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Unless otherwise indicated, references in this Form 10-K to “Colfax”, “the Company”, “we”, “our” and “us” refer to Colfax
Corporation and its subsidiaries.

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

Some of the statements contained in this Annual Report that are not historical facts are forward-looking statements
within the meaning of Section 21E of the Securities Exchange Act of 1934 (the “Exchange Act”). We intend such
forward-looking statements to be covered by the safe harbor provisions for forward-looking statements contained in
Section 21E of the Exchange Act. Readers are cautioned not to place undue reliance on these forward-looking
statements, which speak only as of the date this Annual Report is filed with the SEC. All statements other than
statements of historical fact are statements that could be deemed forward-looking statements, including statements
regarding: projections of revenue, profit margins, expenses, tax provisions and tax rates, earnings or losses from
operations, impact of foreign exchange rates, cash flows, pension and benefit obligations and funding requirements,
synergies or other financial items; plans, strategies and objectives of management for future operations including
statements relating to potential acquisitions, compensation plans or purchase commitments; developments,
performance or industry or market rankings relating to products or services; future economic conditions or
performance; the outcome of outstanding claims or legal proceedings including asbestos-related liabilities and
insurance coverage litigation; potential gains and recoveries of costs; assumptions underlying any of the foregoing;
and any other statements that address activities, events or developments that we intend, expect, project, believe or
anticipate will or may occur in the future. Forward-looking statements may be characterized by terminology such as
“believe,” “anticipate,” “should,” “would,” “intend,” “plan,” “will,” “expect,” “estimate,” “project,” “positioned,” “strategy,” and similar
expressions. These statements are based on assumptions and assessments made by our management in light of their
experience and perception of historical trends, current conditions, expected future developments and other factors we
believe to be appropriate. These forward-looking statements are subject to a number of risks and uncertainties,
including but not limited to the following:

• risks associated with our international operations;

• significant movements in foreign currency exchange rates;

• changes in the general economy, as well as the cyclical nature of our markets;

• our ability to accurately estimate the cost of or realize savings from our restructuring programs;

• availability and cost of raw materials, parts and components used in our products;

• the competitive environment in our industry;

• our ability to identify, finance, acquire and successfully integrate attractive acquisition targets;

• the amount of and our ability to estimate our asbestos-related liabilities;

• material disruption at any of our significant manufacturing facilities;

• the solvency of our insurers and the likelihood of their payment for asbestos-related costs;

• our ability to manage and grow our business and execution of our business and growth strategies;

• our recent substantial leadership turnover and realignment;
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• our ability and the ability of customers to access required capital at a reasonable cost;

• our ability to expand our business in our targeted markets;

• our ability to cross-sell our product portfolio to existing customers;

• the level of capital investment and expenditures by our customers in our strategic markets;

1
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• our financial performance;

•our ability to identify, address and remediate any material weakness in our internal control over financial reporting;
and

• others risks and factors, listed in Item 1A. Risk Factors in Part I of this Form 10-K.

Any such forward-looking statements are not guarantees of future performance and actual results, developments and
business decisions may differ materially from those envisaged by such forward-looking statements. These
forward-looking statements speak only as of the date this Annual Report is filed with the SEC. We do not assume any
obligation and do not intend to update any forward-looking statement except as required by law. See Item IA. Risk
Factors in Part I of this Form 10-K for a further discussion regarding some of the reasons that actual results may be
materially different from those that we anticipate.

PART I

ITEM 1. BUSINESS

General

Colfax Corporation is a global supplier of a broad range of fluid handling products, including pumps, fluid handling
systems and controls, and specialty valves. We believe that we are a leading manufacturer of rotary positive
displacement pumps, which include screw pumps, gear pumps and progressive cavity pumps. We design and engineer
our products to high quality and reliability standards for use in critical fluid handling applications where performance
is paramount. We also offer customized fluid handling solutions to meet individual customer needs based on our
in-depth technical knowledge of the applications in which our products are used. 

Our products are marketed principally under the Allweiler, Baric, Fairmount, Houttuin, Imo, LSC, Portland Valve,
Tushaco, Warren and Zenith brand names. We believe that our brands are widely known and have a premium position
in our industry. Allweiler, Houttuin, Imo and Warren are among the oldest and most recognized brands in the markets
in which we participate, with Allweiler dating back to 1860.  We have a global manufacturing footprint, with
production facilities in Europe, North America and Asia, as well as worldwide sales and distribution channels.

We employ a comprehensive set of tools that we refer to as the Colfax Business System, or CBS. CBS is a disciplined
strategic planning and execution methodology designed to achieve excellence and world-class financial performance
in all aspects of our business by focusing on the Voice of the Customer and continuously improving quality, delivery
and cost.  Modeled on the Danaher Business System, CBS focuses on conducting root-cause analysis, developing
process improvements and implementing sustainable systems. Our approach addresses the entire business, not just
manufacturing operations.

We currently serve markets that have a need for highly engineered, critical fluid handling solutions and are global in
scope. Our strategic markets include:

Strategic Markets Applications                                                
Commercial Marine Fuel oil transfer; lubrication; water and wastewater handling; cargo

handling

Oil and Gas Crude oil gathering; pipeline services; unloading and loading; rotating
equipment lubrication; lube oil purification
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Power Generation Fuel unloading, transfer, burner and injection; rotating equipment
lubrication

Global Defense Fuel oil transfer; oil transport; water and wastewater handling;
firefighting; fluid control

General Industrial Machinery lubrication; hydraulic elevators; chemical processing; pulp
and paper processing; food and beverage processing; distribution

We serve a global customer base across multiple markets through a combination of direct sales and marketing
associates and third-party distribution channels.  Our customer base is highly diversified and includes commercial,
industrial and government customers such as Alfa Laval Group, General Dynamics Corporation, Siemens AG, the
U.S. Navy and various sovereign navies around the world. Our business is not dependent on any single customer or a
few customers.  In 2010, no single customer represented more than 6% of sales.

