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PART I:  FINANCIAL INFORMATION 

ITEM I:  FINANCIAL STATEMENTS 

     Three Months Ended    Nine Months Ended  

     March 31,    March 31,  

     2015    2014    2015    2014  

Net Sales    $ 679,994    $ 618,006    $ 2,074,021    $ 1,805,260  
Cost of Sales    492,631    446,786    1,496,013    1,300,862  
Gross Profit    187,363    171,220    578,008    504,398  
Selling, Distribution and Administrative, including depreciation    143,591    131,047    441,264    384,849  
Operating Income    43,772    40,173    136,744    119,549  
Interest (Income) Expense, net    2,121    (11 )   5,738    (102 ) 

Other (Income) Expense, net    (887 )   (388 )   (263 )   (1,749 ) 

Income Before Income Taxes    42,538    40,572    131,269    121,400  
Income Tax Expense    13,928    10,178    43,830    38,253  
Net Income    $ 28,610    $ 30,394    $ 87,439    $ 83,147  
Net Income Per Share - Basic    $ 0.70    $ 0.73    $ 2.12    $ 1.98  
Net Income Per Share - Diluted    $ 0.70    $ 0.72    $ 2.11    $ 1.96  
Cash dividends per common share    $ 0.27    $ 0.25    $ 0.77    $ 0.71  
Weighted average common shares outstanding for basic computation    40,800    41,880    41,168    42,039  
Dilutive effect of potential common shares    267    362    309    399  
Weighted average common shares outstanding for diluted computation    41,067    42,242    41,477    42,438  
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     Three Months Ended    Nine Months Ended  

     March 31,    March 31,  

   2015    2014    2015    2014  

Net income per the condensed statements of consolidated income    $ 28,610    $ 30,394    $ 87,439    $ 83,147  
                  

Other comprehensive income (loss), before tax:                      

Foreign currency translation adjustments    (26,105 )   (3,876 )   (62,768 )   (10,736 ) 

Postemployment benefits:                      

Reclassification of actuarial losses and prior service cost into SD&A 
expense and included in net periodic pension costs    71    96    214    287  

Unrealized gain (loss) on investment securities available for sale    (9 )   49    44    148  
Total of other comprehensive loss, before tax    (26,043 )   (3,731 )   (62,510 )   (10,301 ) 

Income tax expense related to items of other comprehensive income    24    53    98    162  
Other comprehensive income (loss), net of tax    (26,067 )   (3,784 )   (62,608 )   (10,463 ) 

Comprehensive income, net of tax    $ 2,543    $ 26,610    $ 24,831    $ 72,684  
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March 31,  

2015    
June 30,  

2014  

ASSETS            

Current assets            

Cash and cash equivalents    $ 55,165    $ 71,189  
Accounts receivable, less allowances of $10,448 and $10,385    394,408    375,732  
Inventories    381,085    335,747  
Other current assets    55,359    53,480  

Total current assets    886,017    836,148  
Property, less accumulated depreciation of $160,619 and $156,872    104,680    103,596  
 Identifiable intangibles, net    203,978    159,508  
Goodwill    252,717    193,494  
Deferred tax assets    490    21,166  
Other assets    18,271    20,257  

TOTAL ASSETS    $ 1,466,153    $ 1,334,169  
LIABILITIES AND SHAREHOLDERS’ EQUITY            

Current liabilities            

Accounts payable    $ 143,881    $ 172,401  
Current portion of long term debt    2,720    2,720  

     Compensation and related benefits    54,010    55,760  
Other current liabilities    68,456    60,074  

Total current liabilities    269,067    290,955  
Long-term debt    386,956    167,992  
Postemployment benefits    18,814    23,611  
Other liabilities    55,005    51,303  

TOTAL LIABILITIES    729,842    533,861  
Shareholders’ Equity            

Preferred stock—no par value; 2,500 shares authorized; none issued or outstanding    —   — 
Common stock—no par value; 80,000 shares authorized; 54,213 shares issued    10,000    10,000  
Additional paid-in capital    158,923    156,999  
Retained earnings    952,355    896,776  
Treasury shares—at cost (13,903 and 12,650 shares)    (320,744 )   (261,852 ) 

Accumulated other comprehensive income (loss)    (64,223 )   (1,615 ) 

TOTAL SHAREHOLDERS’ EQUITY    736,311    800,308  
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY    $ 1,466,153    $ 1,334,169  
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     Nine Months Ended  

     March 31,  

     2015    2014  

Cash Flows from Operating Activities            

Net income    $ 87,439    $ 83,147  
Adjustments to reconcile net income to net cash provided by operating activities:            

Depreciation and amortization of property    12,792    10,119  
Amortization of intangibles    19,412    9,518  
Unrealized foreign exchange transactions (gain) loss    (790 )   136  
Amortization of stock options and appreciation rights    1,381    1,703  
Loss on sale of property    45    37  
Other share-based compensation expense    1,123    2,946  
Changes in operating assets and liabilities, net of acquisitions    (83,601 )   (60,451 ) 

Other, net    1,511    (2,829 ) 

Net Cash provided by Operating Activities    39,312    44,326  
Cash Flows from Investing Activities            

Property purchases    (11,009 )   (6,492 ) 

Proceeds from property sales    451    348  
Acquisition of businesses, net of cash acquired    (166,479 )   (17,000 ) 

Net Cash used in Investing Activities    (177,037 )   (23,144 ) 

Cash Flows from Financing Activities            

Borrowings under revolving credit facility    51,000    30,000  
Long-term debt borrowings    170,238    — 
Long-term debt repayments    (2,274 )   — 
Purchases of treasury shares    (59,235 )   (23,992 ) 

Dividends paid    (31,807 )   (29,961 ) 

Excess tax benefits from share-based compensation    538    2,525  
Acquisition holdback payments    (995 )   (1,824 ) 

Exercise of stock options and appreciation rights    232    95  
Net Cash provided by (used in) Financing Activities    127,697    (23,157 ) 

Effect of Exchange Rate Changes on Cash and Cash Equivalents    (5,996 )   (2,103 ) 

Decrease in Cash and Cash Equivalents    (16,024 )   (4,078 ) 

Cash and Cash Equivalents at Beginning of Period    71,189    73,164  

Cash and Cash Equivalents at End of Period    $ 55,165    $ 69,086  
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1.    BASIS OF PRESENTATION  
 
The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with accounting 
principles generally accepted in the United States of America for interim financial information and with the instructions to Form 10-Q 
and Regulation S-X. Accordingly, they do not include all of the information and footnotes required by accounting principles generally 
accepted in the United States of America for complete financial statements. In the opinion of management, all adjustments (consisting 
of normal recurring adjustments) considered necessary for a fair presentation of the financial position of Applied Industrial 
Technologies, Inc. (the “Company”, or “Applied”) as of March 31, 2015 , and the results of its operations for the three and nine month 
periods ended March 31, 2015 and 2014 and its cash flows for the nine month periods ended March 31, 2015 and 2014 , have been 
included. The condensed consolidated balance sheet as of June 30, 2014 has been derived from the audited consolidated financial 
statements at that date. This Quarterly Report on Form 10-Q should be read in conjunction with the Company’s Annual Report on 
Form 10-K for the year ended June 30, 2014 .  
 
Operating results for the three and nine month periods ended March 31, 2015 are not necessarily indicative of the results that may be 
expected for the remainder of the fiscal year ending June 30, 2015 .  
 
Change in Accounting Principle - U.S. Inventory Costing Methodology  

Over the past nine quarters, the Company has been implementing SAP as its new enterprise resource planning system (ERP) at its U.S. 
service centers. As implementation occurred at each service center, the method used to apply the link chain dollar value last-in first-
out (LIFO) method of accounting changed for the inventories at that location. The new inventory costing methodology utilizes the 
weighted average cost method to determine the current year LIFO indices as well as any new LIFO layers established, whereas 
previously, current costs were used. Upon completion of the implementation, on July 1, 2014 the Company changed its accounting 
policy to the new method. Differences between amounts recognized in the financial statements during the implementation period and 
the previous accounting policy prior to July 1, 2014 were immaterial.  

The Company believes that this change in accounting principle is preferable under the circumstances because weighted average cost 
will provide a better reflection of actual transactions and inventory purchases resulting in improved matching of actual costs and 
current revenues, will result in greater consistency in inventory costing across the organization as certain other U.S. locations were 
previously using weighted average cost for similar LIFO calculations in their legacy inventory systems, and the new ERP system will 
make inventory costing a more efficient process within the U.S. ASC 250, Accounting Changes and Error Corrections , requires that 
unless it is impracticable to do so, the voluntary adoption of a new accounting principle should be done retrospectively to all prior 
periods. Before July 1, 2014, the Company’s former ERP system did not capture weighted average costs within the U.S. and the data 
needed to recalculate previous LIFO indices does not exist. Thus, the Company has concluded it is impracticable to recognize a 
cumulative effect or to retrospectively apply the effect of this change in accounting principle prior to July 1, 2014, but believes that 
those effects would be immaterial in all periods.  

Change in Accounting Principle - Alignment of Canadian Subsidiary Reporting  

Effective July 1, 2013, the Company aligned the consolidation of the Company’s Canadian subsidiary in the consolidated financial 
statements which previously included results on a one month reporting lag. The Company believes that this change in accounting 
principle is preferable as it provides contemporaneous reporting within our consolidated financial statements. In accordance with 
applicable accounting literature, the elimination of a one month reporting lag of a subsidiary is treated as a change in accounting 
principle and requires retrospective application. The Company has determined that the effect of this change is not material to the 
financial statements for all periods presented and therefore, the Company has not presented retrospective application of this change. 
The net impact of the lag elimination of $1,200 of income for the month of June 2013 has been included within “Other (Income) 
Expense, net” on the Statement of Consolidated Income for the nine months ended March 31, 2014. The three months ended March 
31, 2014 reflect the same results, had the financial statements been retrospectively adjusted. The nine months ended March 31, 2014 
reflect the same results, had the financial statements been retrospectively adjusted, with the exception of net income which would have 
decreased $1,200 .  
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Change in Accounting Principle - Alignment of Mexican Subsidiary Reporting  

Effective January 1, 2014, the Company aligned the consolidation of the Company’s Mexican subsidiary in the consolidated financial 
statements which previously included results on a one month reporting lag. The Company believes that this change in accounting 
principle is preferable as it provides contemporaneous reporting within our consolidated financial statements. In accordance with 
applicable accounting literature, the elimination of a one month reporting lag of a subsidiary is treated as a change in accounting 
principle and requires retrospective application. The Company has determined that the effect of this change is not material to the 
financial statements for all periods presented and therefore, the Company has not presented retrospective application of this change. 
The net impact of the lag elimination of $ 200 of income for the month of December 2013 has been included within “Other (Income) 
Expense, net” on the Statement of Consolidated Income for the three and nine months ended March 31, 2014. The three months ended 
March 31, 2014 reflect the same results, had the financial statements been retrospectively adjusted, with the exception of net income 
which would have decreased $ 200 . Net sales, operating income and net income for the nine months ended March 31, 2014 would 
have decreased by $ 1,100 , $ 100 and $ 300 had the financial statements been retrospectively adjusted.  

Inventory  
 
The Company uses the last-in, first-out (LIFO) method of valuing U.S. inventories. An actual valuation of inventory under the LIFO 
method can be made only at the end of each year based on the inventory levels and costs at that time. Accordingly, interim LIFO 
calculations are based on management’s estimates of expected year-end inventory levels and costs and are subject to the final year-end 
LIFO inventory determination.  
 
New Accounting Pronouncements  
In May 2014, the FASB issued its final standard on the recognition of revenue from contracts with customers. The standard, issued as 
Accounting Standards Update (ASU) 2014-09, outlines a single comprehensive model for entities to use in the accounting for revenue 
arising from contracts with customers and supersedes most current revenue recognition guidance, including industry specific 
guidance. The core principle of this model is that "an entity recognizes revenue to depict the transfer of promised goods or services to 
a customer in an amount that reflects the consideration to which the entity expects to be entitled in exchange for those goods and 
services." The update is effective for financial statement periods beginning after December 15, 2016, with early adoption prohibited. 
The Company is currently determining the impact of this pronouncement on its financial statements and related disclosures.  

In June 2014, the FASB issued its final standard on accounting for share-based payments when the terms of an award provide that a 
performance target could be achieved after the requisite service period. The standard, issued as ASU 2014-12, clarifies that a 
performance target that affects vesting and that can be achieved after the requisite service period, should be treated as a performance 
condition. The update is effective for financial statement periods beginning after December 15, 2015, with early adoption permitted. 
The Company is currently determining the impact of this pronouncement on its financial statements and related disclosures.  

 
 

 
The operating results of all acquired entities are included within the consolidated operating results of the Company from the date of 
each respective acquisition.  

Fiscal 2015  

On July 1, 2014, the Company acquired 100% of the outstanding stock of Knox Oil Field Supply Inc. (“Knox”), headquartered in San 
Angelo, Texas, for total consideration of $132,500 , including cash paid of $118,000 at closing. The primary reason for the acquisition 
of Knox is to complement and expand the Company’s capabilities to serve the upstream oil and gas industry in the United States. As a 
distributor of oilfield supplies and related services, this business is included in the Service Center Based Distribution Segment. The 
Company funded the acquisition by drawing $120,000 from the previously uncommitted shelf facility with Prudential Investment 
Management at a fixed interest rate of 3.19% with an average seven year life. The remaining $14,000 purchase price will be paid as 
acquisition holdback payments on the first three anniversaries of the acquisition with interest at a fixed rate of 1.50% per annum.  

 
7  

2.  BUSINESS COMBINATIONS 



Table of Contents  
APPLIED INDUSTRIAL TECHNOLOGIES, INC. AND SUBSIDIARIES  

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS  
(Amounts in thousands, except per share amounts) (Unaudited)  

 

The following table summarizes the consideration transferred, assets acquired, and liabilities assumed in connection with the 
acquisition of Knox based on their estimated fair values at the acquisition date, including preliminary estimates of certain assets which 
are subject to adjustment:  

None of the goodwill acquired is expected to be deductible for income tax purposes. The goodwill recognized is attributable primarily 
to expected synergies and other benefits that the Company believes will result from the acquisition of Knox.  

Other acquisitions during the year include the acquisition of substantially all of the net assets of Rodamientos y Derivados del Norte 
S.A. de C.V., a Mexican distributor of bearings and power transmission products and related products, and Great Southern Bearings / 
Northam Bearings, a Western Australia distributor of bearings and power transmission products on July 1, 2014 as well as Ira Pump 
and Supply Inc. (Ira Pump) a Texas distributor of oilfield pumps and supplies on November 3, 2014. These companies are included in 
the Service Center Based Distribution Segment. The total combined consideration for these acquistions was approximately $54,900 . 
Net tangible assets acquired were $21,300 and intangibles including goodwill were $33,600 , based upon preliminary estimated fair 
values at the acquisition date, which are subject to adjustment. The Company funded these acquisitions from borrowings under our 
existing debt facilities. Total acquisition holdback payments of $6,900 will be paid at various times through November 2016. The 
results of operations for the Mexican, Australian and Ira Pump acquisitions are not material for any period presented.  

Fiscal 2014  

On May 1, 2014, the Company acquired 100% of the outstanding stock of Reliance Industrial Products (“Reliance”), headquartered in 
Nisku, Alberta, Canada, with operations in Western Canada and the Western United States, for total consideration in the amount of 
$179,800 ; tangible assets acquired were $27,500 and intangibles including goodwill were $152,300 , based upon preliminary 
estimated fair values at the acquisition date, which are subject to adjustment. The primary reason for the acquisition is to provide the 
Company enhanced capabilities to serve the upstream oil and gas industry in the United States and Canada. A distributor of fluid 
conveyance and oilfield supplies, this business is included in the Service Center Based Distribution Segment. The Company funded 
the acquisition by using available cash in Canada in the amount of $31,900 , existing revolving credit facilities of $36,600 and a new 
$100,000 five year term loan facility, with the remainder of $20,000 to be paid in equal amounts as acquisition holdback payments on 
the first two anniversaries of the acquisition, plus interest at 2% per annum.  
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Knox 

Acquisition  
Accounts receivable  $ 20,100  
Inventories  18,900  
Property  4,000  
Identifiable intangible assets  58,500  
Goodwill  63,400  
Total assets acquired  164,900  
Accounts payable and accrued liabilities  8,500  
Deferred income taxes  23,900  
Net assets acquired  $ 132,500  

    

Purchase price  132,800  
Reconciliation of fair value transferred:     

Working Capital Adjustments  (300 ) 

Total Consideration  $ 132,500  
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During December 2013, the Company acquired substantially all of the net assets of Texas Oilpatch Services Corporation (TOPS), a 
Texas distributor of bearings, oil seals, power transmission products, and related replacement parts to the oilfield industry. The 
acquired business is included in the Service Center Based Distribution segment. The consideration paid for this acquisition was 
$17,000 , tangible assets acquired were $3,900 and intangibles, including goodwill were $13,100 . The purchase price includes $2,550 
of acquisition holdback payments which have been paid into an escrow account controlled by a third party. The acquisition price and 
the results of operations of TOPS are not material in relation to the Company’s consolidated financial statements.  

Pro Forma Financial Information  

The following unaudited pro forma consolidated results of operations have been prepared as if the Reliance and Knox acquisitions 
(including the related acquisition costs) had occurred at the beginning of the first quarter of fiscal 2014:  

These pro forma amounts have been calculated after applying the Company’s accounting policies and adjusting the results to reflect 
additional depreciation and amortization assuming the fair value adjustments to property, plant, and equipment, and amortizable 
intangible assets had been applied as of July 1, 2013. In addition, pro forma adjustments have been made for the interest expense that 
would have been incurred as a result of the indebtedness used to finance the acquisitions. The pro forma net income amounts also 
incorporate an adjustment to the recorded income tax expense for the income tax effect of the pro forma adjustments described above. 
These pro forma results of operations do not include any anticipated synergies or other effects of the planned integrations; 
accordingly, such pro forma adjustments do not purport to be indicative of the results of operations that actually would have resulted 
had the acquisitions occurred as the date indicated or that may result in the future.  

 
 
3.    GOODWILL AND INTANGIBLES  

 
The changes in the carrying amount of goodwill for both the Service Center Based Distribution segment and the Fluid Power 
Businesses segment for the nine month period ended March 31, 2015 are as follows:  

 
At March 31, 2015 , accumulated goodwill impairment losses, subsequent to fiscal year 2002, totaled $36,605 and related to the Fluid 
Power Businesses segment.  
 
