such notices assert potential liability for cleanup
costs at various sites, which include sites owned by us, sites we previously owned and treatment or disposal sites not
owned by us, allegedly containing hazardous substances attributable to us from past operations. We are currently
named as a potentially responsible party at one site. While it is not possible to predict the outcome of these
proceedings, in the opinion of management, any payments we may be required to make as a result of all such claims in
existence at December 31, 2013, will not have a material adverse effect on our business, financial condition, results of
operations or cash flows.

Asbestos Litigation

Like many other industrial companies, the Company and/or one of its subsidiaries may be named as a defendant in
lawsuits alleging personal injury as a result of exposure to asbestos integrated into certain products sold or distributed
by the Company and/or the named subsidiary. A substantial majority of these asbestos-related claims have been
covered by insurance or other forms of indemnity or have been dismissed without payment. The rest have been
resolved for amounts that are not material to the Company, either individually or in the aggregate. Based on
information currently available, we do not believe that the resolution of any currently pending asbestos-related matters
will have a material adverse effect on our business, financial condition, results of operations or cash flows.

ITEM 4. MINE SAFETY DISCLOSURES
Information concerning mine safety violations required by Section 1503(a) of the Dodd-Frank Wall Street Reform and

Consumer Protection Act ("Dodd-Frank Act") and Item 104 of Regulation S-K was not required for this Annual
Report on Form 10-K as there were no reportable violations during 2013.

21

37



Edgar Filing: KAMAN Corp - Form 10-K

PART II

ITEM MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
5. ISSUER PURCHASES OF EQUITY SECURITIES

MARKET, DIVIDEND AND SHAREHOLDER INFORMATION

Our Common Stock is traded on the New York Stock Exchange under the symbol "KAMN". As of January 24, 2014,
there were 3,624 registered holders of our Common Stock. Holders of the Company’s Common Stock are eligible to
participate in the Computershare Shareowner Services program, which offers a variety of services including dividend
reinvestment. A booklet describing the program may be obtained by contacting Computershare at (800) 522-6645 or
via the web at www.cpushareownerservices.com.

The following table sets forth the high, low and closing sale prices per share of the Company’s Common Stock and the
dividends declared for the periods indicated:

Market Quotations

. Dividend

High Low Close Declared
2013
First quarter $38.62 $34.14 $35.47 $0.16
Second quarter 35.90 32.16 34.56 0.16
Third quarter 39.91 34.45 37.70 0.16
Fourth quarter 40.35 36.41 39.73 0.16
2012
First quarter $35.86 $26.10 $33.95 $0.16
Second quarter 35.55 27.96 30.94 0.16
Third quarter 37.17 30.26 35.86 0.16
Fourth quarter 37.54 31.82 36.80 0.16

ISSUER PURCHASES OF EQUITY SECURITIES

The following table provides information about purchases of Common Stock by the Company during the three months
ended December 31, 2013:
Maximum
Number of
Total Number Average Total Number of Shares That
. . . Shares Purchased as
Period of Shares Price Paid . May Yet Be
Part of a Publicly
Purchased per Share Purchased
Announced Plan (a)
Under the
Plan
September 28, 2013 — October 25, 2013 — $— — 964,757
October 26, 2013 — November 22, 2013 — — — 964,757
November 23, 2013 — December 31, 2013 — — — 964,757
Total — —
(a) In November 2000, our board of directors approved a replenishment of the Company's stock repurchase program
providing for repurchase of an aggregate of 1.4 million shares of Common Stock for use in the administration of our
stock plans and for general corporate purposes.
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SECURITIES AUTHORIZED FOR ISSUANCE UNDER EQUITY COMPENSATION PLANS

The following table provides information as of December 31, 2013, concerning Common Stock issuable under the
company’s equity compensation plans.

Plan Category

Equity compensation plans approved by

security holders:

2003 Stock Incentive Plan
2013 Management Incentive Plan
Employees Stock Purchase Plan

Equity compensation plans not approved

by security holders
Total

PERFORMANCE GRAPH

(a)

Number of

securities to be issued
upon exercise of
outstanding

options, warrants and
rights

891,932

891,932

(b)

Weighted-

average exercise price
of outstanding
options, warrants

and rights

$28.18

$28.18

(©

Number of securities
remaining available
for future issuance
under equity
compensation plans
(excluding securities
reflected in column

(@)

2,241,000
465,437

2,706,437

Following is a comparison of our total shareholder return for the period 2008 — 2013 compared to the S&P 600 Small
Cap Index and the Russell 2000 Small Cap Index. The performance graph does not include a published industry or
line-of-business index or peer group of similar issuers because during the performance period the company was
conducting operations in diverse lines of business and we do not believe a meaningful industry index or peer group
can be reasonably identified. Accordingly, as permitted by regulation, the graph includes the S&P 600 Small Cap
Index and the Russell 2000 Small Cap Index, both of which are comprised of issuers with generally similar market
capitalizations to that of the company.