2
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Our business began with an initial investment by our founders in 1995 with the intention to acquire, manage and
create a world-class industrial manufacturing company. We seek to acquire businesses with leading market positions
and brands that exhibit strong cash flow generation potential. With our management expertise and the introduction of
CBS into our acquired businesses, we pursue growth in revenues, improvements in operating margins and increasing
cash flow.

Since our platform acquisitions of Imo and Allweiler in 1997 and 1998, respectively, we have completed additional
acquisitions that have broadened our fluid handling product portfolio and geographic footprint.  A summary of recent
acquisition activity follows:

•In January 2007, we acquired LSC, a manufacturer of fluid handling systems. LSC designs, manufactures, installs
and maintains oil mist lubrication and oil purification systems in refineries, petrochemical plants and other
processing facilities.

•In November 2007, we acquired Fairmount, an original equipment manufacturer of mission critical programmable
automation controllers in fluid handling applications primarily for the U.S. Navy.

• In August 2009, we acquired PD-Technik, a provider of marine aftermarket related products and services.

•In August 2010, we acquired Baric Group, a premier supplier of engineered fluid handling systems primarily for the
oil and gas market.

In addition to our acquisitions, in 2005 we opened a green-field production facility in Wuxi, China to manufacture and
assemble complete products and systems for our customers in China and other Asian markets and to supply low cost
components and parts for our existing operations.

Our Industry

Based on industry data supplied by The Freedonia Group and European Industrial Forecasting, we estimate the
worldwide fluid handling market, which we define as industrial pumps, valves, and gaskets and seals, to have been
$130 billion in 2009. Within this market, we primarily compete in the estimated $5 billion global rotary positive
displacement pump market, a sub-section of the estimated $14 billion positive displacement pump market. We are
also a competitor in the estimated $28 billion centrifugal pump market and the estimated $50 billion valve market.

We believe that there are over 9,000 companies competing in the worldwide fluid handling industry. The fluid
handling industry’s customer base is broadly diversified across many sectors of the economy, and we believe
customers place a premium on quality, reliability, availability, design and application engineering support. Because
products in the fluid handling industry often are used as components in critical applications, we believe the most
successful industry participants are those that have the technical capabilities to meet customer specifications, offer
products with reputations for quality and reliability, and can provide timely delivery and strong aftermarket support.

Competitive Strengths

Strong Market Positions, Broad Product Portfolio and Leading Brands.   We believe that we are a leading
manufacturer of rotary positive displacement pumps, which include screw pumps, gear pumps and progressive cavity
pumps. We offer a broad portfolio of fluid handling products that fulfill critical needs of customers across numerous
industries. Our brands are among the oldest and most recognized in the markets in which we participate.

Edgar Filing: Colfax CORP - Form 10-K

8



Strong Application Expertise.   We believe that our reputation for quality and technical expertise positions us as a
premium supplier of fluid handling products. With 150 years of experience, we have significant expertise in designing
and manufacturing fluid handling products that are used in critical applications, such as lubricating power generation
turbines, transporting crude oil through pipelines, and transferring heavy fuel oil in commercial marine vessels.

3
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Extensive Global Sales, Distribution and Manufacturing Network.   We sell our products through more than 400 direct
sales, customer service and marketing associates and approximately 185 authorized distributors in more than 95
countries. We believe that our global reach within the highly fragmented, worldwide fluid handling industry provides
us with an ability to better serve our customers. Our European, North American and Asian manufacturing capabilities
provide us with the ability to optimize material sourcing, transportation and production costs and reduce foreign
currency risk.

We Use CBS to Continuously Improve Our Business.   CBS is our business system designed to encourage a culture of
continuous improvement in all aspects of our operations and strategic planning. Modeled on the Danaher Business
System, CBS focuses on conducting root-cause analysis, developing process improvements and implementing
sustainable systems. Our approach addresses the entire business, not just manufacturing operations.

Large Installed Base Generating Aftermarket Sales and Service.   With a history dating back to 1860, we have a
significant installed base across numerous industries. Because of the critical applications in which our products are
used and the high quality and reliability of our products, we believe there is a tendency to replace “like for like”
products. This tendency leads to significant aftermarket demand for replacement products as well as for spare parts
and service. In the year ended December 31, 2010, approximately 24% of our revenues were derived from aftermarket
sales and services.

Broad and Diverse Customer Base.   Our customer base spans numerous industries and is geographically diverse.
Approximately 75% of our sales in 2010 were delivered to customers outside of the U.S. In addition, no single
customer represented more than 6% of our sales during this period.

Leadership Team with Focus on CBS and Experience in Integrating Acquisitions.   We are led by a senior leadership
team with experience in the application of CBS methodology to all aspects of industrial manufacturing operations. We
believe that we have extensive experience in acquiring and effectively integrating attractive acquisition targets.

Growth Strategy

We intend to continue to increase our sales, expand our geographic reach, broaden our product offerings, and improve
our profitability through the following strategies:

ŸApply CBS to Drive Profitable Sales Growth and Increase Shareholder Value.    The core element of our operating
philosophy is CBS. CBS focuses our organization on continuous improvement and performance goals by
empowering our associates to develop innovative strategies to meet customer needs. Rather than a static process,
CBS continues to evolve as we benchmark ourselves against best-in-class industrial companies.