The Company has seven reporting units and performed its annual goodwill impairment assessment as of January 1, 2015. The 
Company concluded that four of the reporting units had material excesses of fair value compared to their carrying amounts. The 
Company concluded that two reporting units (Canada service center and Australia / New Zealand) had excess fair value of 
approximately $39,000 and $4,000 or fifteen and fourteen percent, respectively when compared to its respective carrying amount. The 
techniques used in the Company's impairment test have incorporated a number of assumptions that the Company believes to be 
reasonable and to reflect market conditions forecast at the assessment date. Assumptions in estimating future cash flows are subject to 
a high degree of judgment. The Company  

 

March 31, 2014  
Three Months 

Ended    
Nine Months 

Ended  

Pro forma financial information:          

    Sales  $ 672,883    $ 1,974,698  
    Operating income  $ 45,407    $ 135,330  
    Net income  $ 32,657    $ 89,978  
    Diluted net income per share  $ 0.77    $ 2.12  

   Service Centers    Fluid Power    Total  

Balance at July 1, 2014  $ 192,565    $ 929    $ 193,494  
Goodwill acquired during the period  77,951    —   77,951  
Other, primarily currency translation  (18,728 )   —   (18,728 ) 

Balance at March 31, 2015  $ 251,788    $ 929    $ 252,717  
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makes all efforts to forecast future cash flows as accurately as possible with the information available at the time the forecast is made. 
To this end, the Company evaluates the appropriateness of its assumptions as well as its overall forecasts by comparing projected 
results of upcoming years with actual results of preceding years and validating that differences therein are reasonable. Key 
assumptions, all of which are Level 3 inputs, relate to pricing trends, inventory costs, discount rate, customer demand, and the long-
term growth and foreign exchange rates. A number of benchmarks from independent industry and other economic publications were 
also used. Changes in future actual results, assumptions and estimates after the assessment date may lead to an outcome where 
impairment charges would be required in future periods. Specifically, actual results may vary from the Company’s forecasts and such 
variations may be material and unfavorable, thereby triggering the need for future impairment tests where the conclusions may differ 
in reflection of prevailing market conditions.  

The Company’s identifiable intangible assets resulting from business combinations are amortized over their estimated period of 
benefit and consist of the following:  

 

 
Amounts include the impact of foreign currency translation. Fully amortized amounts are written off.  

 
During the nine month period ended March 31, 2015 , the Company acquired identifiable intangible assets with a preliminary 
acquisition cost allocation and weighted-average life as follows:  

 
Estimated future amortization expense by fiscal year (based on the Company’s identifiable intangible assets as of March 31, 2015 ) for 
the next five years is as follows: $6,200 for the remainder of 2015 , $24,400 for 2016 , $22,900 for 2017 , $21,000 for 2018 , $19,100 
for 2019 and $17,400 for 2020 .  
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March 31, 2015    Amount    
Accumulated  
Amortization    

Net Book  
Value  

Finite-Lived Identifiable Intangibles:                 

Customer relationships    $ 224,089    $ 60,567    $ 163,522  
Trade names    42,526    12,413    30,113  
Vendor relationships    14,565    7,032    7,533  
Non-competition agreements    4,576    1,771    2,805  

Total Identifiable Intangibles    $ 285,756    $ 81,783    $ 203,973  

June 30, 2014    Amount    
Accumulated  
Amortization    

Net Book  
Value  

Finite-Lived Identifiable Intangibles:                 

Customer relationships    $ 170,395    $ 48,285    $ 122,110  
Trade names    36,912    10,394    26,518  
Vendor relationships    15,446    6,628    8,818  
Non-competition agreements    3,322    1,260    2,062  

Total Identifiable Intangibles    $ 226,075    $ 66,567    $ 159,508  

     
Acquisition Cost 

Allocation    
Weighted-

Average Life  

Customer relationships    $ 68,250    19.5  

Trade names    7,678    14.7  

Non-competition agreements    1,669    5.0  

Total Intangibles Acquired    $ 77,597    18.7  
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4.     DEBT  
 

Revolving Credit Facility  
The Company has a revolving credit facility with a group of banks expiring in May 2017. This agreement provides for unsecured 
borrowings of up to $150,000 . Fees on this facility range from 0.09% to 0.175% per year based upon the Company's leverage ratio at 
each quarter end. Borrowings under this agreement carry variable interest rates tied to either LIBOR, prime, or the bank’s cost of 
funds at the Company’s discretion. This agreement also enables the Company to refinance this debt on a long-term basis. At 
March 31, 2015 and June 30, 2014 , the Company had $120,000 and $69,000 outstanding under this credit facility, respectively. 
Unused lines under this facility, net of outstanding letters of credit of $6,800 and $8,700 to secure certain insurance obligations, 
totaled $23,000 and $72,300 at March 31, 2015 and June 30, 2014 , respectively and are available to fund future acquisitions or other 
capital and operating requirements. The weighted average interest rate on the revolving credit facility outstanding as of March 31, 
2015 was 1.06% and June 30, 2014 was 0.85% .  

Long-Term Borrowings  
The Company entered into a $100,000 unsecured five-year term loan with a group of banks in April 2014, with a final maturity date in 
April 2019. Borrowings under this agreement carry a variable interest rate tied to LIBOR, which at March 31, 2015 was 1.19% and at 
June 30, 2014 was 1.06% . The term loan had $97,500 and $99,400 outstanding at March 31, 2015 and June 30, 2014 , respectively.  

In April 2014, the Company assumed $2,400 of debt as a part of the headquarters facility acquisition. The 1.5% fixed interest rate note 
is held by the State of Ohio Development Services Agency, maturing in May 2024. At March 31, 2015 and June 30, 2014 , $2,200 and 
$2,300 was outstanding, respectively.  

At March 31, 2015 , the Company had borrowings outstanding under its unsecured shelf facility agreement with Prudential Investment 
Management of $170,000 . The "Series C" notes have a principal amount of $120,000 and carry a fixed interest rate of 3.19% , which 
is due in equal principal payments in July 2020, 2021 and 2022. The "Series D" notes have a principle amount of $50,000 and carry a 
fixed interest rate of 3.21% which is due in equal principal payments in October 2019 and 2023. As of March 31, 2015 , $50,000 in 
additional financing was available under this facility.  
 

5.    FAIR VALUE MEASUREMENTS  
 
Marketable securities measured at fair value at March 31, 2015 and June 30, 2014 totaled $9,828 and $11,011 , respectively. These 
marketable securities are held in a rabbi trust for a non-qualified deferred compensation plan. The marketable securities are included 
in Other Assets on the accompanying condensed consolidated balance sheets and their fair values are based upon quoted market prices 
in an active market (Level 1 in the fair value hierarchy).  
 
The fair value of the debt outstanding under the shelf facility agreement with Prudential Investment Management approximates 
carrying value at March 31, 2015 . (Level 2 in the fair value hierarchy)  

The revolving credit facility and the term loan contain variable interest rates and their carrying values approximated fair value at both 
March 31, 2015 and June 30, 2014 (Level 2 in the fair value hierarchy).  
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6.    SHAREHOLDERS' EQUITY  
 

Accumulated Other Comprehensive Income (Loss)  

 
Changes in the accumulated other comprehensive income (loss), are comprised of the following:  

 

 
Other Comprehensive Income (Loss)  
 
Details of other comprehensive income (loss) are as follows:  

 
 

     Three Months Ended March 31, 2015  

     

Foreign currency 
translation 
adjustment    

Unrealized gain 
(loss) on 

securities 
available for sale    

Postemployment 
benefits    

Total 
Accumulated 

other 
comprehensive 

income (loss)  
Balance at December 31, 2014    $ (35,674 )   $ 56    $ (2,538 )   $ (38,156 ) 

Other comprehensive income (loss)    (26,105 )   (6 )      (26,111 ) 

Amounts reclassified from accumulated other 
comprehensive income (loss)          44    44  
Net current-period other comprehensive 
income (loss), net of taxes    (26,105 )   (6 )   44    (26,067 ) 

Balance at March 31, 2015    $ (61,779 )   $ 50    $ (2,494 )   $ (64,223 ) 

     Nine Months Ended March 31, 2015  

     

Foreign currency 
translation 
adjustment    

Unrealized gain 
(loss) on 

securities 
available for sale    

Postemployment 
benefits    

Total 
Accumulated 

other 
comprehensive 

income (loss)  
Balance at July 1, 2014    $ 989    $ 21    $ (2,625 )   $ (1,615 ) 

Other comprehensive income (loss)    (62,768 )   29       (62,739 ) 

Amounts reclassified from accumulated other 
comprehensive income (loss)          131    131  
Net current-period other comprehensive 
income (loss), net of taxes    (62,768 )   29    131    (62,608 ) 

Balance at March 31, 2015    $ (61,779 )   $ 50    $ (2,494 )   $ (64,223 ) 

     Three Months Ended March 31,  

     2015     2014  

     
Pre-Tax 
Amount    

Tax 
Expense 
(Benefit)    

Net 
Amount     

Pre-Tax 
Amount    

Tax 
Expense 
(Benefit)    

Net 
Amount  

Foreign currency translation adjustments    $ (26,105 )   $ —   $ (26,105 )    $ (3,876 )   $ —   $ (3,876 ) 

Postemployment benefits:                                 

Reclassification of actuarial losses and prior 
service cost into SD&A expense and included in 
net periodic pension costs    71    27    44     96    37    59  

Unrealized gain (loss) on investment securities 
available for sale    (9 )   (3 )   (6 )    49    16    33  

Other comprehensive income (loss)    $ (26,043 )   $ 24    $ (26,067 )    $ (3,731 )   $ 53    $ (3,784 ) 
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Antidilutive Common Stock Equivalents  

In the three month periods ended March 31, 2015 and 2014 , stock options and stock appreciation rights related to 450 and 306 
thousand shares of common stock were not included in the computation of diluted earnings per share for the periods then ended as 
they were anti-dilutive. In the nine month periods ended March 31, 2015 and 2014 , stock options and stock appreciation rights related 
to 487 and 306 thousand shares of common stock were not included in the computation of diluted earnings per share for the periods 
then ended as they were anti-dilutive.  

 
 
7.    BENEFIT PLANS  

 
The following table provides summary disclosures of the net periodic postemployment costs recognized for the Company’s 
postemployment benefit plans:  

                         

 

The Company contributed $6,129 to its pension benefit plans and $120 to its retiree health care plans in the nine months ended 
March 31, 2015 . Expected contributions for the remainder of fiscal 2015 are $200 for the pension benefit plans to fund scheduled 

     Nine Months Ended March 31,  

     2015     2014  

     
Pre-Tax 
Amount    

Tax 
Expense 
(Benefit)    

Net 
Amount     

Pre-Tax 
Amount    

Tax 
Expense 
(Benefit)    

Net 
Amount  

Foreign currency translation adjustments    $ (62,768 )   $ —   $ (62,768 )    $ (10,736 )   $ —   $ (10,736 ) 

Postemployment benefits:                                 

Reclassification of actuarial losses and prior 
service cost into SD&A expense and included 
in net periodic pension costs    214    83    131     287    112    175  

Unrealized gain (loss) on investment securities 
available for sale    44    15    29     148    50    98  

Other comprehensive income (loss)    $ (62,510 )   $ 98    $ (62,608 )    $ (10,301 )   $ 162    $ (10,463 ) 

     Pension Benefits    
Retiree Health Care  

Benefits  

Three Months Ended March 31,    2015    2014    2015    2014  

Components of net periodic cost:                      

Service cost    $ 24    $ 19    $ 13    $ 12  
Interest cost    224    295    24    35  
Expected return on plan assets    (124 )   (104 )       

Recognized net actuarial loss (gain)    140    153    (22 )   (9 ) 

Amortization of prior service cost    21    20    (68 )   (68 ) 

Net periodic cost    $ 285    $ 383    $ (53 )   $ (30 ) 

     Pension Benefits    
Retiree Health Care  

Benefits  

Nine Months Ended March 31,    2015    2014    2015    2014  

Components of net periodic cost:                      

Service cost    $ 73    $ 57    $ 39    $ 36  
Interest cost    672    885    71    104  
Expected return on plan assets    (371 )   (312 )       

Recognized net actuarial loss (gain)    419    459    (66 )   (28 ) 

Amortization of prior service cost    64    59    (203 )   (203 ) 

Net periodic cost    $ 857    $ 1,148    $ (159 )   $ (91 ) 



retirement payments and $40 for retiree health care plans.  
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8.    SEGMENT AND GEOGRAPHIC INFORMATION  

 
The accounting policies of the Company’s reportable segments are generally the same as those used to prepare the condensed 
consolidated financial statements. Intercompany sales primarily from the Fluid Power Businesses segment to the Service Center Based 
Distribution segment of $6,124 and $5,369 , in the three months ended March 31, 2015 and 2014 , respectively, and $17,760 and 
$16,564 in the nine months ended March 31, 2015 and 2014, respectively, have been eliminated in the Segment Financial Information 
tables below.  

 
Enterprise resource planning system (ERP) related assets are included in assets used in business and capital expenditures within the 
Service Center Based Distribution segment.  
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Three Months Ended    
Service Center Based 

Distribution    
Fluid Power 
Businesses    Total  

March 31, 2015                 

Net sales    $ 557,088    $ 122,906    $ 679,994  
Operating income for reportable segments    33,788    11,751    45,539  
Depreciation and amortization of property    4,129    332    4,461  
Capital expenditures    2,801    402    3,203  
              

March 31, 2014                 

Net sales    $ 492,678    $ 125,328    $ 618,006  
Operating income for reportable segments    28,754    13,442    42,196  
Depreciation and amortization of property    2,964    363    3,327  
Capital expenditures    2,021    345    2,366  

Nine Months Ended    
Service Center Based 

Distribution    
Fluid Power 
Businesses    Total  

March 31, 2015                 

Net sales    $ 1,701,722    $ 372,299    $ 2,074,021  
Operating income for reportable segments    105,903    36,908    142,811  
Assets used in business    1,256,266    209,887    1,466,153  
Depreciation and amortization of property    11,741    1,051    12,792  
Capital expenditures    9,875    1,134    11,009  
              

March 31, 2014                 

Net sales    $ 1,450,705    $ 354,555    $ 1,805,260  
Operating income for reportable segments    82,695    33,263    115,958  
Assets used in business    879,349    217,302    1,096,651  
Depreciation and amortization of property    8,951    1,168    10,119  
Capital expenditures    5,755    737    6,492  
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A reconciliation of operating income for reportable segments to the condensed consolidated income before income taxes is as follows: 

  

 
The change in corporate and other (income) expense, net is due to changes in the amounts and levels of certain supplier support 
benefits and expenses being allocated to the segments. The expenses being allocated include corporate charges for working capital, 
logistics support and other items.  

 
Net sales are presented in geographic areas based on the location of the facility shipping the product and are as follows:  

      
Other countries consist of Mexico, Australia and New Zealand.  
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     Three Months Ended    Nine Months Ended  

     March 31,    March 31,  

     2015    2014    2015    2014  

Operating income for reportable segments    $ 45,539    $ 42,196    $ 142,811    $ 115,958  
Adjustment for:                      

Intangible amortization—Service Center Based 
Distribution    4,811    1,102    14,696    4,484  

Intangible amortization—Fluid Power Businesses    1,542    2,086    4,716    5,034  
Corporate and other (income) expense, net    (4,586 )   (1,165 )   (13,345 )   (13,109 ) 

Total operating income    43,772    40,173    136,744    119,549  
Interest (income) expense, net    2,121    (11 )   5,738    (102 ) 

Other (income) expense, net    (887 )   (388 )   (263 )   (1,749 ) 

Income before income taxes    $ 42,538    $ 40,572    $ 131,269    $ 121,400  

     Three Months Ended    Nine Months Ended  

     March 31,    March 31,  

     2015    2014    2015    2014  

Geographic Areas:                      

United States    $ 562,563    $ 519,713    $ 1,673,927    $ 1,500,252  
Canada    79,957    64,922    282,661    202,439  
Other countries    37,474    33,371    117,433    102,569  

Total    $ 679,994    $ 618,006    $ 2,074,021    $ 1,805,260  
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9.    OTHER (INCOME) EXPENSE , NET  

 
Other (income) expense, net consists of the following:  
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     Three Months Ended    Nine Months Ended  

     March 31,    March 31,  

     2015    2014    2015    2014  

Unrealized (gain) loss on assets held in rabbi trust for a 
nonqualified deferred compensation plan    $ (245 )   $ (110 )   $ (418 )   $ (1,355 ) 

Elimination of one-month Canadian and Mexican 
reporting lags, effective July 1, 2013 and January 1, 
2014, respectively       (175 )      (1,342 ) 

Foreign currency transactions (gain) loss    (474 )   46    153    953  
Other, net    (168 )   (149 )   2    (5 ) 

Total other (income) expense, net    $ (887 )   $ (388 )   $ (263 )   $ (1,749 ) 



 
 

APPLIED INDUSTRIAL TECHNOLOGIES, INC. AND SUBSIDIARIES  
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM  

 
 
 
The accompanying condensed consolidated financial statements of the Company have been reviewed by the Company’s independent registered 
public accounting firm, Deloitte & Touche LLP, whose report covering their reviews of the condensed consolidated financial statements 
follows.  
 
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM  
 
To the Board of Directors and Shareholders of  
Applied Industrial Technologies, Inc.  
Cleveland, Ohio  
 
We have reviewed the accompanying condensed consolidated balance sheet of Applied Industrial Technologies, Inc. and subsidiaries (the 
“Company”) as of March 31, 2015 , and the related condensed statements of consolidated income and consolidated comprehensive income for 
the three-month and nine -month periods ended March 31, 2015 and 2014, and of consolidated cash flows for the nine-month periods ended 
March 31, 2015 and 2014. These interim financial statements are the responsibility of the Company’s management.  
 
We conducted our reviews in accordance with the standards of the Public Company Accounting Oversight Board (United States). A review of 
interim financial information consists principally of applying analytical procedures and making inquiries of persons responsible for financial 
and accounting matters. It is substantially less in scope than an audit conducted in accordance with the standards of the Public Company 
Accounting Oversight Board (United States), the objective of which is the expression of an opinion regarding the financial statements taken as 
a whole. Accordingly, we do not express such an opinion.  
 