Kaman Corporation
S&P Small Cap 600
Russell 2000

23

2008

100.00
100.00
100.00

2009 2010

131.47 169.07
125.57 158.60
127.09 161.17

2011 2012 2013

162.09 222.49 244.49
160.22 182.79 263.37
154.44 179.75 249.53
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ITEM 6. SELECTED FINANCIAL DATA

FIVE-YEAR SELECTED FINANCIAL DATA
(in thousands, except per share amounts, shareholders and employees)

OPERATIONS

Net sales from continuing operations
Operating income from continuing operations
Earnings before income taxes from
continuing operations

Income tax expense

Earnings from continuing operations
Earnings (loss) from discontinued operations,
net of taxes

Gain on disposal of discontinued operations,
net of taxes

Net earnings

FINANCIAL POSITION

Current assets

Current liabilities

Working capital

Property, plant and equipment, net

Total assets

Long-term debt, excluding current portion
Shareholders’ equity

PER SHARE AMOUNTS

Basic earnings per share from continuing
operations

Basic earnings per share from discontinued
operations

Basic earnings per share from disposal of
discontinued operations

Basic earnings per share

Diluted earnings per share from continuing
operations

Diluted earnings per share from discontinued
operations

Diluted earnings per share from disposal of
discontinued operations

Diluted earnings per share

Dividends declared

Shareholders’ equity

Market price range — High

Market price range — Low

AVERAGE SHARES OUTSTANDING
Basic

Diluted

GENERAL STATISTICS

Registered shareholders

Employees

2013 15
$1,681,806
100,480
87,496

30,797
56,699

(19

420
$57,100

$665,205
227,956
437,249
148,508
1,140,631
264,655
511,292

$2.12

0.02
$2.14
$2.09

(0.01

0.02

$2.10
$0.64
19.04
40.35
32.16

26,744
27,143

3,642
4,743

2012 25
$1,592,828
92,838
80,828

26,900
53,928

(226

1,323
$55,025
$618,045
223,952
394,093
128,669
1,096,993

249,585
420,193

$2.04
(0.01

0.05
$2.08
$2.03

(0.01

0.05

$2.07
$0.64
15.79
37.54
26.10

26,425
26,622

3,685
5,007

)

)

201135
$1,477,534
87,581
76,274

26,346
49,928

1,214

$51,142

$600,102
218,698
381,404
111,895
996,398
198,522
373,071

$1.90

0.05

$1.95
$1.88

0.05

$1.93
$0.60
14.22
38.40
25.73

26,246
26,500

3,813
4,614

2010 43

$1,299,932
58,195

55,867

20,386
35,481

130

$35,611

$584,953
221,845
363,108
89,719
895,757
140,443
362,670

$1.37

$1.37
$1.36

$1.36
$0.56
13.93
30.00
20.97

25,928
26,104

3,879
4,269

2009 3
$1,130,268
42,254
35,383

9,670
25,713

(718 )

$24,995

$482,603
154,070
328,533
81,322
773,067
56,800
312,900

$1.00

(0.03 )

$0.97
$1.00

(0.03 )

$0.97
$0.56
12.14
24.86
9.33

25,648
25,779

4,064
4,032
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(Footnotes to Five-Year Selected Financial Data above)

Included within certain annual results are a variety of unusual or significant items that may affect comparability. The
most significant of such items are described below as well as within Management’s Discussion and Analysis of
Financial Condition and Results of Operations and the Notes to Consolidated Financial Statements.

Results for 2013 include a $2.1 million non-cash non-tax deductible charge for the impairment of goodwill related

to VT Composites and a gain on discontinued operations due to a $0.4 million favorable tax result versus previous

“estimates and other activity related to the settlement of the closing balance sheet of the Distribution segment's

Canadian operations.

Results for 2012 include the sale of certain assets and certain liabilities of the Distribution segment's Canadian
2.operations for $8.7 million on December 31, 2012, resulting in a net gain of $1.3 million. Additionally, we recorded

$3.3 million of net loss related to the resolution of an Aerospace segment program related matter.

Results for 2011 include $6.2 million in expense recognized in the fourth quarter related to the settlement of the
3.FMU-143 matter and the non-recurring benefit of $2.4 million recognized in the first quarter of 2011 resulting from

the death of a former executive.