Beyond the traditional application of cost control, overhead rationalization, global process optimization, and
implementation of lean manufacturing techniques, we utilize CBS to identify strategic opportunities to enhance future
sales growth. The foremost principle of CBS is the Voice of the Customer, which drives our activities to continuously
improve customer service, product quality, delivery and cost. The Voice of the Customer is instrumental in the
development of differentiated products, services and solutions by utilizing a formal interview process with the end
users of our products to identify “pain points” or customer needs. By engaging end users in the discussion, rather than
solely relying on salespeople or channel partners for anecdotal input, we see the real issues and opportunities. We then
prioritize these opportunities with the intention of implementing novel or breakthrough ideas that uniquely solve
end-user needs. As we continue to apply the methodology of CBS to our existing business as well as to future
acquisitions, we believe that we will be able to continue to introduce differentiated products and solutions, improve
operating margins and increase the asset utilization of our businesses. As a result, we believe we can create profitable
sales growth, generate excess cash flow to fund future acquisitions and increase shareholder value.
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ŸExecute Market Focused Strategies.    We have aligned our marketing and sales organization into market focused
teams designed to coordinate global activity around five strategic markets: commercial marine, oil and gas, power
generation, global defense and general industrial. These markets have a need for highly engineered, critical fluid
handling solutions and are attractive due to their ongoing capital expenditure requirements, long term growth rates
and global nature. We intend to continue to use our application expertise, highly engineered and specialized products,
broad product portfolio and recognized product brands to generate high margin incremental revenue.
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Commercial Marine— We provide complete fluid handling packages to shipbuilders throughout the world primarily for
use in engine room applications. Our products are widely recognized for their superior reliability and lower total cost
of ownership. The increased rate of commercial marine vessel construction in recent years has expanded our installed
base of fluid handling products and has generated increased aftermarket revenues. In addition to supplying our
products for new vessels, we intend to continue to grow our aftermarket sales and services by optimizing our channels
to improve market coverage. We are also addressing changing environmental requirements with our products. We also
intend to continue to expand our global reach by utilizing our Chinese operations to offer locally manufactured
products, to reduce production costs and to provide local customer service and support for the Asia Pacific region, an
area where the majority of the commercial marine vessels are constructed.

Oil and Gas— We provide a broad portfolio of fluid handling products for many oil and gas applications around the
world. In particular, we have a strong presence in oil field tank farms, pipelines and refineries and also in Floating
Production Storage and Offloading (FPSO) installations. We intend to continue to execute our strategy in the global
crude oil transport market by targeting applications where our products can replace less efficient fluid handling
alternatives. We also intend to leverage our position as a leading supplier of 2-screw pumps by developing complex
turnkey systems to capture the growing need for fluid handling solutions that can undertake the difficult task of
handling varying mixtures of heavy crude oil, natural gas and water at the same time. Additionally, we expect to
continue to broaden our presence within the refinery market through our acquisition of Baric Group. We are also
adding resources to the growing oil and gas markets around the world, including Asia, the Middle East and developing
nations.

Power Generation— We provide fluid handling products used in critical lubrication and fuel injection services for fossil
fuel, hydro and nuclear power plants around the world. We believe that we have in-depth knowledge of fuel injection
and lubrication applications, strong product brand names and a reputation for reliability in the power generation
industry. Within this market we intend to continue our growth as a provider of turnkey systems by utilizing our
expertise in power generation applications to develop innovative solutions. We also plan to continue to leverage our
global presence to strengthen our relationships with large original equipment manufacturers of power generation
equipment to establish us as a critical supplier.

Global Defense— For over 90 years we have supplied our specialty centrifugal and screw pumps to sovereign navies
around the world, including the U.S. Navy and most of the major navies in Europe. With the acquisitions of Portland
Valve and Fairmount, we broadened our offering to include specialty valves and advanced control systems,
respectively. We intend to continue to design, manufacture and sell high value fluid handling systems in order to meet
the evolving requirements and standards of the navies around the world. Our engineers are also working with the U.S.
Navy to incorporate electronics and advanced control algorithms into our products. We are also focused on expanding
our repair and service capabilities as work is outsourced to private shipyards. As part of this strategy, we have
established a waterfront repair and service facility in San Diego, California to complement our Portland, Maine
facility in order to provide more responsive aftermarket support to the U.S. Navy.

General Industrial— We provide fluid handling solutions for a broad array of general industrial applications, including
machinery lubrication, commercial construction, chemical processing, pulp and paper processing and food and
beverage processing, among others. We intend to continue to apply our application and engineering expertise to
supply our customers with a portfolio of products that can solve their most critical fluid handling needs. We also
intend to continue to expand our presence in the general industrial market by targeting new applications for our
existing products, deploying regionally focused strategies and leveraging our global presence and sales channels to
sell our solutions worldwide.

Ÿ Target Faster Growing Regions by Leveraging Our Global Manufacturing, Sales and Distribution
Network.   We intend to continue to leverage our strong global presence and worldwide network of
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distributors to capitalize on growth opportunities by selling regionally developed and marketed products
and solutions throughout the world. As our customers have become increasingly global in scope, we have
likewise increased our global reach to serve our customers by maintaining a local presence in numerous
markets and investing in sales, marketing and manufacturing capabilities globally.
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ŸDevelop Differentiated Products, Applications and Technologies.   We will continue to engineer our key products to
meet the needs of new and existing customers and also to improve our existing product offerings to strengthen our
market position. We plan to continue to develop technological, or “SMART,” solutions, which incorporate advanced
electronics, sensors and controls, through the use of our Voice of the Customer process to solve specific customer
needs. We believe our SMART solutions will reduce our customers’ total cost of ownership by providing real-time
diagnostic capabilities to minimize downtime, increase operational efficiency and avoid unnecessary costs. We also
intend to leverage Fairmount’s portfolio of advanced controls into our broader industrial offerings to develop
innovative SMART fluid handling solutions.

ŸGrow Our Offerings of Systems and Solutions.   We will continue to provide high value added fluid handling
solutions by utilizing our engineering and application expertise along with our brand recognition and sales channels
to drive incremental revenue. We intend to establish regional system manufacturing capabilities to address our
customers’ desire to purchase turnkey modules and their preference for outsourced assembly.

ŸContinue to Pursue Strategic Acquisitions that Complement our Platform.   We believe that the fragmented nature of
the fluid handling industry presents substantial consolidation and growth opportunities for companies with access to
capital and the management expertise to execute a disciplined acquisition and integration program. We have
successfully applied this strategy since our inception and plan to continue to seek companies that:

Ÿenhance our position in our strategic markets;

Ÿ have recognized, leading brands and strong industry positions;

Ÿ present opportunities to expand our product lines and services;

Ÿ have a reputation for high quality products;

Ÿ will broaden our global manufacturing footprint;

Ÿ complement or augment our existing worldwide sales and distribution networks; or

Ÿpresent opportunities to provide operational synergies and improve the combined business operations by
implementing CBS.