Based on our reviews, we are not aware of any material modifications that should be made to such condensed consolidated interim financial 
statements for them to be in conformity with accounting principles generally accepted in the United States of America.  
 
We have previously audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the 
consolidated balance sheet of the Company as of June 30, 2014 , and the related statements of consolidated income, consolidated 
comprehensive income, consolidated shareholders’ equity, and consolidated cash flows for the year then ended (not presented herein); and in 
our report dated August 22, 2014, we expressed an unqualified opinion on those consolidated financial statements. In our opinion, the 
information set forth in the accompanying condensed consolidated balance sheet as of June 30, 2014 is fairly stated, in all material respects, in 
relation to the consolidated balance sheet from which it has been derived.  
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/s/ Deloitte & Touche LLP           

 

Cleveland, Ohio  

May 4, 2015  
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With nearly 6,000 employees across North America, Australia and New Zealand, Applied Industrial Technologies (“Applied,” the “Company,” 
“We,” “Us” or “Our”) is a leading industrial distributor serving MRO (Maintenance, Repair & Operations) and OEM (Original Equipment 
Manufacturer) customers in virtually every industry. In addition, Applied provides engineering, design and systems integration for industrial 
and fluid power applications, as well as customized mechanical, fabricated rubber and fluid power shop services. Applied also offers 
maintenance training and inventory management solutions that provide added value to our customers. We have a long tradition of growth 
dating back to 1923, the year our business was founded in Cleveland, Ohio. During the third quarter of fiscal 2015 , business was conducted in 
the United States, Canada, Mexico, Puerto Rico, Australia and New Zealand from 571 facilities.  
 
The following is Management's Discussion and Analysis of significant factors which have affected our financial condition, results of operations 
and cash flows during the periods included in the accompanying condensed statements of consolidated income, consolidated comprehensive 
income and consolidated cash flows. When reviewing the discussion and analysis set forth below, please note that the majority of SKUs (Stock 
Keeping Units) we sell in any given period were not necessarily sold in the comparable period of the prior year, resulting in the inability to 
quantify certain commonly used comparative metrics analyzing sales, such as changes in product mix and volume.  
 
Overview  
Consolidated sales for the quarter ended March 31, 2015 increased $ 62.0 million or 10.0% compared to the prior year quarter, with 
acquisitions contributing $65.4 million or 10.6% and an unfavorable foreign currency translation of $11.9 million decreasing sales by 1.9% . 
The operating margin of 6.4% of sales, was down slightly from 6.5% in the prior year quarter. Net income of $28.6 million decreased 5.9% 
compared to the prior year quarter , principally because of increased interest expense during the current year quarter resulting from the 
borrowings utilized to fund acquisitions, as well as the reversal during the prior year quarter of certain deferred tax liabilities and other income 
tax reserves which did not occur in the current year. Shareholders' equity was $ 736.3 million at March 31, 2015 , down from the June 30, 2014 
level of $800.3 million . The current ratio was 3.3 to 1 at March 31, 2015 and 2.9 to 1 at June 30, 2014 .  
 
Applied monitors several economic indices that have been key indicators for industrial economic activity in the United States. These include 
the Industrial Production and Manufacturing Capacity Utilization (MCU) indices published by the Federal Reserve Board and the Purchasing 
Managers Index (PMI) published by the Institute for Supply Management (ISM). Historically, our performance correlates well with the MCU, 
which measures productivity and calculates a ratio of actual manufacturing output versus potential full capacity output. When manufacturing 
plants are running at a high rate of capacity, they tend to wear out machinery and require replacement parts.  
 
In the current March quarter, Industrial Production decreased at an annual rate of 1.0%. The MCU for March 2015 was 77.1, down from the 
December 2014 revised reading of 78.0. The ISM PMI registered 51.5 in March , a decrease from 55.5 in December , but still above 50 (its 
expansionary threshold).  
 
The number of Company employees was 5,907 at March 31, 2015 , 5,472 at June 30, 2014 , and 5,132 at March 31, 2014 . The number of 
operating facilities totaled 571 at March 31, 2015 , 538 at June 30, 2014 , and 524 at March 31, 2014 .  
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Results of Operations  
 
Three months Ended March 31, 2015 and 2014  
 
The following table is included to aid in review of Applied's condensed statements of consolidated income.  

 
During the quarter ended March 31, 2015 , sales increased $62.0 million or 10.0% compared to the prior year quarter, with acquisitions 
accounting for $65.4 million or 10.6% , and an unfavorable foreign currency translation decreasing sales by $11.9 million or 1.9% . Excluding 
the unfavorable currency translation impact, sales from businesses not acquired in the current year were up $8.5 million or 1.3% during the 
quarter. We had 63 selling days in both quarters ended March 31, 2015 and March 31, 2014 .  
 
Sales from our Service Center Based Distribution segment, which operates primarily in MRO markets, increased $64.4 million or 13.1% . 
Acquisitions within this segment increased sales by $65.4 million or 13.3% , and an unfavorable foreign currency translation decreased sales by 
$10.3 million or 2.1%. Excluding the unfavorable foreign currency translation, growth in sales related to businesses not acquired in the current 
year increased $9.3 million or 1.9%.  
 
Sales from our Fluid Power Businesses segment, which operates primarily in OEM markets, decreased $2.4 million or 1.9% during the quarter 
from the same period in the prior year, primarily attributed to a weakness in sales in our western Canada fluid power operations and 
unfavorable foreign currency translation which decreased sales by $1.5 million or 1.2%.  
 
Sales in our U.S. operations were up $42.9 million or 8.2% , with acquisitions adding $41.1 million or 7.9% . Sales from our Canadian 
operations increased $15.0 million or 23.2% , with acquisitions adding $19.3 million or 29.7% . Unfavorable foreign currency translation 
decreased Canadian sales by $7.4 million or 11.4% . Consolidated sales from our other country operations, which include Mexico, Australia 
and New Zealand, were $4.1 million or 12.3% above the prior year, with acquisitions adding $5.0 million or 14.8% . Unfavorable foreign 
currency translation decreased other country sales by $ 4.5 million or 13.3% .  
 
During the quarter ended March 31, 2015 , industrial products and fluid power products accounted for 73.3% and 26.7%, respectively, of sales 
as compared to 70.4% and 29.6%, respectively, for the same period in the prior year.  
 
Our gross profit margin for the quarter of 27.6% was similar to the prior year quarter of 27.7% .  
 
Selling, distribution and administrative expense (SD&A) consists of associate compensation, benefits and other expenses associated with 
selling, purchasing, warehousing, supply chain management and providing marketing and distribution of the Company's products, as well as 
costs associated with a variety of administrative functions such as human resources, information technology, treasury, accounting, legal, and 
facility related expenses. SD&A was 21.1% of sales in the quarter ended March 31, 2015 compared to 21.2% in the prior year quarter, 
decreasing slightly. On an absolute basis, SD&A increased $12.5 million or 9.6% compared to the prior year quarter, primarily the result of 
additional SD&A from businesses acquired in the current year which added $17.7 million of SD&A expenses, including $3.5 million 
associated with intangibles amortization. Changes in foreign currency exchange rates had the effect of decreasing SD&A during the quarter 
ended March 31, 2015 by $2.8 million or 2.1% compared to the prior year quarter. Excluding the favorable currency translation impact, SD&A 
incurred by businesses not acquired in the current year declined $2.4 million or 1.8% during the quarter ended March 31, 2015 compared to the 
prior year quarter as a result of continuous efforts to minimize such expenses.  
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     Three Months Ended March 31,   

Change in $'s Versus Prior Period - % Increase/
(Decrease)  

     As a Percent of Net Sales    

     2015     2014    

Net Sales    100.0 %    100.0 %   10.0%  

Gross Profit    27.6 %    27.7 %   9.4%  

Selling, Distribution & Administrative    21.1 %    21.2 %   9.6%  

Operating Income    6.4 %    6.5 %   9.0%  

Net Income    4.2 %    4.9 %   (5.9)%  
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Operating income increased $3.6 million or 9.0% , and as a percent of sales was 6.4% , down slightly from 6.5% in the prior year quarter.  
 
Operating income as a percentage of sales for the Service Center Based Distribution segment increased to 6.1% in the current year quarter from 
5.8% in the prior year quarter. This increase is primarily attributable to an increase in gross profit as a percentage of sales, as a result of our 
recent acquisitions which operate at higher gross profit margins.  
 
Operating income as a percentage of sales for the Fluid Power Business segment decreased to 9.6% in the current year quarter from 10.7% in 
the prior year quarter. This decrease is primarily attributable to a decline in sales (principally resulting from the unfavorable impact of foreign 
currency translation) and gross profit levels within our Canadian fluid power operations, without a commensurate decline in the business 
segment's SD&A expenses.  
 
Interest expense increased to $2.1 million in the current year quarter, entirely due to acquisition related borrowing.  
 
Other income was $0.9 million in the quarter, which included net favorable foreign currency transaction gains of $0.5 million along with 
unrealized gains on investments held by non-qualified deferred compensation trusts of $0.2 million. During the prior year quarter, other income 
was $0.4 million, which included unrealized gains on investments held by non-qualified deferred compensation trusts of $0.1, $0.2 million in 
income from the elimination of the one-month Mexican reporting lag, and $0.1 million of income from other items.  
 
The effective income tax rate was 32.7% for the quarter ended March 31, 2015 compared to 25.1% for the quarter ended March 31, 2014 . The 
low tax rate in the prior year is due to the reversal of $2.8 million of deferred tax liabilities related to undistributed earnings in Canada during 
the quarter ended March 31, 2014, which decreased the effective tax rate by approximately 6.9%, and the reversal during that same period of 
$1.1 million of tax reserves due to the expiration of certain statutes of limitations for U.S. tax audits, which decreased the effective tax rate by 
2.7%. Exclusive of these two items, our effective tax rate for the quarter ended March 31, 2014 would have been 34.7%. The difference in the 
effective tax rates between the current and prior year periods was further impacted by a decrease in non-deductible expenses during the current 
year quarter of $0.4 million, or .9%, as well as other miscellaneous favorable tax items. We expect our effective tax rate for the fourth quarter 
of fiscal 2015 to be in the 33.8% to 34.3% range.  
 
As a result of the factors discussed above, net income decreased $1.8 million or 5.9% compared to the prior year quarter. Net income was $0.70 
per share for the quarter ended March 31, 2015 , compared to $0.72 in the prior year quarter, a decrease of 2.8% . The decline in net income per 
share is net of the favorable impact resulting from lower weighted average common shares outstanding as a result of our share repurchase 
program.  
 
 
Nine months Ended March 31, 2015 and 2014  
 
The following table is included to aid in review of Applied's condensed statements of consolidated income.  

 
During the nine months ended March 31, 2015 , sales increased $268.8 million or 14.9% compared to the same period in the prior year, with 
acquisitions accounting for $237.6 million or 13.2% . Unfavorable foreign currency translation decreased sales  
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     Nine Months Ended March 31,   

Change in $'s Versus Prior Period - % Increase  

     As a Percent of Net Sales    

     2015     2014    

Net Sales    100.0 %    100.0 %   14.9%  

Gross Profit    27.9 %    27.9 %   14.6%  

Selling, Distribution & Administrative    21.3 %    21.3 %   14.7%  

Operating Income    6.6 %    6.6 %   14.4%  

Net Income    4.2 %    4.6 %   5.2%  
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by $24.2 million or 1.3% . Excluding the unfavorable currency translation impact, sales from businesses not acquired in the current year were 
up $55.4 million or 3.0% during the period. We had 189 selling days in both periods ended March 31, 2015 and March 31, 2014 .  
 
Sales from our Service Center Based Distribution segment, which operates primarily in MRO markets, increased $251.0 million or 17.3% 
during the nine months ended March 31, 2015 from the same period in the prior year. Acquisitions within this segment increased sales by 
$237.6 million or 16.4% . An unfavorable foreign currency translation decreased sales by $20.9 million or 1.4%. Excluding the unfavorable 
currency translation impact, growth in sales related to businesses not acquired in the current year increased $34.3 million or 2.3%,  
 
Sales from our Fluid Power Businesses segment, which operates primarily in OEM markets, increased $17.7 million or 5.0% during the nine 
months ended March 31, 2015 from the same period in the prior year, primarily attributed to strong sales growth at several of our Fluid Power 
Businesses, net of the impact of unfavorable foreign currency translation which decreased sales by $3.3 million or 0.9%.  
 
During the nine months ended March 31, 2015, sales in our U.S. operations were up $173.7 million or 11.6% , with acquisitions adding $141.7 
million or 9.4% . Sales from our Canadian operations increased $80.2 million or 39.6% , with acquisitions adding $82.7 million or 40.9% . 
Unfavorable foreign currency translation decreased Canadian sales by $17.4 million or 8.6% . Consolidated sales from our other country 
operations, which include Mexico, Australia and New Zealand, were $14.9 million or 14.5% above the prior year, with acquisitions adding 
$13.2 million or 12.9% . Unfavorable foreign currency translation decreased other country sales by $6.7 million or 6.6% .  
 
During the nine months ended March 31, 2015 , industrial products and fluid power products accounted for 73.4% and 26.6%, respectively, of 
sales as compared to 70.3% and 29.7%, respectively, for the same period in the prior year.  
 
Our gross profit margin for both nine month periods was 27.9% , remaining stable.  
 
Selling, distribution and administrative expense (SD&A) consists of associate compensation, benefits and other expenses associated with 
selling, purchasing, warehousing, supply chain management and providing marketing and distribution of the Company's products, as well as 
costs associated with a variety of administrative functions such as human resources, information technology, treasury, accounting, legal, and 
facility related expenses. SD&A was 21.3% of sales for the nine months ended March 31, 2015 as well as the comparable period in the prior 
year, remaining stable. On an absolute basis, SD&A increased $56.4 million or 14.7% compared to the prior year period, almost entirely the 
result of additional SD&A from businesses acquired in the current year which added $57.8 million of SD&A expenses, including $11.0 million 
associated with intangibles amortization.  
 
Operating income increased $17.2 million or 14.4% , and as a percent of sales remained stable at 6.6% .  
 
Operating income as a percentage of sales for the Service Center Based Distribution segment increased to 6.2% in the current year period from 
5.7% in the prior year period. This increase is primarily attributable to an increase in gross profit as a percentage of sales, as a result of our 
recent acquisitions which operate at higher gross profit margins, representing an increase of 0.1%, along with a decrease in SD&A as a 
percentage of sales, of 0.4%.  
 
Operating income as a percentage of sales for the Fluid Power Business segment increased to 9.9% in the current year period from 9.4% in the 
prior year period. This increase is primarily attributable to the leveraging of organic sales growth in our foreign Fluid Power Businesses, 
without a commensurate increase in SD&A expenses.  
 
Interest expense has increased to $5.7 million in the current year, entirely due to acquisition related borrowing.  
 
Other income was $0.3 million in the period which included $0.4 million of unrealized gains on investments held by non-qualified deferred 
compensation trusts, partially offset by $0.1 million of unfavorable foreign currency transaction losses. During the prior year period, other 
income was $1.7 million which included unrealized gains on investments held by non-qualified deferred compensation trusts of $1.4 million 
and $1.3 million of income from the elimination of the one-month reporting lags associated with both Canada and Mexico, net of unfavorable 
foreign currency transaction losses of $1.0 million.  
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The effective income tax rate was 33.4% for the nine months ended March 31, 2015 compared to 31.5% for the prior year period ended 
March 31, 2014 . The increase in the effective tax rate is due to the reversal of $2.8 million of deferred tax liabilities related to undistributed 
earnings in Canada during the period ended March 31, 2014, which decreased the effective tax rate by approximately 2.3%, and the reversal 
during that same period of $1.1 million of tax reserves due to the expiration of certain statutes of limitations for U.S. tax audits, which 
decreased the effective tax rate by 0.9%. Exclusive of these two items our effective tax rate for the nine month period ended March 31, 2014 
would have been 34.7%. The difference in the effective tax rates between the current and prior year periods was further impacted by an 
increase in tax benefits in Canada and other foreign countries (reducing the effective tax rate 0.5%), as well as a decrease in non-deductible 
expenses and other miscellaneous favorable items. We expect our full year tax rate for fiscal year 2015 to be in the 33.5% to 34.0% range.  
 
As a result of the factors addressed above, net income increased $4.3 million or 5.2% compared to the prior year period. Net income per share 
was $2.11 per share for the nine months ended March 31, 2015 , compared to $1.96 in the prior year period, an increase of 7.7% . Net income 
per share was favorably impacted due to lower weighted average common shares outstanding as a result of our share repurchase program.  
 
 
Liquidity and Capital Resources  
 
Our primary source of capital is cash flow from operations, supplemented as necessary by bank borrowings or other sources of debt. At 
March 31, 2015 , we had $389.7 million in outstanding borrowings. At March 31, 2014 , we had $30.0 million in outstanding borrowings. The 
additional borrowings were primarily used to fund acquisitions since March 31, 2014 . Management expects that our existing cash, cash 
equivalents, funds available under the revolving credit facility, cash provided from operations, and the use of operating leases will be sufficient 
to finance normal working capital needs, payment of dividends, acquisitions, investments in properties, facilities and equipment, and the 
purchase of additional Company common stock. Management also believes that additional long-term debt and line of credit financing could be 
obtained based on the Company's credit standing and financial strength.  
 
The Company holds, from time to time, relatively significant cash and cash equivalent balances in tax jurisdictions outside of the United States. 
The following table shows the Company's total cash as of March 31, 2015 by tax jurisdiction.  

 

To the extent cash in foreign countries is distributed to the U.S., it could become subject to U.S. income taxes. Foreign tax credits may be 
available to offset all or a portion of such taxes. At March 31, 2015 , all foreign earnings are considered permanently reinvested.  
 
The Company's working capital at March 31, 2015 was $617.0 million , compared to $545.2 million at June 30, 2014 . The current ratio was 
3.3 to 1 at March 31, 2015 and 2.9 to 1 at June 30, 2014 .  
 