Results for 2010 include a $6.4 million non-cash non-tax deductible charge for the impairment of goodwill related

to U.K. Composites, $2.0 million in additional losses related to the finalization of contract price negotiations on the
4.Sikorsky Canadian MH-92 helicopter program, and $6.6 million of income related to the claim for look-back

interest we filed with the Internal Revenue Service in connection with the Australian SH-2G(A) Super Seasprite

Helicopter program.

The Company sold substantially all assets and liabilities of the Distribution segment's Canadian operations on

‘December 31, 2012. The results of these discontinued operations have been reported as such in the table above.
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ITEM MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
7. OPERATIONS

Management's Discussion and Analysis of Financial Condition and Results of Operations ("MD&A") is intended to
provide readers of our consolidated financial statements with the perspectives of management. MD&A presents in
narrative form information regarding our financial condition, results of operations, liquidity and certain other factors
that may affect our future results. This should allow the readers of this report to obtain a comprehensive understanding
of our businesses, strategies, current trends and future prospects. MD&A should be read in conjunction with the
Consolidated Financial Statements and related Notes included in this Form 10-K.

OVERVIEW OF BUSINESS

Kaman Corporation conducts business through two business segments:

Distribution, the third largest power transmission/motion control industrial distributor in North America.
Aerospace, a manufacturer and subcontractor in the international, commercial and military acrospace and defense
markets.

Company financial performance

Net sales from continuing operations increased 5.6% compared to the prior year.

€arnings from continuing operations increased 5.1% compared to the prior year.

ODiluted earnings per share from continuing operations increased to $2.09 in 2013 compared to $2.03 in the prior year.
Cash flows provided by operating activities from continuing operations were $62.5 million for 2013, a decrease of
$22.0 million when compared to the prior year.

Both our Distribution segment and our Aerospace segment had record annual sales from continuing operations of $1.1
billion and $614.0 million, respectively.

Acquisitions

On August 15, 2013, our Distribution segment acquired Western Fluid Components, Inc., with locations in Tacoma,
Kirkland, Everett and Bellingham, Washington, a Parker distributor, which provides us with new Parker
authorizations.

On July 31, 2013, our Distribution segment acquired substantially all the assets of Ohio Gear & Transmission Inc. of
Eastlake, Ohio.

On June 14, 2013, our Distribution segment acquired substantially all of the assets of Northwest Hose & Fittings, Inc.
based in Spokane, Washington, a Parker distributor, which provides us with new Parker authorizations.

Management changes

On February 19, 2014, Mr. Michael J. Lyon was appointed to the position of Vice President - Tax, following the
retirement of Mr. John B. Lockwood, former Vice President - Tax.

On November 6, 2013, the Company announced the appointment of Mr. Jairaj Chetnani to the position of Vice
President and Treasurer.

pn July 1, 2013, Mr. Robert D. Starr became the Company's Senior Vice President and Chief Financial Officer,
following the retirement of Mr. William C. Denninger, former Executive Vice President and Chief Financial Officer.

Other key events

On November 21, 2013, the Company announced that its Aerospace segment entered into a Memorandum of
Agreement ("MOA") with Boeing Canada Winnipeg for the manufacture and assembly of two major sections of the
747-8 Wing-to-Body Fairing.

During the fourth quarter, we recorded a $2.1 million non-cash non-tax deductible goodwill impairment charge
related to our VT Composites reporting unit. This charge has been included in the operating results of our Aerospace
segment.
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During the fourth quarter, the first cabin was delivered under our Bell Helicopter AH-1Z program.

{n October 2013, we delivered our 1,000t cockpit on the UH-60 program.

During the third quarter, we entered into a new contract with the U.S. Air Force ("USAF") for the sale of Joint
Programmable Fuzes ("JPF"). Deliveries under this $78.5 million contract are expected to begin in the second half of
2014.

On June 17, 2013, our Aerospace segment was selected by Triumph Aerostructures — Vought Aircraft Division to

manufacture the Fixed Leading Edge (FLE) assemblies for the Bombardier Global 7000 and Global 8000 large, ultra
long-range business jets.

26
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On May 8, 2013, we announced that we entered into a $120.6 million contract with the New Zealand Ministry of
Defence for the sale of ten SH-2G(I) Super Seasprite aircraft, spare parts, a full mission flight simulator, and related
logistics support.
On April 2, 2013, we made our final minimum payment of $6.4 million (AUD) to the Commonwealth of
. Australia; we have now made total payments of $39.5 million (AUD) in accordance with our settlement
agreement related to the SH-2G(A) Helicopters.
During the first quarter, we were awarded a $20.3 million JPF commercial sales contract.
.In March 2013, we initiated restructuring activities at our Distribution segment, which included workforce reductions
and the consolidation of field operations. These activities resulted in $3.0 million of expense in the first quarter.