Our acquisition strategy considers a broad range of industrial businesses, including businesses in or complementary to
our existing business, as well as industrial businesses not associated with fluid handling.  It is likely that our
acquisition efforts will focus on similar or complementary businesses in the near term.

Products

We design, manufacture and distribute fluid handling products that transfer or control liquids in a variety of
applications. We also sell replacement parts and perform repair services for our manufactured products.

Our primary products, brands and their end uses include:

Fluid Handling
Products

Primary Brands Primary End Uses

Pumps Allweiler, Houttuin,
Imo, Warren, Tushaco

Commercial marine, oil and gas,
machinery lubrication, power generation,
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and Zenith defense, chemical and commercial
construction

Fluid Handling
Systems

Allweiler, Baric,
Fairmount, Houttuin,
Imo, LSC and Warren

Commercial marine, oil and gas, power
generation and defense

Specialty Valves Portland Valve Global defense

6
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Pumps

Rotary Positive Displacement Pumps —We believe that we are a leading manufacturer of rotary positive displacement
pumps with a broad product portfolio and globally recognized brands. Rotary positive displacement pumps consist of
a casing containing screws, gears, vanes or similar components that are actuated by the relative rotation of that
component to the casing, which results in the physical movement of the liquid from the inlet to the discharge at a
constant rate. Positive displacement pumps generally offer precise, quiet and highly efficient transport of viscous
fluids.  The U.S. Hydraulic Institute accredits 11 basic types of rotary positive displacement pumps, of which we
manufacture five (3-screw, 2-screw, progressive cavity, gear and peristaltic).

Specialty Centrifugal Pumps— Centrifugal pumps use the kinetic energy imparted by rotating an impeller inside a
configured casing to create pressure. While traditionally used to transport large quantities of thin liquids, our
centrifugal pumps use specialty designs and materials to offer customers high quality, reliability and customized
solutions for a wide range of viscosities, temperatures and applications. We position our specialty centrifugal pumps
for applications where customers clearly recognize our brand value or in markets where centrifugal and rotary pumps
are complimentary.

Fluid Handling Systems

We manufacture complete fluid handling systems used primarily in the oil and gas, power generation, commercial
marine and global defense markets. We offer turnkey systems and support, including design, manufacture, installation,
commission and service. Our systems include:

Ÿ lubrication systems, which are used in rotating equipment in oil refineries and other process industries;

Ÿ custom designed packages used in crude oil pipeline applications;

Ÿ lubrication and fuel forwarding systems used in power generation turbines;

Ÿ complete packages for commercial marine engine rooms; and

Ÿ fire suppression systems for navy applications.

Specialty Valves

Our specialty valves are used primarily in naval applications. Our valve business has specialized machining, welding
and fabrication capabilities that enable it to serve as a supplier to the U.S. Navy. In addition to designing and
manufacturing valves, we also offer repair and retrofit services for products manufactured by other valve suppliers
through our aftermarket support centers located in Portland, Maine and San Diego, California.

Manufacturing

We manufacture and assemble our products at 14 locations in Europe, North America and Asia. This global
manufacturing reach enables us to serve our customers wherever they choose to do business.  Each of our
manufacturing sites offers machining, fabrication and assembly capabilities that gives us the flexibility to source some
of our products from multiple facilities. Our manufacturing facilities also benefit from the use of shared technology
and collaboration across production lines, enabling us to increase operational efficiencies through the use of common
suppliers and the duplication of production processes.
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Competition

Our products and services are marketed on a worldwide basis. We believe that the principal elements of competition
in our markets are:

Ÿ the ability to meet customer specifications;

Ÿ application expertise and design and engineering capabilities;

Ÿ product quality and brand name;

Ÿ timeliness of delivery;

Ÿ price; and
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Ÿ quality of aftermarket sales and support.

The markets we serve are highly fragmented and competitive. Because we compete in selected niches of the fluid
handling industry, there is not any single company that competes directly with us across all of our markets. As a
result, we have many different competitors in each of our strategic markets. In the commercial marine market, we
compete primarily with Naniwa Pump Manufacturing Co., Ltd., Shinko Industries, Ltd., Shin Shin Machinery Group
Co., Ltd. and Taiko Kikai Industries Co., Ltd. In the oil and gas market, we compete primarily with Joh. Heinr.
Bornemann GmbH and Leistritz Pumpen GmbH. In the power generation market, we compete primarily with Buffalo
Pumps, a subsidiary of Ampco-Pittsburgh Corporation. In the global defense market, we compete primarily with
Buffalo Pumps, Carver Pump Company, Curtiss-Wright Corporation and Tyco International, Inc.

Research and Development

We closely integrate research and development with marketing, manufacturing and product engineering in meeting the
needs of our customers. Our business product engineering teams are continuously enhancing our existing products and
developing new product applications for our growing base of customers that require custom solutions. We believe
these capabilities provide a significant competitive advantage in the development of high quality fluid handling
systems. Our product engineering teams focus on:

Ÿ lowering the cost of manufacturing our existing products;

Ÿ redesigning existing product lines to increase their efficiency or enhance their performance; and

Ÿ developing new product applications.

Expenditures for research and development for the years ended December 31, 2010, 2009 and 2008 were $6.2 million,
$5.9 million and $5.9 million, respectively.

Intellectual Property

We rely on a combination of intellectual property rights, including patents, trademarks, copyrights, trade secrets and
contractual provisions to protect our intellectual property. Although we highlight recent additions to our patent
portfolio as part of our marketing efforts, we do not consider any one patent or trademark or any group thereof
essential to our business as a whole or to any of our business operations. We also rely on proprietary product
knowledge and manufacturing processes in our operations.

International Operations

Our products and services are available worldwide. We believe this geographic diversity allows us to draw on the
skills of a worldwide workforce, provides stability to our operations, allows us to drive economies of scale, provides
revenue streams that may offset economic trends in individual economies, and offers us an opportunity to access new
markets for products.  In addition, we believe that future growth is dependent in part on our ability to develop
products and sales models that target developing countries.  Our principal markets outside the United States are in
Europe, Asia, the Middle East and South America.