Net Cash Flows  
The following table is included to aid in review of Applied's condensed statements of consolidated cash flows; all amounts are in thousands.  
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Country    Amount  

United States    $ 19,921  
Canada    27,867  
Other countries    7,377  

Total   $ 55,165  

      Nine Months Ended March 31,  

Net Cash Provided by (Used in):     2015     2014  

Operating Activities     $ 39,312     $ 44,326  
Investing Activities     (177,037 )    (23,144 ) 

Financing Activities     127,697     (23,157 ) 

Exchange Rate Effect     (5,996 )    (2,103 ) 

Decrease in Cash and Cash Equivalents     $ (16,024 )    $ (4,078 ) 
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Net cash provided by operating activities was $39.3 million for the nine months ended March 31, 2015 as compared to $44.3 million provided 
by operating activities in the prior period. The decrease in cash provided by operating activities during the nine months ended March 31, 2015 
resulted from the use of cash balances to reduce accounts payable and certain accrued liability amounts. Overall, cash from operating activities 
is expected to improve throughout the remainder of fiscal 2015.  
 
Net cash used in investing activities during the nine months ended March 31, 2015 increased to $177.0 million during the current period versus 
$23.1 million in the prior period. The increase in cash used for investing activities is due to several acquisitions in the current period, which 
used $166.5 million, while only $17.0 million was used for acquisitions in the prior year period.  
 
Net cash provided by financing activities increased to $127.7 million for the nine months ended March 31, 2015 versus $23.2 million used in 
financing activities in the prior period. Several factors contributed to the increase in cash provided by financing activities, the most significant 
of which are $221.2 million in borrowings, primarily used to fund acquisitions, partially offset by cash used for the purchase of treasury shares 
in the amount of $59.2 million and dividends paid in the amount of $31.8 million. In the prior year period, several financing activities occurred, 
the most significant of which was $30.0 million of cash provided by borrowings under the revolving credit facility partially offset by $24.0 
million of cash used for the purchase of treasury shares.  
 
ERP Project  
In fiscal 2011, Applied commenced its ERP (SAP) project to transform the Company's technology platforms and enhance its business 
information and technology systems for future growth. We have deployed our solution in our Western Canadian operating locations and our 
U.S. operating locations selected for transformation. In fiscal 2014, the Company initiated the transformation of its financial and accounting 
systems, including the receivables, payables, treasury, inventory, fixed assets, general ledger and consolidation systems. All of these underlying 
financial and accounting systems, except for the consolidation process/system, have been transitioned to SAP during fiscal 2015. The Company 
will continue to evaluate and determine a deployment schedule for the remaining Eastern Canadian operating locations. The Company expects 
to convert to a new consolidation process and system at the beginning of fiscal 2016.  
 
Share Repurchases  
The Board of Directors has authorized the repurchase of shares of the Company's common stock. These purchases may be made in open market 
and negotiated transactions, from time to time, depending upon market conditions. We acquired 870,200 shares of treasury stock on the open 
market in the three months ended March 31, 2015 for $37.3 million. During the nine months ended March 31, 2015 we acquired 1,334,100 
shares of treasury stock for $59.2 million. At March 31, 2015 , we had authorization to repurchase an additional 512,300 shares. During the 
nine months ended March 31, 2014 , we acquired 495,000 shares of treasury stock on the open market for $24.0 million.  
 
Borrowing Arrangements  
The Company has a revolving credit facility with a group of banks expiring in May 2017. This agreement provides for unsecured borrowings of 
up to $150.0 million . Fees on this facility range from 0.09% to 0.175% per year based upon the Company's leverage ratio at each quarter end. 
Borrowings under this agreement carry variable interest rates tied to either LIBOR, prime, or the bank’s cost of funds at the Company’s 
discretion. This agreement also enables the Company to refinance this debt on a long-term basis. At March 31, 2015 and June 30, 2014 , the 
Company had $120.0 million and $69.0 million outstanding under this credit facility, respectively. Unused lines under this facility, net of 
outstanding letters of credit of $6.8 million and $8.7 million to secure certain insurance obligations, totaled $23.0 million and $72.3 million at 
March 31, 2015 and June 30, 2014 , respectively, and are available to fund future acquisitions or other capital and operating requirements. The 
weighted average interest rate on the revolving credit facility outstanding as of March 31, 2015 was 1.06% and June 30, 2014 was 0.85% .  
 
The Company entered into a $100.0 million unsecured five-year term loan with a group of banks in April 2014, with a final maturity date in 
April 2019. Borrowings under this agreement carry a variable interest rate tied to LIBOR, which at March 31, 2015 was 1.19% and at June 30, 
2014 was 1.06% . The term loan had $97.5 million and $99.4 million outstanding at March 31, 2015 and June 30, 2014 , respectively.  
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In April 2014, the Company assumed $2.4 million of debt as a part of the headquarters facility acquisition. The 1.5% fixed interest rate note is 
held by the State of Ohio Development Services Agency, maturing in May 2024. At March 31, 2015 and June 30, 2014 , $2.2 million and $2.3 
million was outstanding, respectively.  
 
At March 31, 2015 , the Company had borrowings outstanding under its unsecured shelf facility agreement with Prudential Investment 
Management of $170.0 million . The "Series C" notes have a principal amount of $120.0 million and carry a fixed interest rate of 3.19% ; the 
principal is due in equal payments in July 2020, 2021 and 2022. The "Series D" notes have a principal amount of $50.0 million and carry a 
fixed interest rate of 3.21% ; the principal is due in equal payments in October 2019 and 2023. As of March 31, 2015 , $50.0 million in 
additional financing was available under this facility.  
 
Accounts Receivable Analysis  
The following table is included to aid in analysis of accounts receivable and the associated provision for losses on accounts receivable:  
 

 
Accounts receivable are reported at net realizable value and consist of trade receivables from customers. Management monitors accounts 
receivable by reviewing Days Sales Outstanding (DSO) and the aging of receivables for each of the Company's locations.  
 
On a consolidated basis, DSO was 52.2 at March 31, 2015 versus 51.4 at June 30, 2014 . Accounts receivable increased 5.0% this year, 
compared to a 14.9% increase in sales in the nine months ended March 31, 2015 ; the increase in accounts receivable can be attributed to 
acquisitions which included $30.4 million of accounts receivable or an increase of approximately 8.1%. Excluding acquisitions, the net 
decrease in accounts receivable is primarily due to unfavorable changes in foreign exchange rates. Now that all U.S. Service Center Based 
Distribution Businesses are fully operational on SAP, we expect DSO and past due balances to decline.  
 
Approximately 4.1% of our accounts receivable balances are more than 90 days past due at March 31, 2015 , a decrease from 4.9% at 
December 31, 2014 and 5.7% at June 30, 2014 . On an overall basis, our provision for losses from uncollected receivables represents 0.07% of 
our sales in the nine months ended March 31, 2015 . Historically, this percentage is around 0.13%. Management believes the overall 
receivables aging and provision for losses on uncollected receivables are at reasonable levels.  
 
Inventory Analysis  
Inventories are valued at the lower of cost or market, using the last-in, first-out (LIFO) method for U.S. inventories and the average cost 
method for foreign inventories.  Management uses an inventory turnover ratio to monitor and evaluate inventory.  Management calculates this 
ratio on an annual as well as a quarterly basis, and believes that using average costs to determine the inventory turnover ratio instead of LIFO 
costs provides a more useful analysis.  The annualized inventory turnover based on average costs for the period ended March 31, 2015 and 
June 30, 2014 was 3.7 and 3.8, respectively.  We believe our inventory turnover ratio at the end of the year will be similar or slightly better than 
the ratio at March 31, 2015.  
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    March 31,  June 30,  

   2015  2014  

Accounts receivable, gross  $ 404,856  $ 386,117  
Allowance for doubtful accounts  10,448  10,385  

Accounts receivable, net  $ 394,408  $ 375,732  

Allowance for doubtful accounts, % of gross receivables  2.6 % 2.7 % 

      

   Nine Months Ended March 31,  

   2015  2014  

Provision for losses on accounts receivable  $ 1,391  $ 1,337  

Provision as a % of net sales  0.07 % 0.07 % 
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Cautionary Statement Under Private Securities Litigation Reform Act  
 

Management’s Discussion and Analysis, contains statements that are forward-looking based on management’s current expectations about the 
future. Forward-looking statements are often identified by qualifiers, such as “guidance”, “expect”, “believe”, “plan”, “intend”, “will”, 
“should”, “could”, “would”, “anticipate”, “estimate”, “forecast”, “may”, "optimistic" and derivative or similar words or expressions. Similarly, 
descriptions of objectives, strategies, plans, or goals are also forward-looking statements. These statements may discuss, among other things, 
expected growth, future sales, future cash flows, future capital expenditures, future performance, and the anticipation and expectations of the 
Company and its management as to future occurrences and trends. The Company intends that the forward-looking statements be subject to the 
safe harbors established in the Private Securities Litigation Reform Act of 1995 and by the Securities and Exchange Commission in its rules, 
regulations and releases.  

Readers are cautioned not to place undue reliance on any forward-looking statements. All forward-looking statements are based on current 
expectations regarding important risk factors, many of which are outside the Company’s control. Accordingly, actual results may differ 
materially from those expressed in the forward-looking statements, and the making of those statements should not be regarded as a 
representation by the Company or any other person that the results expressed in the statements will be achieved. In addition, the Company 
assumes no obligation publicly to update or revise any forward-looking statements, whether because of new information or events, or 
otherwise, except as may be required by law.  

Important risk factors include, but are not limited to, the following: risks relating to the operations levels of our customers and the economic 
factors that affect them; changes in the prices for products and services relative to the cost of providing them; reduction in supplier inventory 
purchase incentives; loss of key supplier authorizations, lack of product availability, or changes in supplier distribution programs; the cost of 
products and energy and other operating costs; changes in customer preferences for products and services of the nature and brands sold by us; 
changes in customer procurement policies and practices; competitive pressures; our reliance on information systems; our ability to implement 
our ERP system in a timely, cost-effective, and competent manner, limiting disruption to our business, and to capture its planned benefits while 
maintaining an adequate internal control environment; the impact of economic conditions on the collectability of trade receivables; reduced 
demand for our products in targeted markets due to reasons including consolidation in customer industries; our ability to retain and attract 
qualified sales and customer service personnel and other skilled managers and professionals; our ability to identify and complete acquisitions, 
integrate them effectively, and realize their anticipated benefits; the variability, timing and nature of new business opportunities including 
acquisitions, alliances, customer relationships, and supplier authorizations; the incurrence of debt and contingent liabilities in connection with 
acquisitions; our ability to access capital markets as needed on reasonable terms; disruption of operations at our headquarters or distribution 
centers; risks and uncertainties associated with our foreign operations, including volatile economic conditions, political instability, cultural and 
legal differences, and currency exchange fluctuations; the potential for goodwill and intangible asset impairment; changes in accounting 
policies and practices; organizational changes within the Company; the volatility of our stock price and the resulting impact on our 
consolidated financial statements; risks related to legal proceedings to which we are a party; adverse regulation and legislation, both enacted 
and under consideration, including with respect to federal tax policy (e.g., affecting the use of the LIFO inventory accounting method and the 
taxation of foreign-sourced income); and the occurrence of extraordinary events (including prolonged labor disputes, power 
outages,telecommunication outages, terrorist acts, earthquakes, extreme weather events, other natural disasters, fires, floods, and accidents). 
Other factors and unanticipated events could also adversely affect our business, financial condition or results of operations.  

We discuss certain of these matters more fully throughout our "Management's Discussion and Analysis" as well as other of our filings with the 
Securities and Exchange Commission, including our Annual Report on Form 10-K for the year ended June 30, 2014 .  
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For quantitative and qualitative disclosures about market risk, see Item 7A "Quantitative and Qualitative Disclosures About Market Risk" in 
our Annual Report on Form 10-K for the year ended June 30, 2014 .  
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Evaluation of Disclosure Controls and Procedures  

The Company's management, under the supervision and with the participation of the Chief Executive Officer (CEO) and Chief Financial 
Officer (CFO), evaluated the effectiveness of the Company's disclosure controls and procedures, as defined in Exchange Act Rule 13a-15(e), as 
of the end of the period covered by this report. Based on that evaluation, the CEO and CFO have concluded that the Company's disclosure 
controls and procedures are effective.  

Changes in Internal Control Over Financial Reporting  

The Company has undertaken a multi-year ERP (SAP) project to transform the Company's technology platforms and enhance its business 
information and transaction systems. The Company has completed its SAP implementation in its Western Canadian operating locations and 
U.S. operating locations selected for transformation. In fiscal 2014, the Company initiated the transformation of its financial and accounting 
systems, including the receivables, payables, treasury, inventory, fixed assets, general ledger and consolidation systems. All of these underlying 
financial and accounting systems, except for the consolidation process/system, have been transitioned to SAP during Fiscal 2015. The 
Company will continue to evaluate and determine a deployment schedule for the remaining Eastern Canadian operating locations. The 
Company expects to convert to a new consolidation process and system at the beginning of fiscal 2016. Changes in the Company's key business 
applications and financial processes as a result of the continuing implementation of SAP and other business systems are being evaluated by 
management. The Company is designing processes and internal controls to address changes in the Company's internal control over financial 
reporting as a result of the SAP implementation. This ongoing SAP implementation presents risks to maintaining adequate internal controls 
over financial reporting.  

Other than as described above, there have not been any changes in internal control over financial reporting during the nine months ended 
March 31, 2015 that have materially affected, or are reasonably likely to materially affect, the Company's internal control over financial 
reporting.  
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The Company is a party to pending legal proceedings with respect to various product liability, commercial, and other matters. 
Although it is not possible to predict the outcome of these proceedings or the range of reasonably possible loss, the Company believes, 
based on circumstances currently known, that the likelihood is remote that the ultimate resolution of any of these proceedings will 
have, either individually or in the aggregate, a material adverse effect on the Company's consolidated financial position, results of 
operations, or cash flows.  

 

 
Repurchases of common stock in the quarter ended March 31, 2015 were as follows:  
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PART II.  OTHER INFORMATION 

ITEM 1.  Legal Proceedings 

ITEM 2.  Unregistered Sales of Equity Securities and Use of Proceeds 

Period  
(a) Total Number of 
Shares (1)  

(b) Average Price Paid 
per Share ($)  

(c) Total Number of 
Shares Purchased as 
Part of Publicly 
Announced Plans or 
Programs  

(d) Maximum Number 
of Shares that May Yet 
Be Purchased Under the 
Plans or Programs (2)  

January 1, 2015 to 
January 31, 2015  95,296 41.84 92,500 1,290,000 

February 1, 2015 to 
February 28, 2015  402,200 42.52 402,200 887,800 

March 1, 2015 to March 
31, 2015  375,500 43.54 375,500 512,300 

Total  872,996 42.89 870,200 512,300 

(1)  During the quarter the Company also purchased 2,796 shares in connection with the Deferred Compensation Plan. These 
purchases are not counted in the authorization in note (2).  

(2)  On October 27, 2014, the Board of Directors authorized the repurchase of up to 1.5 million shares of the Company's common 
stock. We publicly announced the authorization on October 29, 2014. Purchases can be made in the open market or in privately 
negotiated transactions. The authorization is in effect until all shares are purchased, or the Board revokes or amends the 
authorization.  



Table of Contents  
 
ITEM 6.         Exhibits  

 

Exhibit No.     Description  

3.1  

    

Amended and Restated Articles of Incorporation of Applied Industrial Technologies, Inc., as amended on October 25, 2005 
(filed as Exhibit 3(a) to the Company’s Form 10-Q for the quarter ended December 31, 2005, SEC File No. 1-2299, and 
incorporated here by reference).  

    

3.2      Code of Regulations of Applied Industrial Technologies, Inc., as amended on October 19, 1999 (filed as Exhibit 3(b) to the 
Company’s Form 10-Q for the quarter ended September 30, 1999, SEC File No. 1-2299, and incorporated here by reference).  

    

4.1      Certificate of Merger of Bearings, Inc. (Ohio) (now named Applied Industrial Technologies, Inc.) and Bearings, Inc. 
(Delaware) filed with the Ohio Secretary of State on October 18, 1988, including an Agreement and Plan of Reorganization 
dated September 6, 1988 (filed as Exhibit 4(a) to the Company’s Registration Statement on Form S-4 filed May 23, 1997, 
Registration No. 333-27801, and incorporated here by reference).  

    

4.2  

   

Private Shelf Agreement dated as of November 27, 1996, as amended through October 30, 2014, between Applied Industrial 
Technologies, Inc. and Prudential Investment Management, Inc. (assignee of The Prudential Insurance Company of America), 
conformed to show all amendments.  

      

4.3  

   

Request for Purchase dated May 30, 2014 and 3.19% Series C Notes dated July 1, 2014, under Private Shelf Agreement dated 
November 27, 1996, as amended, between Applied Industrial Technologies, Inc. and Prudential Investment Management, Inc. 
(filed as Exhibit 10.1 to Applied's Form 8-K dated July 1, 2014, SEC File No. 1-2299, and incorporated here by reference).  

      

4.4  

   

Request for Purchase dated October 22, 2014 and 3.21% Series D Notes dated October 30, 2014, under Private Shelf 
Agreement dated November 27, 1996, as amended, between Applied Industrial Technologies, Inc. and Prudential Investment 
Management, Inc. (filed as Exhibit 4.5 to Applied's Form 10-Q dated November 4, 2014, SEC File No. 1-2299, and 
incorporated here by reference).  

      

4.5  

   

Credit Agreement dated as of May 15, 2012, among Applied Industrial Technologies, Inc., KeyBank National Association as 
Agent, and various financial institutions (filed as Exhibit 4 to the Company's Form 8-K dated May 17, 2012, SEC File No. 1-
2299, and incorporated here by reference).  

      

4.6  

   

Credit Agreement dated as of April 25, 2014, among Applied Industrial Technologies, Inc., KeyBank National Association, as 
Agent, and various financial institutions (filed as Exhibit 10.1 to Applied's Form 8-K dated May 1, 2014, SEC File No. 1-
2299, and incorporated here by reference).  

      

10.1     Separation Agreement between Applied Industrial Technologies, Inc. and Carl E Will.  

      

15     Independent Registered Public Accounting Firm’s Awareness Letter.  

    

31     Rule 13a-14(a)/15d-14(a) certifications.  

    

32     Section 1350 certifications.  

    

101.INS     XBRL Instance Document  

      

101.SCH     XBRL Taxonomy Extension Schema Document  

    

101.CAL     XBRL Taxonomy Extension Calculation Linkbase Document  

      

101.DEF     XBRL Taxonomy Extension Definition Linkbase Document  

    

101.LAB     XBRL Taxonomy Extension Label Linkbase Document  

      

101.PRE     XBRL Taxonomy Extension Presentation Linkbase Document  



The Company will furnish a copy of any exhibit described above and not contained herein upon payment of a specified reasonable fee which 
shall be limited to the Company’s reasonable expenses in furnishing the exhibit.  
 