Outlook
Our expectations for 2014 are as follows:

Distribution:

Sales of $1,115 million to $1,150 million, up 4.4% to 7.7% over 2013
Operating margins of 4.7% to 5.2%

Aerospace:

Sales of $640 million to $660 million, up 4.2% to 7.5% over 2013
Operating margins of 16.5% to 17.0%

{nterest expense of approximately $13 million

Corporate expenses of approximately $52 million

Estimated annualized tax rate of approximately 35%

Capital expenditures of $35 million to $40 million

Free cash flow of $40 million to $45 million

2014 Outlook
In millions
Free Cash Flow®:
Net cash provided by operating activities $75.0 to  $85.0
Expenditures for property, plant and equipment 35.0 to  40.0
Free Cash Flow $40.0 to  $45.0

@ Free Cash Flow, a non-GAAP financial measure, is defined as net cash provided by operating activities less
expenditures for property, plant and equipment, both of which are presented in our consolidated statements of cash
flows. See Management’s Discussion and Analysis of Financial Condition and Results of Operations—Non-GAAP
Financial Measures, in this Form 10-K.
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RESULTS OF CONTINUING OPERATIONS
Consolidated Results

Net Sales from Continuing Operations

2013 2012 2011
In thousands
Distribution $1,067,839 $1,012,059 $930,131
Aerospace 613,967 580,769 547,403
Total $1,681,806 $1,592,828 $1,477,534
$ change $88,978 $115,294 $177,602
% change 5.6 % 1.8 % 13.7 %
The following table details the components of the above changes as a percentage of consolidated net sales:

2013 2012 2011

Organic Sales:
Distribution (1.1 )% (0.1 V% 4.8 %
Aerospace 2.1 % 0.8 % 2.2 %
Total Organic Sales 1.0 % 0.7 % 7.0 %
Acquisition Sales:
Distribution 4.6 % 5.7 % 4.2 %
Aerospace — % 1.4 % 2.5 %
Total Acquisition Sales 4.6 % 7.1 % 6.7 %
% change in net sales 5.6 % 7.8 % 13.7 %

The increase in net sales from continuing operations for 2013 as compared to 2012 was attributable to an increase in
organic sales at our Aerospace segment and the contribution of $72.6 million in sales from our Distribution segment
acquisitions completed in 2013 and 2012, partially offset by lower organic sales at our Distribution segment. Foreign
currency exchange rates had a $1.1 million favorable impact on sales from continuing operations during 2013.

The increase in net sales from continuing operations for 2012 as compared to 2011 was attributable to an increase in
organic sales at our Aerospace segment and the contribution of $106.5 million in sales from the acquisitions
completed in 2012 and 2011, partially offset by lower organic sales at our Distribution segment. Foreign currency
exchange rates had a $4.2 million unfavorable impact on sales from continuing operations during 2012.

See Segment Results of Operations and Financial Condition below for further discussion of segment net sales.

Gross Profit from Continuing Operations

2013 2012 2011
In thousands
Gross profit $466,624 $441,973 $412,572
$ change 24,651 29,401 59,435
% change 5.6 % 7.1 % 16.8 %
% of net sales 27.7 % 27.7 % 27.9 %
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Gross profit from continuing operations increased in 2013 primarily due to the increase in sales and profit for both
military and commercial products/programs at our Aerospace segment and the contribution of $21.8 million of gross
profit from our 2012 and 2013 acquisitions. Contributing to the Aerospace segment's improved gross profit were the
incremental profit associated with higher sales of our bearing products and the gross profit associated with the initial
recognition of revenue on the SH-2G(I) contract with New Zealand. These increases of $16.1 million, which were in
addition to the acquisition related gross profit noted above, were partially offset by the decline in organic gross profit
at the Distribution segment of approximately $14.2 million. The decline in the Distribution segment's organic gross
profit was primarily due to decreases in the food and beverage manufacturing markets.