The manner in which our products and services are sold differs by region. Most of our sales in non-U.S. markets are
made by subsidiaries located outside the United States, though we also sell into non-U.S. markets through various
representatives and distributors and directly from the U.S. In countries with low sales volumes, we generally sell
through representatives and distributors.
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Financial information about our international operations is contained in Note 17 of the Consolidated Financial
Statements included in Item 8. Financial Statements and Supplementary Data, and information about the possible
effects of foreign currency fluctuations on our business is set forth in Item 7. Management's Discussion and Analysis
of Financial Condition and Results of Operations. For a discussion of risks related to our non-U.S. operations and
foreign currency exchange, please refer to Item 1A. Risk Factors.

Raw Materials and Backlog

We obtain raw materials, component parts and supplies from a variety of sources, generally each from more than one
supplier. Our principal raw materials are metals, castings, motors, seals and bearings. Our suppliers and sources of
raw materials are based in the United States and other countries. We believe that our sources of raw materials are
adequate for our needs for the foreseeable future and the loss of any one supplier would not have a material adverse
effect on our business or results of operations.
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Manufacturing turnaround time is generally sufficiently short to allow us to manufacture to order for most of our
products, which helps to limit inventory levels. Backlog generally is a function of requested customer delivery dates
and may range from days to several years.  Backlog of orders as of December 31, 2010 was $313.5 million, compared
with $290.9 million as of December 31, 2009.  We expect to ship approximately 70% of our December 31, 2010
backlog during 2011; however, orders are subject to postponement or cancellation.

Seasonality

Our fluid handling business is seasonal. As our customers seek to fully utilize capital spending budgets before the end
of the year, historically our shipments have peaked during the fourth quarter. Also, our European operations typically
experience a slowdown during the July and August holiday season.

Working Capital

We maintain an adequate level of working capital to support our business needs.  There are no unusual industry
practices or requirements related to working capital items.

Associates

The following table presents our worldwide associate base as of the periods indicated:

Year ended December 31,
2010 2009 2008

North America 638 598 739
Europe 1,260 1,189 1,276
Asia and Middle East 262 254 299

Total 2,160 2,041 2,314

There are 39 associates in the United States covered by a collective bargaining agreement with the International Union
of Electronic, Electrical, Salaried, Machine and Furniture Workers-Communications Workers of America
(IUE-CWA). The contract with the union expires December 4, 2011 and provides for wage increases ranging from
3.5% to a maximum of 3.8% per year.  In addition, approximately 49% of our associates are represented by foreign
trade unions, by law, in Germany, Sweden and the Netherlands, which subjects us to arrangements very similar to
collective bargaining agreements. We have not experienced any work stoppages or strikes that have had a material
adverse impact on operations. We consider our relations with our associates to be good.

Government Contracts

Sales to U.S. government defense agencies and government contractors constituted approximately 10% of our revenue
in 2010. We are subject to business and cost accounting regulations associated with our U.S. government defense
contracts. Violations can result in civil, criminal or administrative proceedings involving fines, compensatory and
treble damages, restitution, forfeitures, and suspension or debarment from U.S. government defense contracts.

Company Information and Access to SEC Reports

We were organized as a Delaware corporation in 1998.  Our principal executive offices are located at 8170 Maple
Lawn Boulevard, Suite 180, Fulton, MD 20759, and our main telephone number at that address is (301)
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323-9000.  Our corporate website address is www.colfaxcorp.com.

We make available, free of charge through our website, our annual report on Form 10-K, quarterly reports on Form
10-Q, current reports on Form 8-K and any amendments to those reports as soon as practicable after filing or
furnishing the material to the SEC. You may also request a copy of these filings, at no cost, by writing or telephoning
us at: Investor Relations, Colfax Corporation, 8170 Maple Lawn Boulevard, Suite 180, Fulton, MD 20759, telephone
(301) 323-9000. Information contained on our website is not incorporated by reference in this report.
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ITEM 1A. RISK FACTORS

An investment in our common stock involves a high degree of risk. You should carefully consider the risks and
uncertainties described below, together with the information included elsewhere in this Annual Report on Form 10-K
and other documents we file with the SEC. If any of the following risks actually occur, our business, financial
condition or operating results could suffer. As a result, the trading price of our common stock could decline and you
could lose all or part of your investment in our common stock. The risks and uncertainties described below are those
that we have identified as material, but are not the only risks and uncertainties facing us and we caution that this list of
risk factors may not be exhaustive. Our business is also subject to general risks and uncertainties that affect many
other companies, such as overall U.S. and non-U.S. economic and industry conditions, a global economic slowdown,
geopolitical events, changes in laws or accounting rules, fluctuations in interest rates, terrorism, international conflicts,
natural disasters or other disruptions of expected economic or business conditions. We operate in a continually
changing business environment, and new risk factors emerge from time to time which we cannot predict. Additional
risks and uncertainties not currently known to us or that we currently believe are immaterial also may impair our
business, including our results of operations, liquidity and financial condition.

Risks Related to Our Business

Changes in the general economy and the cyclical nature of our markets could harm our operations and financial
performance.

Our financial performance depends, in large part, on conditions in the markets we serve and on the general condition
of the global economy. Any sustained weakness in demand, downturn or uncertainty in the global economy could
reduce our sales and profitability, and result in restructuring efforts. Restructuring efforts are inherently risky and we
may not be able to predict the cost and timing of such actions accurately or properly estimate the impact on demand, if
any.  We also may not be able to realize the anticipated savings we expected from restructuring activities.  In addition,
our products are sold in many industries, some of which are cyclical and may experience periodic downturns. Cyclical
weakness in the industries we serve could lead to reduced demand for our products and affect our profitability and
financial performance.  In 2010 the effects of the global economic slowdown started to recede in some markets but we
still see sluggish demand and less than robust growth in certain areas.

We believe that many of our customers and suppliers are reliant on liquidity from global credit markets and in some
cases, require external financing to purchase products or finance operations. Lack of liquidity or inability to access the
credit markets by our customers could impact our ability to collect amounts owed to us. Further, lack of liquidity by
financial institutions could impact our ability to fully access our existing credit facility.

The majority of our sales are derived from international operations. We are subject to specific risks associated with
international operations.