Certain instruments with respect to long-term debt have not been filed as exhibits because the total amount of securities authorized under any 
one of the instruments does not exceed 10 percent of the total assets of the Company and its subsidiaries on a consolidated basis. The Company 
agrees to furnish to the Securities and Exchange Commission, upon request, a copy of each such instrument.  
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SIGNATURES  
 
Pursuant to the requirements of the Securities Exchange Act of 1934, the Company has duly caused this report to be signed on its behalf by the 
undersigned hereunto duly authorized.  
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       APPLIED INDUSTRIAL TECHNOLOGIES, INC.  

      (Company)  

      

Date:  May 4, 2015  By:    /s/ Neil A.Schrimsher  

      Neil A. Schrimsher  

      President & Chief Executive Officer  

      

      

Date:  May 4, 2015  By:    /s/ Mark O. Eisele  

      Mark O. Eisele  

      Vice President-Chief Financial Officer & Treasurer  



 
 

EXHIBIT 4.2 

 
 
 

[CONFORMED COPY, including  
Amendments dated January 30, 1998,  
October 24, 2000, November 14, 2003,  
February 25, 2004, March 30, 2007,  
February 16, 2010, February 4, 2013,  
and October 30, 2014]  

 
BEARINGS, INC.  

3600 Euclid Avenue  
Cleveland, Ohio 44115-2515  

 
As of November 27, 1996 

 
Prudential Investment Management, Inc.  
(herein called “PRUDENTIAL”)  
Each Prudential Affiliate which becomes  
bound by this Agreement as hereinafter  
provided (together with Prudential, the  
“PURCHASERS”)  
c/o Prudential Capital Group  
Two Prudential Plaza  
Suite 5600  
Chicago, Illinois 60601  
   
Gentlemen:  
   

The undersigned, BEARINGS, INC., an Ohio corporation (herein called the “COMPANY”), hereby 
agrees with you as set forth below. Reference is made to paragraph 10 hereof for definitions of capitalized terms used 
herein and not otherwise defined herein.  

   
1. AUTHORIZATION OF ISSUE OF PRIVATE SHELF NOTES. The Company will authorize the 

issue of its senior promissory notes (herein called the “PRIVATE SHELF NOTES”) in the aggregate principal amount 
of $270,000,000, to be dated the date of issue thereof, to mature, in the case of each Private Shelf Note so issued, no 
more than fifteen (15) years after the issuance thereof, to have an average life, in the case of each Note so issued, of no 
more than twelve (12) years after the date of original issuance thereof, to bear interest on the unpaid balance thereof 
from the date thereof at the rate per annum (and to have such other particular terms consistent with the terms of this 
Agreement) as shall be set forth in the Confirmation of Acceptance with respect to such Private Shelf Note delivered 
pursuant to paragraph 2E, and to be substantially in the form of EXHIBIT A attached hereto. The terms “Private Shelf 
Note” and “Private Shelf Notes” as used herein shall include each Private Shelf Note delivered pursuant to any 
provision of this Agreement and each Private Shelf Note delivered in substitution or exchange for any such Private 
Shelf Note pursuant to any such provision. The terms “NOTE” or “NOTES” as used herein shall include each Private 
Shelf Note (whether designated a Series A Note, Series B Note or Series C Note, etc.) delivered pursuant to any 
provision of this Agreement and each Note  
 
 



 
 
delivered in substitution or exchange for any such Note pursuant to any such provision. Notes which have (i) the same 
final maturity, (ii) the same principal prepayment dates, (iii) the same principal prepayment amounts (as a percentage of 
the original principal amount of each Note), (iv) the same interest rate, (v) the same interest payment periods, and (vi) 
which are otherwise designated a “Series” hereunder or in the Confirmation of Acceptance whether or not the 
foregoing conditions are satisfied, are herein called a “SERIES” of Notes.  

 
2. PURCHASE AND SALE OF NOTES.  
 
2A. FACILITY. Subject to the terms and conditions of this Agreement and in reliance upon the 

representations and warranties set forth herein, Prudential is willing to consider, in its sole discretion and within limits 
which may be authorized for purchase by Prudential and Prudential Affiliates from time to time, the purchase of Private 
Shelf Notes pursuant to this Agreement. The willingness of Prudential to consider such purchase of Private Shelf Notes 
is herein called the “FACILITY”. At any time, $50,000,000, minus the aggregate principal amount of Private Shelf 
Notes purchased and sold pursuant to this Agreement prior to such time, minus the aggregate principal amount of 
“ACCEPTED NOTES” (as hereinafter defined) which have not yet been purchased and sold hereunder prior to such 
time, is herein called the “AVAILABLE FACILITY AMOUNT” at such time. [NOTE: PURSUANT TO THE 
AMENDMENT DATED OCTOBER 30, 2014, THE PARTIES EXPRESSLY ACKNOWLEDGED AND 
AGREED THAT THE AVAILABLE FACILITY AMOUNT AS OF SUC H DATE WAS $50,000,000.] 
NOTWITHSTANDING THE WILLINGNESS OF PRUDENTIAL TO CONSIDER PURCHASES OF PRIVATE 
SHELF NOTES, THIS AGREEMENT IS ENTERED INTO ON THE EXPRESS UNDERSTANDING THAT 
NEITHER PRUDENTIAL NOR ANY PRUDENTIAL AFFILIATE SHALL BE OBLIGATED TO MAKE OR 
ACCEPT OFFERS TO PURCHASE PRIVATE SHELF NOTES, OR TO QUOTE RATES, SPREADS OR OTHER 
TERMS WITH RESPECT TO SPECIFIC PURCHASES OF PRIVATE SHELF NOTES, AND THE FACILITY 
SHALL IN NO WAY BE CONSTRUED AS A COMMITMENT BY PRUDENTIAL OR ANY PRUDENTIAL 
AFFILIATE.  

   
2B. ISSUANCE PERIOD. Private Shelf Notes may be issued and sold pursuant to this Agreement until 

the earlier of (i) October 30, 2017 and (ii) the thirtieth day after Prudential shall have given to the Company, or the 
Company shall have given to Prudential, a written notice stating that it elects to terminate the Facility. The period 
during which Private Shelf Notes may be issued and sold pursuant to this Agreement is herein called the “ISSUANCE 
PERIOD”.  

   
2C. REQUEST FOR PURCHASE. The Company may from time to time during the Issuance Period 

make requests for purchases of Private Shelf Notes (each such request being herein called a “REQUEST FOR 
PURCHASE”). Each Request for Purchase shall be made to Prudential by telecopier and confirmed by nationwide 
overnight delivery service, and shall (i) specify the aggregate principal amount of Private Shelf Notes covered thereby, 
which shall not be less than $5,000,000 and shall not be greater than the Available Facility Amount at the time such 
Request for Purchase is made, (ii) specify the principal amounts, final maturities, principal prepayment dates and 
amounts and interest payment periods (quarterly in arrears) of the Private Shelf Notes covered thereby, (iii) specify the 
use of proceeds of such Private Shelf Notes, (iv) specify the proposed day for the closing of the purchase and sale of 
such Private Shelf Notes, which shall be a Business Day during the Issuance Period not more than thirty (30) days after 
the making of such Request for Purchase and in any event not less than three (3) days after any Acceptance with 
respect to such Request for Purchase under paragraph 2E, (v) specify the number  
 
 



 
 
of the account and the name and address of the depository institution to which the purchase prices of such Private Shelf 
Notes are to be transferred on the Private Shelf Closing Day for such purchase and sale, (vi) certify that the 
representations and warranties contained in paragraph 8 hereof are true on and as of the date of such Request for 
Purchase except to the extent of changes caused by the transactions herein contemplated and that there exists on the 
date of such Request for Purchase no Event of Default or Default (and that no Event of Default or Default shall arise as 
the result of the purchase and sale of such Private Shelf Notes), and (vii) be substantially in the form of EXHIBIT B 
attached hereto. Each Request for Purchase shall be in writing and shall be deemed made when received by Prudential.  

 
2D. RATE QUOTES. As soon as practicable and in any event not later than five (5) Business Days after 

the Company shall have given Prudential a Request for Purchase pursuant to paragraph 2C, Prudential may, but shall be 
under no obligation to, provide (by telephone and promptly thereafter confirmed by telecopier, in each case no earlier 
than 9:30 A.M. and no later than 1:30 P.M. New York City local time) interest rate quotes for the several principal 
amounts, maturities, prepayment schedules and interest payment periods of Private Shelf Notes specified in such 
Request for Purchase. Each quote shall represent the interest rate per annum payable on the outstanding principal 
balance of such Private Shelf Notes until such balance shall have become due and payable, at which Prudential or a 
Prudential Affiliate would be willing to purchase such Private Shelf Notes at 100% of the principal amount thereof. 
Such rate quotes shall be made and determined by Prudential in accordance with the internal methods and procedures 
then used by Prudential to price comparable transactions with companies similarly situated with similar credit risks.  

   
2E. ACCEPTANCE. Within the Acceptance Window, the Company may, subject to the terms of 

paragraph 2F, elect to accept such interest rate quotes as to not less than $5,000,000 aggregate principal amount of the 
Private Shelf Notes specified in the applicable Request for Purchase. Such election shall be made by an Authorized 
Officer of the Company notifying Prudential by telephone or telecopier within the Acceptance Window (but not earlier 
than 9:30 A.M. or later than 2:00 P.M., New York City local time) that the Company elects to accept such interest rate 
quotes, specifying the Private Shelf Notes (each such Private Shelf Note being herein called an “ACCEPTED NOTE”) 
as to which such acceptance (herein called an “ACCEPTANCE”) relates. The day the Company notifies Prudential of 
an Acceptance with respect to any Accepted Notes is herein called the “ACCEPTANCE DAY” for such Accepted 
Notes. Any interest rate quotes as to which Prudential does not receive an Acceptance within the Acceptance Window 
shall expire, and no purchase or sale of Private Shelf Notes hereunder shall be made based on such expired interest rate 
quotes. Subject to paragraph 2F and the other terms and conditions hereof, the Company agrees to sell to Prudential or 
a Prudential Affiliate, and Prudential agrees to purchase, or to cause the purchase by a Prudential Affiliate of, the 
Accepted Notes at 100% of the principal amount of such Notes. As soon as practicable following the Acceptance Day, 
the Company, Prudential and each Prudential Affiliate which is to purchase any such Accepted Notes will execute a 
confirmation of such Acceptance substantially in the form of EXHIBIT C attached hereto (herein called a 
“CONFIRMATION OF ACCEPTANCE”). If the Company should fail to execute and return the applicable 
Confirmation of Acceptance to Prudential within three Business Days following receipt of a Confirmation of 
Acceptance with respect to any Accepted Notes, Prudential may at its election at any time prior to its receipt thereof 
cancel the closing with respect to such Accepted Notes by so notifying the Company in writing.  

 
 
 



 
 

2F. MARKET DISRUPTION. Notwithstanding the provisions of paragraph 2E, if Prudential shall have 
provided interest rate quotes pursuant to paragraph 2E and thereafter, prior to the time an Acceptance with respect to 
such quotes shall have been notified to Prudential in accordance with paragraph 2E, the domestic market for U.S. 
Treasury securities or derivatives shall have closed or there shall occur a general suspension, material limitation, or 
significant disruption of trading in securities generally on the New York Stock Exchange or in the domestic market for 
U.S. Treasury securities, then such interest rate quotes shall expire, and no purchase or sale of Private Shelf Notes 
hereunder shall be made based on such expired interest rate quotes. If the Company thereafter notifies Prudential of the 
Acceptance of any such interest rate quotes, such Acceptance shall be ineffective for all purposes of this Agreement, 
and Prudential shall promptly notify the Company that the provisions of this paragraph 2F are applicable with respect 
to such Acceptance.  

   
2G. PRIVATE SHELF CLOSING. Not later than 11:30 A.M. (New York City local time) on the Private 

Shelf Closing Day for any Accepted Notes, the Company will deliver to each Purchaser listed in the Confirmation of 
Acceptance relating thereto at the offices of Prudential Capital Group, Two Prudential Plaza, Suite 5600, Chicago, 
Illinois 60601, Attention: Law Department, the Private Shelf Notes to be purchased by such Purchaser in the form of a 
single Accepted Note for the Accepted Notes which have exactly the same terms (or such greater number of Notes in 
authorized denominations as such Purchaser may request) dated the Private Shelf Closing Day and registered in such 
Purchaser's name (or in the name of its nominee), against payment of the purchase price thereof by transfer of 
immediately available funds for credit to the Company's account specified in the Request for Purchase of such Private 
Shelf Notes. If the Company fails to tender to any Purchaser the Accepted Notes to be purchased by such Purchaser on 
the scheduled Private Shelf Closing Day for such Accepted Notes as provided above in this paragraph 2G, or any of the 
conditions specified in paragraph 3A shall not have been fulfilled by the time required on such scheduled Private Shelf 
Closing Day, the Company shall, prior to 1:00 P.M., New York City local time, on such scheduled Private Shelf 
Closing Day notify such Purchaser in writing whether (x) such closing is to be rescheduled (such rescheduled date to be 
a Business Day during the Issuance Period not less than one Business Day and not more than 30 Business Days after 
such scheduled Private Shelf Closing Day (the “RESCHEDULED CLOSING DAY”)) and certify to such Purchaser 
that the Company reasonably believes that it will be able to comply with the conditions set forth in paragraph 3 on such 
Rescheduled Closing Day and that the Company will pay the Delayed Delivery Fee, if any, in accordance with 
paragraph 2H(2) or (y) such closing is to be cancelled as provided in paragraph 2H(3). In the event that the Company 
shall fail to give such notice referred to in the preceding sentence, such Purchaser may at its election, at any time after 
1:00 P.M., New York City local time, on such scheduled Private Shelf Closing Day, notify the Company in writing that 
such closing is to be cancelled as provided in paragraph 2H(3). Notwithstanding anything to the contrary contained in 
this Agreement, the Company may not elect to reschedule a closing with respect to any given Accepted Notes on more 
than one occasion, unless Prudential shall have otherwise consented in writing which consent shall not be unreasonably 
denied.  

 
2H. FEES.  
 
2H(1). ISSUANCE FEE. On each Private Shelf Closing Day, the Company agrees to pay Prudential in 

immediately available funds a fee (the “Issuance Fee”) in an amount equal to 0.10% of the aggregate principal amount 
of Notes sold on such Private Shelf Closing Day. The issuance Fee for the Series B Notes has been previously paid in 
full as agreed by the parties.  
 
 



 
 

 
2H(2). DELAYED DELIVERY FEE. If the closing of the purchase and sale of any Accepted Note is 

delayed for any reason beyond the original Private Shelf Closing Day for such Accepted Note, the Company will pay to 
Prudential (a) on the Cancellation Date or actual closing date of such purchase and sale and (b) if earlier, the next 
Business Day following 90 days after the Acceptance Day for such Accepted Note and on each Business Day following 
90 days after the prior payment hereunder, a fee (herein called the “ Delayed Delivery Fee ”) calculated as follows:  

   
(BEY - MMY) X DTS/360 X Full Price  
   
where “BEY” means Bond Equivalent Yield, i.e., the bond equivalent yield per annum of such Accepted 

Note; “MMY” means Money Market Yield, i.e., the yield per annum on a commercial paper investment of the highest 
quality selected by Prudential on the date Prudential receives notice of the delay in the closing for such Accepted Notes 
having a maturity date or dates the same as, or closest to, the Rescheduled Closing Day or Rescheduled Closing Days 
(a new alternative investment being selected by Prudential each time such closing is delayed); “DTS” means Days to 
Settlement, i.e., the number of actual days elapsed from and including the original Private Shelf Closing Day with 
respect to such Accepted Note (in the case of the first such payment with respect to such Accepted Note) or from and 
including the date of the immediately preceding payment (in the case of any subsequent delayed delivery fee payment 
with respect to such Accepted Note) to but excluding the date of such payment; and “FULL PRICE” means the 
principal amount, i.e., the principal amount of the Accepted Note for which such calculation is being made. If the 
Delayed Delivery Fee is zero or negative, there will be no Delayed Delivery Fee. Nothing contained herein shall 
obligate any Purchaser to purchase any Accepted Note on any day other than the Private Shelf Closing Day for such 
Accepted Note, as the same may be rescheduled from time to time in compliance with paragraph 2G.  

   
2H(3). CANCELLATION FEE. If the Company at any time notifies Prudential in writing that the 

Company is canceling the closing of the purchase and sale of any Accepted Note, or if Prudential notifies the Company 
in writing under the circumstances set forth in the last sentence of paragraph 2E or the penultimate sentence of 
paragraph 2G that the closing of the purchase and sale of such Accepted Note is to be canceled, or if the closing of the 
purchase and sale of such Accepted Note is not consummated on or prior to the last day of the Issuance Period (the date 
of any such notification, or the last day of the Issuance Period, as the case may be, being herein called the 
“CANCELLATION DATE”), the Company will pay Prudential in immediately available funds an amount (the 
“CANCELLATION FEE”) calculated as follows:  

 
PI X Full Price  
 
where “PI” means Price Increase, i.e., the quotient (expressed in decimals) obtained by dividing (a) the 

excess of the ask price (as determined by Prudential) of the Hedge Treasury Note(s) on the Cancellation Date over the 
bid price (as determined by Prudential) of the Hedge Treasury Note(s) on the Acceptance Day for such Accepted Note 
by (b) such bid price; and “FULL PRICE” has the meaning set forth in paragraph 2H(2), above. The foregoing bid and 
ask prices shall be as reported by Telerate Systems, Inc. (or, if such data for any reason ceases to be available through 
Telerate Systems, Inc., any publicly available source of similar market data selected by Prudential). Each price shall be 
based on a U.S. Treasury security having a par value  
 
 



 
 
of $100.00 and shall be rounded to the second decimal place. If the Price Increase is zero or negative, there will be no 
Cancellation Fee.  

   
2H(4). STRUCTURING FEE. In consideration for the time, effort and expense involved in the 

preparation, negotiation and execution of this Agreement and the amendment of the Existing Agreement, the Company 
agrees to pay Prudential on the date of the execution of this Agreement in immediately available funds a fee (the 
“STRUCTURING FEE”) in the amount of $10,000.  

 
3. CONDITIONS OF CLOSING. Prudential's and any Purchaser's obligation to purchase and pay for 

any Private Shelf Notes, is subject in each case to the satisfaction, on or before the applicable Closing Day for such 
Notes, of the conditions set forth in paragraph 3A.  