Gross profit from continuing operations increased in 2012 primarily due to the contribution of $22.3 million of gross
profit from our 2012 acquisitions. The Distribution segment's organic gross profit slightly improved, despite the lower
organic sales. This was primarily due to increases in primary metal and fabricated metal manufacturing, nonmetallic
mineral manufacturing and merchant wholesalers and durable goods, offset by declines in the food and beverage
manufacturing industries, and the mining industry. The Aerospace segment had a slight decrease in organic gross
profit due to the absence of commercial sales of the JPF to foreign militaries, lower shipments under our Sikorsky
BLACK HAWK helicopter cockpit program due to lower customer requirements, a lower volume of work on our
unmanned K-MAX® aircraft system, lower sales volume for our legacy fuze programs and $3.3 million in net loss
resulting from the resolution of a program related matter. These decreases of approximately $22.2 million were
largely offset by higher sales of our bearing products and an increased volume of sales of the JPF to the USG.

Selling, General & Administrative Expenses (S,G&A) from Continuing Operations

2013 2012 2011
In thousands
S.G&A $363,945 $349,030 $324,722
$ change 14,915 24,308 35,703
% change 4.3 % 1.5 % 12.4 %
% of net sales 21.6 % 21.9 % 22.0 %

S,G&A increased for the year-ended December 31, 2013, as compared to 2012. The following table details the
components of this change:

2013 2012 2011

Organic S,G&A:

Distribution (0.7 Y% 0.8 % 2.6 %
Aerospace 0.4 % (3.0 )% 4.5 %
Corporate 0.4 Y% 2.6 % (0.1 )%
Total Organic S,G&A (0.7 Y% 0.4 % 1.0 %
Acquisition S,G&A:

Distribution 5.0 % 5.8 % 3.6 %
Aerospace — % 1.3 % 1.8 %
Corporate — % — % — %
Total Acquisition S,G&A 5.0 % 7.1 % 5.4 %
% change in S,G&A 4.3 % 1.5 % 12.4 %
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S,G&A expenses from continuing operations increased for 2013 as compared to 2012 primarily due to $17.3 million
of expenses related to our 2013 and 2012 acquisitions and an increase in expenses at our Aerospace segment. The
increase in expense at our Aerospace segment was primarily due to higher research and development costs of
approximately $2.0 million. These increases were slightly offset by lower expense for the Distribution segment's
organic business due to $3.2 million of savings realized from the restructuring completed in the first quarter of 2013.
Corporate expenses remained relatively flat from 2012 to 2013. This was a result of lower expenses related to our
defined benefit pension plan, offset by an increase in insurance costs and building renovation expenses.

S,G&A expenses from continuing operations increased for 2012 as compared to 2011 due to $23.3 million of
expenses related to our 2012 and 2011 acquisitions, an increase in organic expense at our Distribution segment and
higher corporate expenses. The increase in expense at our Distribution segment was attributable to an increase in
employee related costs including group health insurance, and an increase in expense associated with the
implementation of the new ERP system. Corporate expense increased $7.3 million for 2012 as compared to 2011, with
increases in our incentive compensation expense due to an increase in the number of participants, higher acquisition
related costs, and the absence of the nonrecurring benefit of $2.4 million associated with the death of a former
executive received in 2011. Partially offsetting these increases was an organic decrease in expense at our Aerospace
segment. The lower expense at our Aerospace segment was primarily due to the absence of a $4.75 million expense
associated with the settlement of the FMU-143 matter in 2011.

Goodwill Impairment

2013 2012 2011
In thousands
Goodwill impairment $2,071 $— $—

During 2012, the Company's VT Composites reporting unit experienced delays on certain programs that were driven
by changes in customers' requirements. The Company anticipated these changes in requirements would shift revenues
and related cash flows into 2013 and future periods. The anticipated revenues did not materialize to the levels we had
projected in 2013, and therefore the results of Step 1 of the impairment analysis resulted in a fair value for the
reporting unit below its carrying value. Prior to proceeding to Step 2 of the impairment analysis, management assessed
the tangible and intangible assets subject to amortization to determine if they were impaired and concluded they were
not. Upon completion of the Step 2 impairment analysis, we recorded a non-cash non-tax deductible goodwill
impairment charge of $2.1 million, or 11% of the reporting unit's total goodwill balance, to reduce the carrying value
of goodwill to its implied fair value. This charge has been included in the operating results of the Company's
Aerospace segment.

Operating Income from Continuing Operations

2013 2012 2011
In thousands
Operating income $100,480 $92.838 $87,581
$ change 7,642 5,257 29,386
% change 8.2 % 6.0 % 50.5 %
% of net sales 6.0 % 5.8 % 5.9 %

The increase in operating income from continuing operations for 2013 as compared to 2012 was driven by an increase
at our Aerospace segment. The increase in operating income for 2012 as compared to 2011 was driven by increases at
both our segments. See Segment Results of Operations and Financial Condition below for further discussion of
segment operating income.
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Interest Expense, Net

In thousands
Interest expense, net
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2013

$12,559

2012

$12,185

2011

$11,646
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Net interest expense generally consists of interest charged on the revolving credit facility and other borrowings and
the amortization of debt issuance costs, offset by interest income. The increase in net interest expense for 2013 as
compared to 2012 was primarily due to higher average borrowings under our revolving credit facility. At December
31, 2013, the interest rate for outstanding amounts on both the revolving credit facility and term loan agreement was
1.72% compared to 1.75% at December 31, 2012.