In the year ended December 31, 2010, we derived approximately 66% of our sales from operations outside of the U.S.
and have manufacturing facilities in eight countries. Sales from international operations, export sales and the use of
manufacturing facilities outside of the U.S. are subject to risks inherent in doing business outside the U.S. These risks
include:

Ÿ economic instability;

Ÿ partial or total expropriation of our international assets;

Ÿ trade protection measures, including tariffs or import-export restrictions;
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Ÿ currency exchange rate fluctuations and restrictions on currency repatriation;

Ÿ significant adverse changes in taxation policies or other laws or regulations; and

Ÿ the disruption of operations from political disturbances, terrorist activities, insurrection or war.

10

Edgar Filing: Colfax CORP - Form 10-K

23



Significant movements in foreign currency exchange rates may harm our financial results.

We are exposed to fluctuations in currency exchange rates. In the year ended December 31, 2010, approximately 66%
of our sales were derived from operations outside the U.S.  A significant portion of our revenues and income are
denominated in Euros, Swedish Kronor and Norwegian Kroner. Consequently, depreciation of the Euro, Krona or
Krone against the U.S. dollar has a negative impact on the income from operations of our European operations. Large
fluctuations in the rate of exchange between the Euro, the Krona, the Krone and the U.S. dollar could have a material
adverse effect on our results of operations and financial condition.

In addition, we do not engage to a material extent in hedging activities intended to offset the risk of exchange rate
fluctuations. Any significant change in the value of the currencies of the countries in which we do business against the
U.S. dollar could affect our ability to sell products competitively and control our cost structure, which, in turn, could
adversely affect our results of operations and financial condition.

We are dependent on the availability of raw materials, as well as parts and components used in our products.

While we manufacture many of the parts and components used in our products, we require substantial amounts of raw
materials and purchase parts and components from suppliers. The availability and prices for raw materials, parts and
components may be subject to curtailment or change due to, among other things, suppliers’ allocations to other
purchasers, interruptions in production by suppliers, changes in exchange rates and prevailing price levels. Any
significant change in the supply of, or price for, these raw materials or parts and components could materially affect
our business, financial condition, results of operations and cash flow. In addition, delays in delivery of components or
raw materials by our suppliers could cause delays in our delivery of products to our customers.

The markets we serve are highly competitive and some of our competitors may have resources superior to ours.
Responding to this competition could reduce our sales and operating margins.

We sell most of our products in highly fragmented and competitive markets. We believe that the principal elements of
competition in our markets are:

Ÿ the ability to meet customer specifications;

Ÿ application expertise and design and engineering capabilities;

Ÿ product quality and brand name;

Ÿ timeliness of delivery;

Ÿ price; and

Ÿ quality of aftermarket sales and support.

In order to maintain and enhance our competitive position, we intend to continue our investment in manufacturing
quality, marketing, customer service and support, and distribution networks. We may not have sufficient resources to
continue to make these investments and we may not be able to maintain our competitive position. Our competitors
may develop products that are superior to our products, develop methods of more efficiently and effectively providing
products and services, or adapt more quickly than we do to new technologies or evolving customer requirements.
Some of our competitors may have greater financial, marketing and research and development resources than we have.
As a result, those competitors may be better able to withstand the effects of periodic economic downturns. In addition,
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pricing pressures could cause us to lower the prices of some of our products to stay competitive. We may not be able
to compete successfully with our existing competitors or with new competitors. If we fail to compete successfully, the
failure may have a material adverse effect on our business and results of operations.

Acquisitions have formed a significant part of our growth strategy in the past and are expected to continue to do so. If
we are unable to identify suitable acquisition candidates or successfully integrate the businesses we acquire or realize
the intended benefits, our growth strategy may not succeed. Acquisitions involve numerous risks, including risks
related to integration and undisclosed or underestimated liabilities.

Historically, our business strategy has relied on acquisitions. We expect to derive a significant portion of our growth
by acquiring businesses and integrating those businesses into our existing operations. We intend to seek acquisition
opportunities both to expand into new markets and to enhance our position in our existing markets. However, our
ability to do so will depend on a number of steps, including our ability to:
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Ÿ identify suitable acquisition candidates;

Ÿ negotiate appropriate acquisition terms;

Ÿ obtain debt or equity financing that we may need to complete proposed acquisitions;

Ÿ complete the proposed acquisitions; and

Ÿ integrate the acquired business into our existing operations.

If we fail to achieve any of these steps, our growth strategy may not be successful.

In addition, acquisitions involve numerous risks, including difficulties in the assimilation of the operations,
technologies, services and products of the acquired company, the potential loss of key employees of the acquired
company and the diversion of our management’s attention from other business concerns. This is the case particularly in
the fiscal quarters immediately following the completion of an acquisition because the operations of the acquired
business are integrated into the acquiring businesses’ operations during this period. We cannot be sure that we will
accurately anticipate all of the changing demands that any future acquisition may impose on our management, our
operational and management information systems and our financial systems.

We may underestimate or fail to discover liabilities relating to a future acquisition during the due diligence
investigation and we, as the successor owner, might be responsible for those liabilities. For example, two of our
acquired subsidiaries are each one of many defendants in a large number of lawsuits that claim personal injury as a
result of exposure to asbestos from products manufactured with components that are alleged to have contained
asbestos. Although our due diligence investigations in connection with these acquisitions uncovered the existence of
potential asbestos-related liabilities, the scope of such liabilities were greater than we had originally estimated.
Although we seek to minimize the impact of underestimated or potential undiscovered liabilities by structuring
acquisitions to minimize liabilities and obtaining indemnities and warranties from the selling party, these methods
may not fully protect us from the impact of undiscovered liabilities. Indemnities or warranties are often limited in
scope, amount or duration, and may not fully cover the liabilities for which they were intended. The liabilities that are
not covered by the limited indemnities or warranties could have a material adverse effect on our business and financial
condition.

We may require additional capital to finance our operating needs and to finance our growth. If the terms on which the
additional capital is available are unsatisfactory, if the additional capital is not available at all or we are not able to
fully access our existing credit facility, we may not be able to pursue our growth strategy.