   
3A(1). OPINION OF COMPANY'S COUNSEL. On the Initial Closing Day, Prudential shall have 

received from Robert C. Stinson, Esq., general counsel of the Company, a favorable opinion satisfactory to Prudential 
and substantially in the form of EXHIBIT D-1 attached hereto.  

   
3A(2). OPINION OF COMPANY'S COUNSEL. On each Private Shelf Closing Day, each Purchaser 

shall have received from Robert C. Stinson, Esq., general counsel of the Company (or other counsel reasonably 
acceptable to the Purchasers), a favorable opinion satisfactory to the Purchasers and substantially in the form of 
EXHIBIT D-2 attached hereto.  

   
3A(3). REPRESENTATIONS AND WARRANTIES; NO DEFAULT. The representations and 

warranties contained in paragraph 8 hereof shall be true on and as of the applicable Closing Day, except to the extent of 
changes caused by the transactions herein contemplated; there shall exist on the applicable Closing Day no Event of 
Default or Default; and the Company shall have delivered to each Purchaser an Officer's Certificate, dated the 
applicable Closing Day, to both such effects.  

   
3A(4). FEES. On or before the Initial Closing Day, the Company shall have paid in full to Prudential the 

Structuring Fee required by paragraph 2H(4). On or before each Private Shelf Closing Day, the Company shall have 
paid in full to Prudential any Issuance Fee required by paragraph 2H(1) and to the Purchasers any Delayed Delivery 
Fee or Cancellation Fee required by paragraph 2H(2) or 2H(3).  

   
3A(5). PURCHASE PERMITTED BY APPLICABLE LAWS. The purchase of and payment for the 

Notes to be purchased on the applicable Private Shelf Closing Day on the terms and conditions herein provided 
(including the use of the proceeds of such Notes by the Company) shall not violate any applicable law or governmental 
regulation (including, without limitation, Section 5 of the Securities Act or Regulation T, U or X of the Board of 
Governors of the Federal Reserve System) and shall not subject any Purchaser to any material tax (other than ordinary 
income taxes), material penalty, material liability or other onerous condition under or pursuant to any applicable law or 
governmental regulation, and such Purchaser shall have received such certificates or other evidence as such Purchaser 
may have requested no less than 5 days before any scheduled closing to establish compliance with this condition.  

   
3A(6). LEGAL MATTERS. Counsel for the Purchasers shall be satisfied as to all legal matters in all 

material respects relating to such purchase and sale.  
 
 



 
 

   
3A(7). PROCEEDINGS. All corporate and other proceedings taken or to be taken in connection with the 

transactions contemplated hereby and all documents incident thereto shall be reasonably satisfactory in substance and 
form to each Purchaser, and each Purchaser shall have received all such counterpart originals or certified or other 
copies of such documents as it may reasonably request.  

   
3A(8). SALE OF NOTES OF SAME SERIES TO OTHER PURCHASERS. The Company shall have 

tendered to the other Purchasers (if any) the Notes of the same Series to be purchased by them at the closing.  
   
4. PREPAYMENTS. The Notes shall be subject to prepayment with respect to the required prepayments 

specified in paragraph 4A and under the circumstances specified in paragraphs 4B and 4E.  
   
4A. REQUIRED PREPAYMENT OF PRIVATE SHELF NOTES. Until each respective Series of 

Private Shelf Notes shall be paid in full, each respective Series of Private Shelf Notes shall be subject to such required 
prepayments, if any, as are specified for such Series of Private Shelf Notes in accordance with the provisions of 
paragraph 2C hereof. Any prepayment made by the Company pursuant to any other provision of this paragraph 4 shall 
not reduce or otherwise affect its obligation to make any prepayment as specified in the respective Series of Private 
Shelf Notes.  

   
4B. OPTIONAL PREPAYMENT WITH YIELD-MAINTENANCE AMOUNT. Subject to the 

limitations set forth below, the Notes shall be subject to prepayment, in whole at any time or from time to time in part 
(in $100,000 increments and not less than $2,000,000 per occurrence), at the option of the Company, at 100% of the 
principal amount so prepaid plus interest thereon to the prepayment date and the Yield-Maintenance Amount, if any, 
with respect to each Note so prepaid. Any partial prepayment of the Notes pursuant to this paragraph 4B shall be 
applied in satisfaction of required payments of principal in the inverse order of their scheduled due dates.  

   
4C. NOTICE OF OPTIONAL PREPAYMENT. The Company shall give to the holder of each Note of a 

Series irrevocable written notice of any optional prepayment pursuant to paragraph 4B with respect to such Series not 
less than 30 days prior to the prepayment date, specifying (i) such prepayment date, (ii) the aggregate principal amount 
of the Notes of such Series to be prepaid on such date, (iii) the principal amount of the Notes of such holder to be 
prepaid on that date, and (iv) stating that such optional prepayment is to be made pursuant to paragraph 4B. Notice of 
optional prepayment having been given as aforesaid, the principal amount of the Notes specified in such notice, 
together with interest thereon to the prepayment date and together with the Yield-Maintenance Amount, if any, with 
respect thereto, shall become due and payable on such prepayment date.  

   
4D. PARTIAL PAYMENTS PRO RATA. In the case of each prepayment pursuant to paragraphs 4A or 

4B of less than the entire unpaid principal amount of all outstanding Notes of any Series, the amount to be prepaid shall 
be applied prorata to all outstanding Notes of such Series (including, for the purpose of this paragraph 4D only, all 
Notes of such Series prepaid or otherwise retired or purchased or otherwise acquired by the Company or any of its 
Subsidiaries  
 
 



 
 
or Affiliates other than by prepayment pursuant to paragraphs 4A or 4B) according to the respective unpaid principal 
amounts thereof.  

   
4E. RETIREMENT OF NOTES. The Company shall not, and shall not permit any of its Subsidiaries or 

Affiliates to, prepay or otherwise retire in whole or in part prior to their stated final maturity (other than (i) by 
prepayment pursuant to paragraphs 4A or 4B or (ii) upon acceleration of such final maturity pursuant to paragraph 7A), 
or purchase or otherwise acquire, directly or indirectly, Notes held by any holder unless the Company or such 
Subsidiary or Affiliate shall have offered to prepay or otherwise retire or purchase or otherwise acquire, as the case 
may be, the same proportion of the aggregate principal amount of Notes held by each other holder of Notes at the time 
outstanding upon the same terms and conditions. Any Notes so prepaid or otherwise retired or purchased or otherwise 
acquired by the Company or any of its Subsidiaries or Affiliates shall not be deemed to be outstanding for any purpose 
under this Agreement, except as provided in paragraph 4D. In the event that (i) the Company at any time requests in 
writing the approval by the holders of the Notes of a merger, acquisition, recapitalization or reorganization, the 
consummation of which would result in an Event of Default or Default hereunder, and (ii) the Required Holders shall 
have failed to grant such approval within ninety (90) days of the date of such written request, then the Company may, 
subject to the terms of the first sentence of this paragraph 4E and simultaneously with the consummation of such 
prohibited transaction, prepay the Notes of the nonconsenting holders at 100% of the principal amount so prepaid plus 
interest thereon to the prepayment date and the Yield-Maintenance Amount, if any, with respect to such Note within 
one hundred fifty (150) days of the date of the written request.  

   
5. AFFIRMATIVE COVENANTS.  
   
5A. FINANCIAL STATEMENTS. The Company covenants that it will deliver to each Significant 

Holder in triplicate:  
   
(i) as soon as practicable and in any event within 60 days after the end of each quarterly period (other 

than the last quarterly period) in each fiscal year, consolidated statements of income, stockholders' equity and cash 
flows of the Company and its Subsidiaries for the period from the beginning of the current fiscal year to the end of such 
quarterly period, and a consolidated balance sheet of the Company and its Subsidiaries as at the end of such quarterly 
period, setting forth in each case in comparative form figures for the corresponding period in the preceding fiscal year, 
all in reasonable detail and certified by an authorized financial officer of the Company, subject to changes resulting 
from year-end adjustments; provided , however , that delivery (which may be by delivery of an electronic version or by 
providing notice and access to a version that may be downloaded from the Company’s website) pursuant to 
clause (iii) below of copies of the Quarterly Report on Form lO-Q of the Company for such quarterly period filed with 
the Securities and Exchange Commission shall be deemed to satisfy the requirements of this clause (i);  

   
(ii) as soon as practicable and in any event within 120 days after the end of each fiscal year, consolidated 

statements of income, stockholders' equity, and cash flows of the Company and its Subsidiaries for such year, and a 
consolidated balance sheet of the Company and its Subsidiaries as at the end of such year, setting forth in each case in 
comparative form corresponding consolidated figures from the preceding annual audit, all in reasonable detail and 
satisfactory in form to the Required Holder(s) and, reported on by independent public accountants of recognized 
national standing selected by the Company whose report shall be without limitation as to scope of the audit and 
satisfactory in substance to the Required Holder(s); provided , however ,  
 
 



 
 
that delivery (which may be by delivery of an electronic version or by providing notice and access to a version that may 
be downloaded from the Company’s website) pursuant to clause (iii) below of copies of the Annual Report on Form 
10-K of the Company for such fiscal year filed with the Securities and Exchange Commission shall be deemed to 
satisfy the requirements of this clause (ii);  

   
(iii) promptly upon transmission thereof, copies of all such financial statements, proxy statements, 

notices and reports as it shall send to its public stockholders and copies of all registration statements (without exhibits) 
and all reports which it files with the Securities and Exchange Commission (or any governmental body or agency 
succeeding to the functions of the Securities and Exchange Commission), excluding registration statements on Form S-
8; provided , however , that the delivery requirement with respect to any such financial statements, proxy statements, 
notices and reports may be satisfied by delivery of an electronic version or by providing notice and access to a version 
that may be downloaded from the Company’s website;  

   
(iv) promptly upon receipt thereof, a copy of each other report submitted to the Company or any 

Subsidiary by independent accountants in connection with any annual, interim or special audit made by them of the 
books of the Company or any Subsidiary; and  

   
(v) with reasonable promptness, such other financial data as such Significant Holder may reasonably 

request.  
   
Together with each delivery of financial statements required by clauses (i) and (ii) above, the Company 

will deliver to each Significant Holder an Officer's Certificate demonstrating (with computations in reasonable detail) 
compliance by the Company and its Subsidiaries with the provisions of paragraph 6 and stating that, to the best of their 
knowledge based upon reasonable inquiry, there exists no Event of Default or Default, or, if any Event of Default or 
Default exists, specifying the nature and period of existence thereof and what action the Company proposes to take 
with respect thereto. Together with each delivery of financial statements required by clause (ii) above, the Company 
will deliver to each Significant Holder a report of such accountants stating that, in making the audit necessary for their 
report on such financial statements, they have obtained no knowledge of any Event of Default or Default, or, if they 
have obtained knowledge of any Event of Default or Default, specifying the nature and period of existence thereof. 
Such accountants, however, shall not be liable to anyone by reason of their failure to obtain knowledge of any Event of 
Default or Default which would not be disclosed in the course of an audit conducted in accordance with generally 
accepted auditing standards.  

   
The Company also covenants that immediately after any Responsible Officer obtains knowledge of an 

Event of Default or Default, it will deliver to each Significant Holder an Officer's Certificate specifying the nature and 
period of existence thereof and what action the Company proposes to take with respect thereto.  

   
5B. INFORMATION REQUIRED BY RULE 144A. The Company covenants that it will, upon the 

request of the holder of any Note, provide such holder, and any qualified institutional buyer designated by such holder, 
such financial and other information as such holder may reasonably determine to be necessary in order to permit 
compliance with the information requirements of Rule 144A under the Securities Act in connection with the resale of 
Notes, except at such times as the Company is subject to the reporting requirements of section 13 or 15(d) of  
 
 



 
 
the Exchange Act. For the purpose of this paragraph 5B, the term “qualified institutional buyer” shall have the meaning 
specified in Rule 144A under the Securities Act.  

   
5C. INSPECTION OF PROPERTY. The Company covenants that it will permit any Person designated 

by any Significant Holder in writing, at such Significant Holder's expense, to visit and inspect any of the properties of 
the Company and its Subsidiaries, to discuss the affairs, finances and accounts of any of such corporations with the 
principal officers of the Company and its independent public accountants and, if a Default or Event of Default shall be 
continuing, to examine the corporate books and financial records of the Company and its Subsidiaries and obtain copies 
thereof or extracts therefrom, all at such reasonable times as the Company and such Significant Holder shall agree but 
in any event within three Business Days from request of any Purchaser and during normal business hours.  

   
5D. COVENANT TO SECURE NOTES EQUALLY. The Company covenants that, if it or any 

Subsidiary shall create or assume any Lien upon any of its property or assets, whether now owned or hereafter 
acquired, other than Liens permitted by the provisions of paragraph 6B(1) (unless the prior written consent to the 
creation or assumption thereof shall have been obtained pursuant to paragraph 11C), it will make or cause to be made 
effective provision whereby the Notes will be secured by such Lien equally and ratably with any and all other Debt 
thereby secured so long as any such other Debt shall be so secured.  

 
5E. MAINTENANCE OF INSURANCE. The Company covenants that it and each Subsidiary shall 

maintain, with financially sound and reputable insurers, insurance in such amounts and against such liabilities and 
hazards as is ordinarily carried by companies similarly situated in the same or similar lines of business.  

 
5F. COMPLIANCE WITH LAWS. Without limited Paragraph 6B(11), the Company will, and will 

cause each of its Subsidiaries to, comply with all laws, ordinances or governmental rules or regulations to which each 
of them is subject and will obtain and maintain in effect all licenses, certificates, permits, franchises and other 
governmental authorizations necessary to the ownership of their respective properties or to the conduct of their 
respective businesses, in each case to the extent necessary to ensure that noncompliance with such laws, ordinances or 
governmental rules or regulations or failures to obtain or maintain in effect such licenses, certificates, permits, 
franchises and other governmental authorizations could not, individually or in the aggregate, reasonably be expected to 
have a Material Adverse Effect.  

 
5G. PAYMENT OF TAXES AND CLAIMS. The Company will, and will cause each of its Subsidiaries 

to, file all tax returns required to be filed in any jurisdiction and to pay and discharge all taxes shown to be due and 
payable on such returns and all other taxes, assessments, governmental charges, or levies imposed on them or any of 
their properties, assets, income or franchises, to the extent the same have become due and payable and before they have 
become delinquent and all claims for which sums have become due and payable that have or might become a Lien on 
properties or assets of the Company or any Subsidiary, provided that neither the Company nor any Subsidiary need file 
any such return or pay any such tax, assessment, charge, levy or claim if (i) the amount, applicability or validity thereof 
is contested by the Company or such Subsidiary on a timely basis in good faith and in appropriate proceedings, and the 
Company or a Subsidiary has established adequate reserves therefor in accordance with GAAP on the books of the 
Company or such Subsidiary or (ii) the failure to file such return or the nonpayment of all  
 
 



 
 
such taxes, assessments, charges, levies and claims could not, individually or in the aggregate, reasonably be expected 
to have a Material Adverse Effect.  

   
6. NEGATIVE COVENANTS. Unless the Required Holders shall otherwise consent in writing, the 

Company agrees to observe and perform each of the negative covenants set forth below so long as any Note shall 
remain outstanding.  

   
6A(1). [RESERVED]  
   
6A(2). [RESERVED]  
   
6A(3). [RESERVED]  
 
6A(4). INTEREST COVERAGE RATIO. The Company shall not suffer or permit at any time the 

Interest Coverage Ratio to be less than 3.00 to 1.00.  
 
6B. CREDIT AND OTHER RESTRICTIONS. The Company covenants that it will not and will not 

permit any Subsidiary to:  
   
6B(1). LIEN RESTRICTIONS. Create, incur, assume or suffer to exist any Lien upon any of its property 

or assets, whether now owned or hereafter acquired (whether or not provision is made for the equal and ratable securing 
of Notes in accordance with the provisions of paragraph 5D hereof), except:  

   
(i) Liens for taxes or other governmental charges not yet due or which are being actively contested in 

good faith by appropriate proceedings;  
   
(ii) Liens incidental to the conduct of its business or the ordinary operation or use of its property which 

were not incurred in connection with the borrowing of money or obtaining credit or advances;  
   
(iii) Liens on property or assets of a Subsidiary to secure obligations of such Subsidiary to the Company 

or another Subsidiary;  
   
(iv) Liens identified on EXHIBIT G to the Existing Agreement a copy of which is attached hereto;  
   
(v) Liens relating to the ledger balances, consignments, and other similar arrangements and other Liens 

(including Liens consisting of Capitalized Lease Obligations and/or purchase money security interests) to secure Debt, 
provided that (x) the Debt to which the Lien relates is permitted by paragraph 6B(2) and (y) the aggregate amount of 
Debt (plus, without duplication, the aggregate amount of such ledger balances, consignments and other similar 
arrangements) secured by such Liens does not exceed at any time 20% of Consolidated Tangible Net Worth; and  

   
(vi) Liens consisting of survey exceptions, minor encumbrances, easements and rights of way, or zoning 

or other restrictions as to the use of real properties; PROVIDED, HOWEVER, that such Liens in the aggregate do not 
materially impair the usefulness of such property in the business of the Company and its Subsidiaries, taken as a whole. 
 
 



 
 

 
Except for guaranties permitted or contemplated by paragraph 6B(10) or with respect to banker’s liens 

arising by operation of law (so long as the Company is in compliance with clause (v) of this paragraph 6B(1), with the 
amount of Debt secured by such banker’s liens being equal, for the purpose of determining compliance with such 
clause (v), to the lesser of the value of assets subject to such banker’s liens or the outstanding amount of the Debt as to 
which such banker’s liens may be exercised), neither the Company nor any Subsidiary is permitted to create, incur, 
assume or suffer to exist any Lien upon any property or assets to secure any obligations under the Credit Agreement.  

   
6B(2). DEBT RESTRICTION. Create, incur, assume or suffer to exist any Debt, except:  
   
(i) Debt in existence on March 28, 1996;  
   
(ii) Debt of any Subsidiary to the Company or to any other Subsidiary; and  
   
(iii) additional Debt of the Company and/or any Subsidiary subject to the proviso set forth below;  
   
provided , however , (x) that the aggregate principal amount of consolidated Debt of the Company and 

its Subsidiaries shall not exceed at any time an amount equal to 58% of Consolidated Capitalization and (y) Priority 
Debt shall not exceed at any time an amount equal to 20% of Consolidated Net Worth.  