The increase in net interest expense for 2012 as compared to 2011 was primarily due to higher average borrowings
under our revolving credit facility and a higher average interest rate for the period, partially offset by lower bank
commitment fees and letter of credit fees.

Effective Income Tax Rate for Continuing Operations
2013 2012 2011
Effective income tax rate 35.2 % 33.3 % 34.5 %

The effective tax rate for continuing operations represents the combined federal, state and foreign tax effects
attributable to pretax earnings for the year. The increase in the effective rate for 2013 as compared to 2012 was
primarily due to the non-cash non-tax deductible goodwill charge and the reversal in 2012 of a liability for
unrecognized tax benefits.

The decrease in the effective rate for 2012 as compared to 2011 was due principally to the reversal of a liability for
unrecognized tax benefits.

Gain on Disposal of Discontinued Operations, Net of Tax

The Company sold substantially all of the assets and liabilities of our Distribution segment's Canadian operations on
December 31, 2012. The sale resulted in a net gain on disposal of discontinued operations of $0.4 million and $1.3
million for the years ended December 31, 2013 and 2012, respectively. More information on this transaction can be
found in Note 2, Discontinued Operations, in the Notes to Consolidated Financial Statements included in this Form
10-K.

Other Matters

Information regarding our various environmental remediation activities and associated accruals can be found in Note
17, Commitments and Contingencies, in the Notes to Consolidated Financial Statements included in this Form 10-K.
SEGMENT RESULTS OF OPERATIONS AND FINANCIAL CONDITION

Distribution Segment

Our Strategy

The Distribution segment's strategy is to grow and improve margins both organically and through acquisitions,
broaden and improve our product and service offerings in mechanical, electrical and fluid power, expand our
geographic footprint in order to enhance our position in the competition for municipal, regional and national accounts,
and improve productivity and customer service through investments in technology and the effective integration of
acquisitions.
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Results of Operations

2013 2012 2011
In thousands
Net sales $1,067,839 $1,012,059 $930,131
$ change 55,780 81,928 116,715
% change 5.5 % 8.8 % 14.3 %
Operating income $43,326 $50,560 $46,894
$ change (7,234 ) 3,666 16,889
% change (14.3 )% 1.8 % 56.3 %
% of net sales 4.1 % 5.0 % 5.0 %

Net sales from continuing operations

Organic sales per sales day is a metric management uses to evaluate performance trends in its Distribution segment
and is calculated by taking total organic sales during a specific period divided by the number of sales days in that
period. See Management’s Discussion and Analysis of Financial Condition and Results of Operations - Non-GAAP
Financial Measures, in this Form 10-K.

2013 vs. 2012 2012 vs. 2011
Organic Sales Per Sales Day
(in thousands, except numbers of sales days)
Net sales from continuing operations $1,067,839 $1,012,059  $1,012,059 $930,131
Acquisition sales @ 72,578 — 85,272 1,626
Organic sales $995,261 $1,012,059  $926,787 $928,505
Sales days 253 253 253 253
Organic sales per sales day $3,934 $4,000 $3,663 $3,670
% change (1.7 )% 8.8 % (0.2 Y% 13.7 %

(a)Sales contributed by an acquisition are included in organic sales beginning with the thirteenth month following the
date of acquisition. Prior period information is adjusted to reflect acquisition sales for that period as organic sales
when calculating organic sales per sales day.

Net sales for 2013 increased as compared to 2012 due to the contribution of $72.6 million in sales in 2013 from our
2013 and 2012 acquisitions, offset in part by lower organic sales. The Distribution segment's organic sales per sales
day decreased in 2013 primarily due to lower sales in the food and beverage manufacturing markets and fabricated
metal product manufacturing industries, while the demand in transportation equipment, non-metallic mineral
manufacturing, computer and electronic product manufacturing and chemical manufacturing increased.

Net sales for 2012 increased as compared to 2011 due to the contribution of $85.3 million in sales for 2012 from our
2012 and 2011 acquisitions. The Distribution segment's organic sales decreased slightly from 2011. As a result of
economic conditions, the industries in which this segment operates experienced slower growth during 2012.
Specifically, there were declines in the food and beverage manufacturing industries, mining industry and machinery
manufacturing industry, mostly offset by increases in primary metal and fabricated metal manufacturing, nonmetallic
mineral manufacturing and merchant wholesalers and durable goods.