Our growth strategy will require additional capital investment to complete acquisitions, integrate the completed
acquisitions into our existing operations, and to expand into new markets.

We intend to pay for future acquisitions using  cash, capital stock, notes, assumption of indebtedness or any
combination of the foregoing. To the extent that we do not generate sufficient cash internally to provide the capital we
require to fund our growth strategy and future operations, we will require additional debt or equity financing. We
cannot be sure that this additional financing will be available or, if available, will be on terms acceptable to us.
Further, high volatility in the equity markets and in our stock price may make it difficult for us to access the equity
markets for additional capital at attractive prices, if at all. If we are unable to obtain sufficient additional capital in the
future, it may limit our ability to implement fully our business strategy.  Even if future debt financing is available, it
may result in (1) increased interest expense, (2) increased term loan payments, (3) increased leverage, and
(4) decreased income available to fund further acquisitions and expansion. It may also limit our ability to withstand
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competitive pressures and make us more vulnerable to economic downturns. If future equity financing is available,
issuances of our equity securities may dilute our existing stockholders.

In addition, our credit facility agreement includes restrictive covenants which could limit our financial flexibility.  If
we do not maintain compliance with these covenants, our creditors could declare a default.  Our ability to comply with
the provisions of our indebtedness may be affected by changes in economic or business conditions beyond our control.
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A material disruption at any of our manufacturing facilities could adversely affect our ability to generate sales and
meet customer demand.

If operations at our manufacturing facilities were to be disrupted as a result of significant equipment failures, natural
disasters, power outages, fires, explosions, terrorism, adverse weather conditions, labor disputes or other reasons, our
financial performance could be adversely affected as a result of our inability to meet customer demand for our
products. Interruptions in production could increase our costs and reduce our sales. Any interruption in production
capability could require us to make substantial capital expenditures to remedy the situation, which could negatively
affect our profitability and financial condition. We maintain property damage insurance which we believe to be
adequate to provide for reconstruction of facilities and equipment, as well as business interruption insurance to
mitigate losses resulting from any production interruption or shutdown caused by an insured loss. However, any
recovery under our insurance policies may not offset the lost sales or increased costs that may be experienced during
the disruption of operations, which could adversely affect our financial performance.

Efforts to realign our operating platform could disrupt our business and affect our results of operations.

In recognition of our evolving global business, we are moving from a business-unit structure to a global-functional
operating structure.  We believe this strategic realignment will better allow us to deliver customer-centric fluid
handling solutions.  Inherent in any realignment of operations are risks related to our ability to structure our business
in a way that accomplishes our goals and best responds to customer needs without causing disruption to our ongoing
business. 

Available insurance coverage, the number of future asbestos-related claims and the average settlement value of current
and future asbestos-related claims of two of our subsidiaries could be different than we have estimated, which could
materially and adversely affect our financial condition, results of operations and cash flow.

Two of our subsidiaries are each one of many defendants in a large number of lawsuits that claim personal injury as a
result of exposure to asbestos from products manufactured with components that are alleged to have contained
asbestos. Such components were acquired from third-party suppliers and were not manufactured by any of our
subsidiaries nor were the subsidiaries producers or direct suppliers of asbestos. For purposes of our financial
statements, we have estimated the future claims exposure and the amount of insurance available based upon certain
assumptions with respect to future claims and liability costs. We estimate the liability costs to be incurred in resolving
pending and forecasted claims for the next 15-year period.

Our decision to use a 15-year period is based on our belief that this is the extent of our ability to forecast liability
costs. We also estimate the amount of insurance proceeds available for such claims based on the current financial
strength of the various insurers, our estimate of the likelihood of payment and applicable current law. We reevaluate
these estimates regularly. Although we believe our current estimates are reasonable, a change in the time period used
for forecasting our liability costs, the actual number of future claims brought against us, the cost of resolving these
claims, the likelihood of payment by, and the solvency of, insurers and the amount of remaining insurance available
could be substantially different than our estimates, and future revaluation of our liabilities and insurance recoverables
could result in material adjustments to these estimates, any of which could materially and adversely affect our
financial condition, results of operations and cash flow. In addition, the company incurs defense costs related to those
claims, a portion of which has historically been reimbursed by our insurers. We also incur litigation costs in
connection with actions against certain of the subsidiaries’ insurers relating to insurance coverage. While these costs
may be significant, we may not be able to predict the amount or duration of such costs. Additionally, we may
experience delays in receiving reimbursement from insurers, during which time we may be required to pay cash for
settlement or legal defense costs. Any increase in the actual number of future claims brought against us, the defense
costs of resolving these claims, the cost of pursuing claims against our insurers, the likelihood and timing of payment
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by, and the solvency of, insurers and the amount of remaining insurance available, could materially and adversely
affect our financial condition, results of operations and cash flow.

13

Edgar Filing: Colfax CORP - Form 10-K

29



Our international operations are subject to the laws and regulations of the United States and many foreign countries.
Failure to comply with these laws may affect our ability to conduct business in certain countries and may affect our
financial performance.

We are subject to a variety of laws regarding our international operations, including the Foreign Corrupt Practices Act
and regulations issued by U.S. Customs and Border Protection, the Bureau of Industry and Security, and the
regulations of various foreign governmental agencies. We cannot predict the nature, scope or effect of future
regulatory requirements to which our international sales and manufacturing operations might be subject or the manner
in which existing laws might be administered or interpreted. Future regulations could limit the countries in which
some of our products may be manufactured or sold, or could restrict our access to, and increase the cost of obtaining,
products from foreign sources. In addition, actual or alleged violations of these laws could result in enforcement
actions and financial penalties that could result in substantial costs.

Our foreign subsidiaries have done and may continue to do business in countries subject to U.S. sanctions and
embargoes, including Iran and Syria, and we have limited managerial oversight over those activities. Failure to
comply with these sanctions and embargoes may result in enforcement or other regulatory actions.