   
6B(3). LOANS, ADVANCES AND INVESTMENTS. Make or permit to remain outstanding loans or 

advances to, or own, purchase or acquire any stock obligations or securities of, or any other interest in, or make any 
capital contributions to, any Person (collectively, “INVESTMENTS”), except that the Company or any Subsidiary 
may:  

   
(i) make or permit to remain outstanding loans or advances to any Subsidiary;  
   
(ii) own, purchase or acquire stock, obligations or securities of a Subsidiary or of a corporation which 

immediately after such purchase or acquisition will be a Subsidiary;  
   
(iii) acquire and own (a) stock of the Company so long as no Default or Event of Default exists after 

giving effect to the acquisition thereof and (b) stock, obligations or securities received in settlement of debts (created in 
the ordinary course of business) owing to the Company or any Subsidiary;  

   
(iv) own, purchase or acquire prime commercial paper, banker's acceptances and certificates of deposit 

in the United States and Canadian commercial banks (having capital resources in excess of $100 million U.S.), 
repurchase agreements with respect to the foregoing, in each case due within one year from the date of purchase and 
payable in the United States in United States dollars, obligations of the United States Government or any agency 
thereof, and obligations guaranteed by the United States Government;  

   
(v) make or permit to remain outstanding relocation, travel and other like advances to officers and 

employees in the ordinary course of business;  
 
 



 
 

   
(vi) permit to remain outstanding Investments existing on March 28, 1996; and  
   
(vii) make other Investments not in excess of 20% of Consolidated Net Worth.  
   
6B(4). DISPOSITION OF CERTAIN ASSETS. Sell, lease, transfer or otherwise dispose of any assets of 

the Company or any Subsidiary other than in an Excluded Transfer, unless the net book value of the assets sold, leased, 
transferred or otherwise disposed of outside of the ordinary course of business in the then most recent 24 month period 
together with the net book value of any assets then proposed to be sold, leased, transferred or otherwise disposed of 
outside of the ordinary course of business do not exceed 30% of Consolidated Tangible Net Worth. For purposes of this 
paragraph and paragraph 6B(2), a sale of the Company's or its Subsidiaries' receivables in connection with financing of 
the Company or any of its Subsidiaries under a securitization program shall be deemed to constitute Debt of the 
Company or any such Subsidiary and not a sale of assets  

 
6B(5). SALE OF STOCK AND DEBT OF SUBSIDIARIES. Sell or otherwise dispose of, or part with 

control of, any shares of stock or debt of any Subsidiary, except to the Company or any Subsidiary, and except that all 
shares of stock and debt of any Subsidiary at the time owned by or owed to the Company and all Subsidiaries may by 
sold as an entirety for fair market value (as determined in good faith by the Board of Directors of the Company) 
provided that the net book value of the assets of such Subsidiary, together with the net book value of the assets of the 
Company and any other Subsidiaries sold during the then most recent 24 month period do not exceed 30% of 
Consolidated Tangible Net Worth.  

   
6B(6). MERGER AND CONSOLIDATION. Merge with or consolidate into any other company, except 

(i) Subsidiaries may be merged into the Company, (ii) the Company may merge with another entity provided that the 
Company is the surviving corporation and no Default or Event of Default under this Agreement would exist after 
giving effect to the merger or as a result thereof, (iii) any Subsidiary may be merged with or into another corporation 
provided that the surviving corporation is a Subsidiary (in the case of a merger that does not involve the Company) or 
the Company and no Default or Event of Default would exist after giving effect to the merger or as a result thereof, or 
(iv) the Company may be merged into a Subsidiary or a newly created entity organized under the laws of any state of 
the United States which has conducted no previous business and at the time of such merger shall have no liabilities, if, 
in either case, the surviving corporation assumes the obligations of the Company under the Notes in a manner 
reasonably satisfactory to the Required Holders of the Notes and no Default or Event of Default shall exist after giving 
effect to the merger or as a result thereof.  

   
6B(7). SALE OR DISCOUNT OF RECEIVABLES. Sell with recourse, discount or pledge any of its 

notes receivable or accounts receivable other than receivables sold constituting Debt under clause (vii) of the definition 
thereof provided that (i) the aggregate face amount of all such receivables sold shall not exceed $70,000,000, and (ii) 
after giving effect to such sale, the Company is in compliance with paragraph 6B(2).  

   
6B(8). LEASE OBLIGATIONS. Lease real property or personal property (excluding data processing 

equipment, vehicles, and other equipment leased in the ordinary course of business) for terms exceeding three years if 
after giving effect thereto the aggregate amount  
 
 



 
 
of all payments in any fiscal year payable by the Company and its Subsidiaries would exceed an aggregate of 15% of 
Consolidated Tangible Net Worth.  

   
6B(9). RESTRICTED TRANSACTIONS. Deal directly or indirectly with an Affiliate, any Person 

related by blood, adoption, or marriage to any Affiliate or any Person owning 5% or more of the Company's stock, 
provided that (i) the Company may deal with such Persons in the ordinary course of business at arm's length, (ii) the 
Company may make loans or advances to officers permitted by paragraph 6B(3) and (iii) in addition to the foregoing, 
so long as the stock of the Company is publicly held, the Company may deal with such Persons so long as the 
aggregate amount of such transactions does not exceed $1,000,000 in any fiscal year.  

 
6B(10). OTHER SUBSIDIARY GUARANTIES. The Company covenants that it will not permit any 

Subsidiary organized under the laws of the United States or any state thereof (a “U.S. Subsidiary”) to create, issue, 
incur, assume or become subject to or liable under any guarantee with respect to any Material Indebtedness Agreement 
unless such U.S. Subsidiary promptly executes and delivers to the holders of the Notes a Guaranty of Payment of Debt 
substantially in the form of Exhibit I hereto. Notwithstanding the foregoing, the Company covenants that it will not 
permit any Subsidiary to create, issue, incur, assume or become subject to or liable under any guarantee with respect to 
the Credit Agreement unless such Subsidiary promptly executes and delivers to the holders of the Notes a Guaranty of 
Payment of Debt substantially in the form of Exhibit I hereto; provided, however, that the foregoing shall not apply to 
any guaranty created, issued, incurred or assumed by a Subsidiary organized under the laws of a jurisdiction other than 
the United States or any state thereof (a “Non-U.S. Subsidiary”) in respect of Debt incurred by any other Non-U.S. 
Subsidiary pursuant to the Credit Agreement so long as such Non-U.S. Subsidiary that creates, issues, incurs or 
assumes such guaranty has not also created, issued, incurred or assumed a guaranty in respect of Debt incurred by the 
Company or any U.S. Subsidiary pursuant to the Credit Agreement.  

 
6B(11). OTHER COVENANTS. In the event that the Company or any of its Subsidiaries shall enter 

into, or shall have entered into, any Material Indebtedness Agreement, wherein the covenants contained therein shall be 
more restrictive than the covenants set forth herein, then the Company and its Subsidiaries shall be bound hereunder by 
such more restrictive covenants with the same force and effect as if such covenants were written herein.  

 
6B(11). TERRORISM SANCTIONS REGULATIONS. The Company will not and will not permit any 

Controlled Entity (i) to become (including by virtue of being owned or controlled by a Blocked Person), own or control 
a Blocked Person or any Person that is the target of sanctions imposed by the United Nations or by the European 
Union, or (ii) directly or indirectly to have any investment in or engage in any dealing or transaction (including, 
without limitation, any investment, dealing or transaction involving the proceeds of the Notes) with any Person if such 
investment, dealing or transaction (a) would cause any holder to be in violation of any law or regulation applicable to 
such holder, or (b) is prohibited by or subject to sanctions under any U.S. Economic Sanctions, or (iii) to engage, nor 
shall any Affiliate of either engage, in any activity that could subject such Person or any holder to sanctions under the 
Comprehensive Iran Sanctions, Accountability and Divestment Act or any similar law or regulation with respect to Iran 
or any other country that is subject to U.S. Economic Sanctions.  

 
 
 



 
 

7. EVENTS OF DEFAULT.  
   
7A. ACCELERATION. If any of the following events shall occur and be continuing for any reason 

whatsoever (and whether such occurrence shall be voluntary or involuntary or come about or be effected by operation 
of law or otherwise):  

   
(i) the Company defaults in the payment of any principal of, or Yield-Maintenance Amount payable 

with respect to, any Note when the same shall become due, either by the terms thereof or otherwise as herein provided; 
or  

   
(ii) the Company defaults in the payment of any interest on any Note for more than five (5) days after 

the date due; or  
   
(iii) (A) (1) the Company or any Subsidiary defaults (whether as primary obligor or as guarantor or other 

surety) in any payment of principal of or interest on any other obligation for money borrowed (including any obligation 
under a conditional sale or other title retention agreement entered into as a means of acquiring the subject property, any 
obligation issued or assumed as full or partial payment for property if secured by a purchase money mortgage or any 
obligation under notes payable or drafts accepted representing extensions of credit) beyond any period of grace 
provided with respect thereto, or (2) the Company or any Subsidiary fails to perform or observe any other agreement, 
term or condition contained in any agreement under which any of the foregoing obligations are issued or created (or if 
any other event thereunder or under any such agreement shall occur and be continuing), and the effect of such default 
under clause (1) above or failure or event under clause (2) above is to cause, or to permit the holder or holders of such 
obligation (or a trustee on behalf of such holder or holders) to cause, such obligation to become due (or to be 
repurchased by the Company or any Subsidiary) prior to any stated maturity, provided that the aggregate amount of all 
obligations as to which such a payment default shall occur and be continuing or such a failure or other event causing or 
permitting acceleration (or resale to the Company or any Subsidiary) shall occur and be continuing exceeds 
$20,000,000; or (B) the Company or any Subsidiary fails to perform or observe any term or condition of any agreement 
or lease (other than those specified in clause (A) of this paragraph 7A(iii)) beyond any applicable grace period with 
respect thereto (or if any other event thereunder shall occur and be continuing beyond any applicable grace period), if 
the effect of such failure or event is to cause, or permit the holder or holders of such obligation (or trustee on behalf of 
such holder or holders) to cause, such obligation to become due prior to any stated maturity or require the repurchase, 
redemption or defeasance of such obligation, provided that the aggregate amount of all obligations as to which such 
failure or other event causing or permitting acceleration or requiring the repurchase, redemption or defeasance shall 
exceed $20,000,000; or  

   
(iv) any representation or warranty made by the Company herein or by the Company or any of its 

officers in any writing furnished in connection with or pursuant to this Agreement shall be false in any material respect 
on the date as of which made; or  

 
(v) the Company fails to perform or observe any agreement contained in paragraph 6; or  
   
(vi) the Company fails to perform or observe any other agreement, term or condition contained herein 

and such failure shall not be remedied within 30 days after any Responsible Officer obtains actual knowledge thereof; 
or  
 
 



 
 

   
(vii) the Company or any Subsidiary makes an assignment for the benefit of creditors or is generally not 

paying its debts as such debts become due; or  
   
(viii) any decree or order for relief in respect of the Company or any Subsidiary is entered under any 

bankruptcy, reorganization, compromise, arrangement, insolvency, readjustment of debt, dissolution or liquidation or 
similar law, whether now or hereafter in effect (herein called the “Bankruptcy Law”), of any jurisdiction; or  

   
(ix) the Company or any Subsidiary petitions or applies to any tribunal for, or consents to, the 

appointment of, or taking possession by, a trustee, receiver, custodian, liquidator or similar official of the Company or 
any Subsidiary, or of any substantial part of the assets of the Company or any Subsidiary, or commences a voluntary 
case under the Bankruptcy Law of the United States or any proceedings (other than proceedings for the voluntary 
liquidation and dissolution of a Subsidiary) relating to the Company or any Subsidiary under the Bankruptcy Law of 
any other jurisdiction; or  

   
(x) any such petition or application is filed, or any such proceedings are commenced, against the 

Company or any Subsidiary and the Company or such Subsidiary by any act indicates its approval thereof, consent 
thereto or acquiescence therein, or an order, judgment or decree is entered appointing any such trustee, receiver, 
custodian, liquidator or similar official, or approving the petition in any such proceedings, and such order, judgment or 
decree remains unstayed and in effect for more than 30 days; or  

 
(xi) any order, judgment or decree is entered in any proceedings against the Company decreeing the 

dissolution of the Company and such order, judgment or decree remains unstayed and in effect for more than 60 days; 
or  

   
(xii) any one or more unpaid or unsatisfied judgments or decrees in excess of $20,000,000 in the 

aggregate at any one time outstanding is entered against the Company and/or its Subsidiaries, excluding those 
judgments or decrees (A) that shall have been stayed, vacated or bonded, (B) which are not final and non-appealable, 
provided that the Company or such Subsidiary is contesting any such judgment or decree in good faith and by 
appropriate proceedings diligently pursued,(C) for and to the extent the Company or any Subsidiary is insured and with 
respect to which the insurer specifically has assumed responsibility in writing therefor, (D) for and to the extent the 
Company or any Subsidiary are otherwise indemnified if the terms of such indemnification are satisfactory to the 
Required Holders or (E) that have been outstanding for less than 60 days; then (a) if such event is an Event of Default 
specified in clause (i) or (ii) of this paragraph 7A, the holder of any Note (other than the Company or any of its 
Subsidiaries or Affiliates) may at its option, by notice in writing to the Company, declare such Note to be, and such 
Note shall thereupon be and become, immediately due and payable at par together with interest accrued thereon, 
without presentment, demand, protest or notice of any kind, all of which are hereby waived by the Company, (b) if such 
event is an Event of Default specified in clause (viii), (ix) or (x) of this paragraph 7A with respect to the Company, all 
of the Notes at the time outstanding shall automatically become immediately due and payable at par together with 
interest accrued thereon, without presentment, demand, protest or notice of any kind, all of which are hereby waived by 
the Company, and (c) if such event is not an Event of Default specified in clause (viii), (ix) or (x) of this paragraph 7A 
with respect to the Company, the Required Holder(s) of any Series of Notes may at its or their option, by notice in 
writing to the Company, declare all of  
 
 



 
 
the Notes of such Series to be, and all of the Notes of such Series shall thereupon be and become, immediately due and 
payable together with interest accrued thereon and together with the Yield-Maintenance Amount, if any, with respect to 
each Note of such Series, without presentment, demand, protest or other notice of any kind, all of which are hereby 
waived by the Company, provided that the Yield-Maintenance Amount, if any, with respect to each Note of such Series 
shall be due and payable upon such declaration only if (x) such event is an Event of Default specified in any of clauses 
(i) to (vi),inclusive, or (xi) or (xii) of this paragraph 7A, (y) the Required Holders of such Series shall have given to the 
Company, at least 10 Business Days before such declaration, written notice stating its or their intention so to declare 
the Notes of such Series to be immediately due and payable and identifying one or more such Events of Default whose 
occurrence on or before the date of such notice permits such declaration, and (z) one or more of the Events of Default 
so identified shall be continuing at the time of such declaration;  

 
[(xiii) Reserved]  
 
[(xiv) Reserved]  
 
(xv)  a Change in Control shall occur; or  
 
(xvi) (A) any Plan shall fail to satisfy the minimum funding standards of ERISA or the Code for any 

plan year or part thereof or a waiver of such standards or extension of any amortization period is sought or granted 
under section 412 of the Code, (B) a notice of intent to terminate any Plan shall have been or is reasonably expected to 
be filed with the PBGC or the PBGC shall have instituted proceedings under ERISA section 4042 to terminate or 
appoint a trustee to administer any Plan or the PBGC shall have notified the Company or any ERISA Affiliate that a 
Plan may become a subject of any such proceedings, (C) the aggregate “amount of unfunded benefit liabilities” (within 
the meaning of section 4001(a)(18) of ERISA) under all Plans, determined in accordance with Title IV of ERISA, shall 
exceed an amount that could reasonably be expected to have a Material Adverse Effect, (D) the Company or any 
ERISA Affiliate shall have incurred or is reasonably expected to incur any liability pursuant to Title I or IV of ERISA 
or the penalty or excise tax provisions of the Code relating to employee benefit plans, (E) the Company or any ERISA 
Affiliate withdraws from any Multiemployer Plan, or (F) the Company or any Subsidiary establishes or amends any 
employee welfare benefit plan that provides post-employment welfare benefits in a manner that would increase the 
liability of the Company or any Subsidiary thereunder; and any such event or events described in clauses (A) through 
(F) above, either individually or together with any other such event or events, could reasonably be expected to have a 
Material Adverse Effect. As used in this Paragraph 7A (xvi), the terms “employee benefit plan” and “ employee 
welfare benefit plan” shall have the respective meanings assigned to such terms in section 3 of ERISA.  

   
7B. RESCISSION OF ACCELERATION. At any time after any or all of the Notes of a Series shall 

have been declared immediately due and payable pursuant to paragraph 7A, the Required Holder(s) of such Series may, 
by notice in writing to the Company, rescind and annul such declaration and its consequences if (i) the Company shall 
have paid all overdue interest on the Notes of such Series, the principal of and Yield-Maintenance Amount, if any, 
payable with respect to any Notes of such Series which have become due otherwise than by reason of such declaration, 
and interest on such overdue interest and overdue principal and Yield-Maintenance Amount at the rate specified in the 
Notes of such Series, (ii) the Company shall not have paid any amounts which have become due solely by reason of 
such declaration, (iii) all Events of Default and Defaults, other than non-payment of amounts which have become due 
solely by  
 
 



 
 
reason of such declaration, shall have been cured or waived pursuant to paragraph 11C, and (iv) no judgment or decree 
shall have been entered for the payment of any amounts due pursuant to the Notes of such Series or this Agreement (as 
this Agreement pertains to the Notes of such Series). No such rescission or annulment shall extend to or affect any 
subsequent Event of Default or Default or impair any right arising therefrom.  

   
7C. NOTICE OF ACCELERATION OR RESCISSION. Whenever any Note shall be declared 

immediately due and payable pursuant to paragraph 7A or any such declaration shall be rescinded and annulled 
pursuant to paragraph 7B, the Company shall forthwith give written notice thereof to the holder of each Note at the 
time outstanding.  