Operating Income
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Operating income decreased during 2013 as compared to 2012 primarily due to higher operating expenses as a result
of our 2013 and 2012 acquisitions, lower volume incentives due to the reduced sales volume noted above, $2.4 million
of losses on mining contracts at our Mexico operations and $2.8 million of expense associated with the restructuring
in the first quarter of 2013. These decreases were partially offset by cost savings of approximately $6.4 million as a
result of the restructuring.
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Operating income increased during 2012 as compared to 2011 primarily due to the increased sales volume as a result
of our 2012 and 2011 acquisitions. The increases were partially offset by an increase in employee related costs,
including group health insurance, and an increase in expense associated with the implementation of our new ERP
system.

Other Matters
Parker

We continue the process of implementing our national reseller agreement with Parker Hannifin Corporation ("Parker")
hydraulics, fluid connectors and automation products via their select Tri-Motion distributors. We have made progress
toward the conversion of several brands of fluid power products to Parker and will continue training initiatives in the
coming quarters as we transition our customers' requirements. Sales of Parker branded products, when measured on a
same store basis, were up 11.8% in 2013 as compared to the prior year; however, this growth has been mostly offset
by the anticipated declines in the other fluid power brands. We believe our relationship with Parker is an important
long-term marketing and strategic growth initiative for our Distribution segment.

Enterprise Resource Planning System ("ERP")

In July 2012, we announced our decision to invest in a new enterprise-wide business system for our Distribution
segment. The current anticipated total investment in the new system is approximately $45 million, which will be
spread over a number of years. Of the total investment, approximately 75% will be capitalized. Depreciation and
amortization of the capitalized cost is expected to begin in the first half of 2014 and increase over the following three
to four years. In order to minimize disruptions to our ongoing operations we have developed a project plan that takes a
phased approach to implementation and includes appropriate contingencies. For the years ended December 31, 2013
and 2012, expenses incurred were approximately $1.3 million and $1.3 million, respectively, and capital expenditures
were $9.9 million and $7.4 million, respectively. In 2014, the Distribution segment is expected to reach a significant
milestone when the Minarik Automation & Controls facilities go live on the new system.

Aerospace Segment

Our Strategy

Our strategy for the Aerospace segment is to expand our global market position in defense and commercial markets
while maintaining leadership in product technical performance and application engineering support, and continuing to
concentrate on lean manufacturing techniques, lead time reduction and low cost sourcing.

Results of Operations

The following table presents selected financial data for our Aerospace segment:

2013 2012 2011
In thousands
Net sales $613,967 $580,769 $547.403
$ change 33,198 33,366 60,887
% change 5.7 % 6.1 % 12.5 %
Operating income $102,573 $89,142 $80,424
$ change 13,431 8,718 13,273
% change 15.1 % 10.8 % 19.8 %
% of net sales 16.7 % 15.3 % 14.7 %
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Net Sales

2013 versus 2012

Aerospace segment net sales increased primarily due to a $31.5 million increase in sales on our military programs.
The increase in military sales was primarily attributable to the initial recognition of revenue on the SH-2G(I) contract
with New Zealand, increased sales on our JPF program, revenue recognized on the AH-1Z program and higher
military bearing product sales. These increases totaled $46.7 million and were offset by a $14.9 million decrease in
other sales, including a $5.8 million decrease in sales resulting from the cancellation of the blade erosion coating
program, a decline in shipments on the Sikorsky BLACK HAWK helicopter program and lower fabrication sales.
Commercial sales increased $1.7 million for 2013 as compared to 2012. This increase was due to higher commercial
bearing product sales, an increase in deliveries of various commercial composite and metallic structures
products/programs and higher tooling sales. These increases totaled $21.8 million but were substantially offset by a
$19.6 million decrease in sales due to lower sales of engineering design services resulting from a reduction in
requirements by a major OEM customer, the absence of the $2.5 million of sales recorded in 2012 upon resolution of
a program related matter and lower sales of K-MAX® commercial spares.