From time to time, certain of our foreign subsidiaries sell products to companies and entities located in, or controlled
by the governments of, certain countries that are or have previously been subject to sanctions and embargoes imposed
by the U.S. government and/or the United Nations, such as Iran and Syria. With the exception of the U.S. sanctions
against Cuba, the applicable sanctions and embargoes generally do not prohibit our foreign subsidiaries from selling
non-U.S.-origin products and services in those countries. However, Colfax Corporation, its U.S. personnel and its
domestic subsidiaries, as well as employees of our foreign subsidiaries who are U.S. citizens, are prohibited from
participating in, approving or otherwise facilitating any aspect of the business activities in those countries. These
constraints may negatively affect the financial or operating performance of such business activities. We cannot be
certain that our attempts to comply with U.S. sanction laws and embargoes will be effective, and as a consequence we
may face enforcement or other actions if our compliance efforts are not effective. Actual or alleged violations of these
laws could result in substantial fines or other sanctions which could result in substantial costs. In addition, Iran and
Syria currently are identified by the State Department as state sponsors of terrorism, and may be subject to
increasingly restrictive sanctions. Because certain of our foreign subsidiaries have contact with and transact business
in such countries, including sales to enterprises controlled by agencies of the governments of such countries, our
reputation may suffer due to our association with these countries, which may have a material adverse effect on the
price of our common stock. Further, certain U.S. states and municipalities have recently enacted legislation regarding
investments by pension funds and other retirement systems in companies that have business activities or contacts with
countries that have been identified as state sponsors of terrorism and similar legislation may be pending in other states.
As a result, pension funds and other retirement systems may be subject to reporting requirements with respect to
investments in companies such as ours or may be subject to limits or prohibitions with respect to those investments
that may have a material adverse effect on the price of our shares.

In addition, one of our foreign subsidiaries made a small number of sales from 2003 through 2007 totaling
approximately $60,000 in the aggregate to two customers in Cuba which may have been made in violation of
regulations of the U.S. Treasury Department’s Office of Foreign Assets Control, or OFAC. Cuba is also identified by
the U.S. State Department as a state sponsor of terrorism. We have submitted a disclosure report to OFAC regarding
these transactions. On December 5, 2008, the Company executed a tolling agreement with the OFAC extending the
statute of limitations for the investigation until May 1, 2011. As a result of these sales, we may be subject to fines or
other sanctions.

If we fail to comply with export control regulations, we could be subject to substantial fines or other sanctions.
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Some of our products manufactured or assembled in the United States are subject to the U.S. Export Administration
Regulations, administered by the U.S. Department of Commerce, Bureau of Industry and Security, which require that
we obtain an export license before we can export such products to specified countries. Additionally, some of our
products are subject to the International Traffic in Arms Regulations, which restrict the export of certain military or
intelligence-related items, technologies and services to non-U.S. persons. Failure to comply with these laws could
harm our business by subjecting us to sanctions by the U.S. government, including substantial monetary penalties,
denial of export privileges and debarment from U.S. government contracts.
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Approximately 49% of our employees are represented by foreign trade unions. If the representation committees
responsible for negotiating with these unions on our behalf are unsuccessful in negotiating new and acceptable
agreements when the existing agreements with our employees covered by the unions expire or if the foreign trade
unions chose not to support our restructuring programs, we could experience business disruptions or increased costs.

As of December 31, 2010, we had 1,524 employees in foreign locations. In certain countries, labor and employment
laws are more restrictive than in the U.S. and, in many cases, grant significant job protection to employees, including
rights on termination of employment. In Germany, Sweden and the Netherlands, by law, some of our employees are
represented by trade unions in these jurisdictions, which subjects us to employment arrangements very similar to
collective bargaining agreements. If our employees represented by foreign trade unions were to engage in a strike,
work stoppage or other slowdown in the future, we could experience a significant disruption of our operations. Such
disruption could interfere with our business operations and could lead to decreased productivity, increased labor costs
and lost revenue.

Although we have not experienced any material recent strikes or work stoppages, we cannot offer any assurance that
the representation committees that negotiate with the foreign trade unions on our behalf will be successful in
negotiating new collective bargaining agreements or other employment arrangements when the current ones expire.
Furthermore, future labor negotiations could result in significant increases in our labor costs.

Our manufacturing business is subject to the possibility of product liability lawsuits, which could harm our business.

In addition to the asbestos-related liability claims described above, as the manufacturer of equipment for use in
industrial markets, we face an inherent risk of exposure to other product liability claims. Although we maintain quality
controls and procedures, we cannot be sure that our products will be free from defects. In addition, some of our
products contain components manufactured by third parties, which may also have defects. We maintain insurance
coverage for product liability claims. Our insurance policies have limits, however, that may not be sufficient to cover
claims made against us. In addition, this insurance may not continue to be available to us at a reasonable cost. With
respect to components manufactured by third-party suppliers, the contractual indemnification that we seek from our
third-party suppliers may be limited and thus insufficient to cover claims made against us. If our insurance coverage
or contractual indemnification is insufficient to satisfy product liability claims made against us, the claims could have
an adverse effect on our business and financial condition. Even claims without merit could harm our reputation,
reduce demand for our products, cause us to incur substantial legal costs and distract the attention of our management.

As a manufacturer, we are subject to a variety of environmental and health and safety laws for which compliance
could be costly. In addition, if we fail to comply with such laws, we could incur liability that could result in penalties
and costs to correct any non-compliance.

Our business is subject to international, federal, state and local environmental and safety laws and regulations,
including laws and regulations governing emissions of: regulated air pollutants; discharges of wastewater and storm
water; storage and handling of raw materials; generation, storage, transportation and disposal of regulated wastes; and
worker safety. These requirements impose on our business certain responsibilities, including the obligation to obtain
and maintain various environmental permits. If we were to fail to comply with these requirements or fail to obtain or
maintain a required permit, we could be subject to penalties and be required to undertake corrective action measures to
achieve compliance. In addition, if our noncompliance with such regulations were to result in a release of hazardous
materials to the environment, such as soil or groundwater, we could be required to remediate such contamination,
which could be costly. Moreover, noncompliance could subject us to private claims for property damage or personal
injury based on exposure to hazardous materials or unsafe working conditions. Changes in applicable requirements or
stricter interpretation of exi
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