2012 versus 2011

Net sales increased for 2012 as compared to 2011 due to a $39.8 million increase in commercial sales primarily
attributable to higher commercial bearing product sales, an increase in sales volume on our commercial composite
programs, higher volume of sales of K-MAX® commercial spare parts, the incremental contribution of sales from the
acquisition of VT Composites in 2011 and increased shipments on the Boeing 777 due to customer requested rate
increases. These increases totaled $41.7 million and were partially offset by decreases in engineering design services
for commercial platforms primarily driven by a reduction in customer requirements. Additionally, sales increased due
to the resolution of a program related matter in the fourth quarter of 2012 which resulted in the receipt of $2.5 million.
Military sales decreased $6.4 million for 2012 as compared to 2011. The decrease was due to lower shipments on our
Sikorsky BLACK HAWK helicopter cockpit and joining programs, a decrease in sales volume on our legacy fuze
programs, a decrease in sales volume on our helicopter aftermarket programs, including the SH-2G(E) upgrade
program and sales of SH-2G spare parts to New Zealand. These decreases totaled $44.2 million but were largely offset
by a $37.5 million increase attributable to higher military bearing product sales and higher JPF program sales.

Operating Income

2013 versus 2012

The increase in operating income for 2013 as compared to 2012 was primarily due to gross profit attributable to the
revenue recognized on the SH-2G(I) program, higher commercial and military bearing product sales and higher gross
profit on our JPF program. Additionally, operating income benefited from the absence of the $3.3 million net loss
related to the resolution of a program related matter in 2012. These product/program profit increases totaled $24.7
million. The higher profit contributions were partially offset by $7.5 million of lower gross profit related to lower
sales and corresponding profit of engineering design services, lower sales and corresponding profit on the Sikorsky
BLACK HAWK helicopter cockpit program and a $2.1 million non-cash non-tax deductible goodwill impairment
charge. Additionally, SG&A expense increased $3.6 million, which was partially due to a $2.0 million increase in
research and development expense.

2012 versus 2011

Operating income increased for 2012 as compared to 2011 as a result of increased gross profit due to higher shipments
of the JPF to the USG, increased sales and corresponding profit on commercial and military bearing products and
lower SG&A costs, including the absence of legal fees related to the settlement of the FMU-143 program litigation
matters in 2011. These increases totaled $34.9 million.

Offsetting these increases were lower commercial sales of the JPF fuze to foreign militaries, a lower gross profit on
our legacy fuze programs, lower shipments on our Sikorsky BLACK HAWK programs, lower volume of work on our
unmanned K-MAX® aircraft system, a lower volume of work on our helicopter aftermarket programs and a write-off
of $3.3 million related to the settlement of a program related matter. These decreases totaled $25.5 million.
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Long-Term Contracts

For long-term aerospace contracts, we generally recognize sales and income based on the percentage-of-completion
method of accounting, which allows for recognition of revenue as work on a contract progresses. We recognize sales
and profit based on either (1) the cost-to-cost method, in which sales and profit are recorded based upon the ratio of
costs incurred to estimated total costs to complete the contract, or (2) the units-of-delivery method, in which sales are
recognized as deliveries are made and cost of sales is computed on the basis of the estimated ratio of total contract
cost to total contract sales.

Revenue and cost estimates for all significant long-term contracts for which revenue is recognized using the
percentage-of-completion method of accounting are reviewed and reassessed quarterly. Based upon these reviews, we
record the effects of adjustments in profit estimates each period. If at any time management determines that in the case
of a particular contract total costs will exceed total contract revenue, we record a provision for the entire anticipated
contract loss at that time. The net decrease in our operating income from changes in contract estimates totaled $3.0
million for the year ended December 31, 2013, $4.7 million for the year ended December 31, 2012, and $2.7 million
for the year ended December 31, 2011. These decreases were primarily driven by cost growth on aerostructure
assemblies. Additionally, in 2012 and 2011 we experienced cost growth on our JPF program.

Backlog
2013 2012 2011
In thousands
Backlog $601,954 $531,923 $531,920

The backlog balance increased from 2012 to 2013, primarily due to the $120.6 million contract for the sale of ten
SH-2G(I) aircraft, spare parts, a full mission flight simulator, and related logistics support to the New Zealand
Ministry of Defence and an increase of $34 million related to our USG JPF program. These increases were primarily
offset by deliveries of bearing products and fuzes under our JPF program.

The backlog balance remained consistent from 2011 to 2012; however, the composition of backlog changed. Backlog
related to our JPF program decreased by $59.4 million, which was in large part offset by a $31.3 million increase in
our UH-60 backlog and a $14.8 million increase in backlog for our commercial composites programs.

Major Programs/Product Lines
Defense Markets
A-10

The segment has contracted with Boeing to produce the wing control surfaces (inboard and outboard flaps, slats and
deceleron assemblies) for the U.S. Air Force’s A-10 fleet. This contract has a potential value of over $110.0 million;
however, annual quantities will vary, as they are dependent upon the or