   
7D. OTHER REMEDIES. If any Event of Default or Default shall occur and be continuing, the holder 

of any Note may proceed to protect and enforce its rights under this Agreement and such Note by exercising such 
remedies as are available to such holder in respect thereof under applicable law, either by suit in equity or by action at 
law, or both, whether for specific performance of any covenant or other agreement contained in this Agreement or in 
aid of the exercise of any power granted in this Agreement. No remedy conferred in this Agreement upon the holder of 
any Note is intended to be exclusive of any other remedy, and each and every such remedy shall be cumulative and 
shall be in addition to every other remedy conferred herein or now or hereafter existing at law or in equity or by statute 
or otherwise.  

   
8. REPRESENTATIONS, COVENANTS AND WARRANTIES. The Company represents, covenants 

and warrants as follows:  
   
8A. ORGANIZATION. The Company is a corporation duly organized and existing in good standing 

under the laws of the State of Ohio, each Subsidiary is a corporation or other legal entity existing and in good standing 
under the laws of the jurisdiction in which it is incorporated or organized, and the Company has and each Subsidiary 
has the corporate or other power to own its respective property and to carry on its respective business as now being 
conducted. The names and jurisdictions of incorporation of each Subsidiary are set forth on Exhibit F attached hereto.  

   
8B. FINANCIAL STATEMENTS. The Company has furnished Prudential and each Purchaser of any 

Accepted Notes with the following financial statements, identified by a principal financial officer of the Company: (i) a 
consolidated balance sheet of the Company and its Subsidiaries as of the last day in each of the five fiscal years of the 
Company most recently completed prior to the date as of which this representation is made or repeated to such 
Purchaser (other than fiscal years completed within 120 days prior to such date for which audited financial statements 
have not been released) and a consolidated statement of income, stockholders' equity and statement of cash flows of the 
Company and its Subsidiaries for each such year, all certified by Deloitte & Touche LLP (or such other independent 
public accountants of recognized national standing selected by the Company or other accounting firm as may be 
reasonably acceptable to such Purchaser); and (ii) a consolidated balance sheet of the Company and its Subsidiaries as 
at the end of the quarterly period (if any) most recently completed prior to such date and after the end of such fiscal 
year (other than quarterly periods completed within 60 days prior to such date for which financial statements have not 
been released) and the comparable quarterly period in the preceding fiscal year and consolidated statements of income, 
stockholders' equity and cash flows of the Company and its Subsidiaries for the periods from the beginning of the fiscal 
years in which such quarterly periods are included to the end of such quarterly periods, prepared by  
 
 



 
 
the Company. Such financial statements (including any related schedules and/or notes) are true and correct in all 
material respects (subject, as to interim statements, to changes resulting from audits and year-end adjustments), have 
been prepared in accordance with generally accepted accounting principles consistently followed throughout the 
periods involved and show all liabilities, direct and contingent, of the Company and its Subsidiaries required to be 
shown in accordance with such principles. The balance sheets fairly present the condition of the Company and its 
Subsidiaries as at the dates thereof, and the statements of income and statements of cash flows fairly present the results 
of the operations of the Company and its Subsidiaries for the periods indicated. There has been no material adverse 
change in the business, condition (financial or otherwise) or operations of the Company and its Subsidiaries taken as a 
whole since the end of the most recent fiscal year for which such audited financial statements have been furnished.  

   
8C. ACTIONS PENDING. There is no action, suit, investigation or proceeding pending or, to the 

knowledge of the Company, threatened against the Company or any Subsidiary or any properties or rights of the 
Company or any Subsidiary, by or before any court, arbitrator or administrative or governmental body which could be 
reasonably expected to result in any material adverse change in the business, condition (financial or otherwise) or 
operations of the Company and its Subsidiaries taken as a whole.  

   
8D. OUTSTANDING DEBT. Neither the Company nor any Subsidiary has any Debt outstanding except 

as permitted by paragraph 6B(2). There exists no payment default or other default in any material respect under the 
provisions of any instrument evidencing such Debt or of any agreement relating thereto.  

   
8E. TITLE TO PROPERTIES. To the best knowledge of the Responsible Officers based upon 

reasonable inquiry, the Company has, and each Subsidiary has, good and indefeasible title to its respective real 
properties (other than properties which it leases) and good title to all of its other properties and assets, including the 
properties and assets reflected in the most recent audited balance sheet referred to in paragraph 8B (other than 
properties and assets disposed of in the ordinary course of business), subject to no Lien of any kind except Liens 
permitted by paragraph 6B(1). The Company and each Subsidiary enjoys peaceful and undisturbed possession of all 
leases necessary in any material respect for the conduct of their respective businesses, none of which contains any 
unusual or burdensome provisions which could be reasonably expected to materially affect or impair the operation of 
such businesses. All such leases are valid and subsisting and are in full force and effect.  

   
8F. TAXES. To the best knowledge of the Responsible Officers based upon reasonable inquiry, the 

Company has, and each Subsidiary has, filed all Federal, State and other income tax returns which are required to be 
filed, and each has paid all taxes as shown on such returns and on all assessments received by it to the extent that such 
taxes have become due, except such taxes as are being contested in good faith by appropriate proceedings for which 
adequate reserves have been established in accordance with generally accepted accounting principles.  

   
8G. CONFLICTING AGREEMENTS AND OTHER MATTERS. Neither the execution nor delivery of 

this Agreement or the Notes, nor the offering, issuance and sale of the Notes, nor fulfillment of nor compliance with the 
terms and provisions hereof and of the Notes will conflict with, or result in a breach of the terms, conditions or 
provisions of, or constitute a default under, or result in any violation of, or result in the creation of any Lien upon any 
of the properties or assets of the Company or any of its Subsidiaries (other than Liens permitted by this  
 
 



 
 
Agreement) pursuant to, the charter or code of regulations of the Company or any of its Subsidiaries, any award of any 
arbitrator or any agreement (including any agreement with stockholders), nor to the best of the Responsible Officers' 
knowledge based upon reasonable inquiry, any instrument, order, judgment, decree, statute, law, rule or regulation to 
which the Company or any of its Subsidiaries is subject. Neither the Company nor any of its Subsidiaries is a party to, 
or otherwise subject to any provision contained in, any instrument evidencing indebtedness of the Company or any of 
its Subsidiaries, any agreement relating thereto or any other contract or agreement (including its charter) which limits 
the amount of, or otherwise imposes restrictions on the incurring of, indebtedness of the Company of the type to be 
evidenced by the Notes except as set forth in the agreements listed in EXHIBIT E attached hereto (as such EXHIBIT E 
may have been modified from time to time by written supplements thereto delivered by the Company and accepted in 
writing by Prudential).  

   
8H. OFFERING OF NOTES. Neither the Company nor any agent acting on its behalf has, directly or 

indirectly, offered the Notes or any similar security of the Company for sale to, or solicited any offers to buy the Notes 
or any similar security of the Company from, or otherwise approached or negotiated with respect thereto with, any 
Person other than Institutional Investors, and neither the Company nor any agent acting on its behalf has taken or will 
take any action which would subject the issuance or sale of the Notes to the provisions of Section 5 of the Securities 
Act or to the registration provisions of any securities or Blue Sky law of any applicable jurisdiction.  

   
8I. USE OF PROCEEDS. The proceeds of the sale of any Private Shelf Notes will be used for the 

purposes stated in the relevant Request for Purchase. None of such proceeds will be used, directly or indirectly, for the 
purpose, whether immediate, incidental or ultimate, of purchasing or carrying any “margin stock” as defined in 
Regulation U (12 CFR Part 221) of the Board of Governors of the Federal Reserve System (herein called “margin 
stock”) or for the purpose of maintaining, reducing or retiring any indebtedness which was originally incurred to 
purchase or carry any stock that is then currently a margin stock or for any other purpose which might constitute the 
purchase of such Notes transaction a “purpose credit” within the meaning of such Regulation U, unless the Company 
shall have delivered to the Purchaser which is purchasing such Notes, on the Private Shelf Closing Day for such Notes 
an opinion of counsel satisfactory to such Purchaser stating that the purchase of such Notes does not constitute a 
violation of such Regulation U. Neither the Company nor any agent acting on its behalf has taken or will take any 
action which might cause this Agreement or the Notes to violate Regulation T, Regulation U or any other regulation of 
the Board of Governors of the Federal Reserve System or to violate the Securities Exchange Act of 1934, as amended, 
in each case as in effect now or as the same may hereafter be in effect. The Company is not a Person described in 
Section 1 of the Anti-Terrorism Order and none of the proceeds from the issuance of the Notes will, to the Company’s 
knowledge, directly or indirectly, be transferred to or used for the benefit of any such Person.  

 
8J. ERISA. No accumulated funding deficiency (as defined in section 302 of ERISA and section 412 of 

the Code), whether or not waived, exists with respect to any Plan (other than a Multiemployer Plan). No liability to the 
Pension Benefit Guaranty Corporation has been or is expected by the Company or any ERISA Affiliate to be incurred 
with respect to any Plan (other than a Multiemployer Plan) by the Company, any Subsidiary or any ERISA Affiliate 
which is or would be materially adverse to the business, condition (financial or otherwise) or operations of the 
Company and its Subsidiaries taken as a whole. Neither the Company, any Subsidiary or any ERISA Affiliate has 
incurred or presently expects to incur any withdrawal liability under  
 
 



 
 
Title IV of ERISA with respect to any Multiemployer Plan which is or would be materially adverse to the Company 
and its Subsidiaries taken as a whole. The execution and delivery of this Agreement and the issuance and sale of the 
Notes will be exempt from, or will not involve any transaction which is subject to the prohibitions of, section 406 of 
ERISA and will not involve any transaction in connection with which a penalty could be imposed under section 502(i) 
of ERISA or a tax could be imposed pursuant to section 4975 of the Code. The representation by the Company in the 
next preceding sentence is made in reliance upon and subject to the accuracy of each Purchaser's representation in 
paragraph 9B.  

   
8K. GOVERNMENTAL CONSENT. Neither the nature of the Company or of any Subsidiary, nor any 

of their respective businesses or properties, nor any relationship between the Company or any Subsidiary and any other 
Person, nor any circumstance in connection with the offering, issuance, sale or delivery of the Notes is such as to 
require any authorization, consent, approval, exemption or other action by or notice to or filing with any court or 
administrative or governmental body (other than routine filings after the date of closing with the Securities and 
Exchange Commission and/or state Blue Sky authorities) in connection with the execution and delivery of this 
Agreement, the offering, issuance, sale or delivery of the Notes or fulfillment of or compliance with the terms and 
provisions of this Agreement.  

   
8L. ENVIRONMENTAL COMPLIANCE. To the best knowledge of the Responsible Officers based 

upon reasonable inquiry, the Company and its Subsidiaries and all of their respective properties and facilities have 
complied at all times and in all respects with all applicable federal, state, local and regional statutes, laws, ordinances 
and judicial or administrative orders, judgments, rulings and regulations relating to protection of the environment 
except, in any such case, where failure to comply would not result in a material adverse effect on the business, 
condition (financial or otherwise) or operations of the Company and its Subsidiaries taken as a whole or the ability of 
the Company to perform its obligations under this Agreement.  

   
8M. HOSTILE TENDER OFFERS. None of the proceeds of the sale of any Notes will be used to 

finance a Hostile Tender Offer.  
   
8N. DISCLOSURE. Neither this Agreement nor any other document, certificate or statement furnished 

to any Purchaser by or on behalf of the Company in connection herewith contains any untrue statement of a material 
fact or omits to state a material fact necessary in order to make the statements contained herein and therein not 
misleading. There is no fact peculiar to the Company or any of its Subsidiaries which materially adversely affects or in 
the future can be reasonably expected to (so far as the Company can now reasonably foresee) materially adversely 
affect the business, property or assets, or financial condition of the Company and its Subsidiaries taken as a whole and 
which has not been set forth in this Agreement or in the other documents, certificates and statements furnished to the 
Purchasers by the Company prior to the date hereof in connection with the transactions contemplated hereby  

 
8O. SECTION 144A. The Notes are not of the same class as securities, if any, of the Company listed on 

a national securities exchange registered under Section 6 of the Exchange Act or quoted in a U.S. automated inter-
dealer quotation system.  
 
 
 
 
 
 
 



 
 

8P.      FOREIGN ASSETS CONTROL REGULATIONS, ETC.  

(1)      Neither the Company nor any Controlled Entity (i) is a Blocked Person, (ii) has been notified that 
its name appears or may in the future appear on a State Sanctions List or (iii) is a target of sanctions that have been 
imposed by the United Nations or the European Union.  

(2)      Neither the Company nor any Controlled Entity (i) has violated, been found in violation of, or 
been charged or convicted under, any applicable U.S. Economic Sanctions Laws, Anti-Money Laundering Laws or 
Anti-Corruption Laws or (ii) to the Company’s knowledge, is under investigation by any Governmental Authority for 
possible violation of any U.S. Economic Sanctions Laws, Anti-Money Laundering Laws or Anti-Corruption Laws.  

(3)      No part of the proceeds from the sale of the Notes hereunder:  

(i)      constitutes or will constitute funds obtained on behalf of any Blocked Person or will otherwise be 
used by the Company or any Controlled Entity, directly or indirectly, (1) in connection with any investment in, or any 
transactions or dealings with, any Blocked Person, (2) for any purpose that would cause any Purchaser to be in 
violation of any U.S. Economic Sanctions Laws or (3) otherwise in violation of any U.S. Economic Sanctions Laws;  

(ii)      will be used, directly or indirectly, in violation of, or cause any Purchaser to be in violation of, any 
applicable Anti-Money Laundering Laws; or  

(iii)      will be used, directly or indirectly, for the purpose of making any improper payments, including 
bribes, to any Governmental Official or commercial counterparty in order to obtain, retain or direct business or obtain 
any improper advantage, in each case which would be in violation of, or cause any Purchaser to be in violation of, any 
applicable Anti-Corruption Laws.  

(4)      The Company has established procedures and controls which it reasonably believes are adequate 
(and otherwise comply with applicable law) to ensure that the Company and each Controlled Entity is and will continue 
to be in compliance with all applicable U.S. Economic Sanctions Laws, Anti-Money Laundering Laws and Anti-
Corruption Laws.  

 
9. REPRESENTATIONS OF THE PURCHASERS.  
   
Each Purchaser represents as follows:  
   
9A. NATURE OF PURCHASE. Such Purchaser is not acquiring the Notes to be purchased by it 

hereunder with a view to or for sale in connection with any distribution thereof within the meaning of the Securities 
Act, provided that the disposition of such Purchaser's property shall at all times be and remain within its control.  

   
9B. SOURCE OF FUNDS. At least one of the following statements is an accurate representation as to 

each source of funds (a “Source”) to be used by such Purchaser to pay the purchase price of the Notes to be purchased 
by such Purchaser hereunder:  

 
(i)      the Source is an “insurance company general account” (as the term is defined in the United States 

Department of Labor’s Prohibited Transaction Exemption (“PTE”)  
 
 



 
 
95-60) in respect of which the reserves and liabilities (as defined by the annual statement for life insurance companies 
approved by the National Association of Insurance Commissioners (the “NAIC Annual Statement”)) for the general 
account contract(s) held by or on behalf of any employee benefit plan together with the amount of the reserves and 
liabilities for the general account contract(s) held by or on behalf of any other employee benefit plans maintained by the 
same employer (or affiliate thereof as defined in PTE 95-60) or by the same employee organization in the general 
account do not exceed 10% of the total reserves and liabilities of the general account (exclusive of separate account 
liabilities) plus surplus as set forth in the NAIC Annual Statement filed with such Purchaser’s state of domicile; or  

 
(ii)      the Source is a separate account that is maintained solely in connection with such Purchaser’s 

fixed contractual obligations under which the amounts payable, or credited, to any employee benefit plan (or its related 
trust) that has any interest in such separate account (or to any participant or beneficiary of such plan (including any 
annuitant)) are not affected in any manner by the investment performance of the separate account; or  

 
(iii)      the Source is either (a) an insurance company pooled separate account, within the meaning of 

PTE 90-1 or (b) a bank collective investment fund, within the meaning of the PTE 91-38 and, except as disclosed by 
such Purchaser to the Company in writing pursuant to this clause (iii), no employee benefit plan or group of plans 
maintained by the same employer or employee organization beneficially owns more than 10% of all assets allocated to 
such pooled separate account or collective investment fund; or  

 
(iv)      the Source constitutes assets of an “investment fund” (within the meaning of Part VI of PTE 84-

14 (the “QPAM Exemption” )) managed by a “qualified professional asset manager” or “QPAM” (within the meaning 
of Part VI of the QPAM Exemption), no employee benefit plan’s assets that are managed by the QPAM in such 
investment fund, when combined with the assets of all other employee benefit plans established or maintained by the 
same employer or by an affiliate (within the meaning of Part VI(c)(1) of the QPAM Exemption) of such employer or by 
the same employee organization and managed by such QPAM, represent more than 20% of the total client assets 
managed by such QPAM, the conditions of Part I(c) and (g) of the QPAM Exemption are satisfied, neither the QPAM 
nor a person controlling or controlled by the QPAM maintains an ownership interest in the Company that would cause 
the QPAM and the Company to be “related” within the meaning of Part VI(h) of the QPAM Exemption and (i) the 
identity of such QPAM and (ii) the names of any employee benefit plans whose assets in the investment fund, when 
combined with the assets of all other employee benefit plans established or maintained by the same employer or by an 
affiliate (within the meaning of Part VI(c)(1) of the QPAM Exemption) of such employer or by the same employee 
organization, represent 10% or more of the assets of such investment fund, have been disclosed to the Company in 
writing pursuant to this clause (iv); or  

(v)      the Source constitutes assets of a “plan(s)” (within the meaning of Part IV(h) of PTE 96-23 (the 
“INHAM Exemption” )) managed by an “in-house asset manager” or “INHAM” (within the meaning of Part IV(a) of 
the INHAM Exemption), the conditions of Part I(a), (g) and (h) of the INHAM Exemption are satisfied, neither the 
INHAM nor a person controlling or controlled by the INHAM (applying the definition of “control” in Part IV(d)(3) of 
the INHAM Exemption) owns a 10% or more interest in the Company and (i) the identity of such INHAM and (ii) the 
name(s) of the employee benefit plan(s) whose assets constitute the Source have been disclosed to the Company in 
writing pursuant to this clause (v); or  

 
 



 
 

(vi)      the Source is a governmental plan; or  
 
(vii)      the Source is one or more employee benefit plans, or a separate account or trust fund comprised 

of one or more employee benefit plans, each of which has been identified to the Company in writing pursuant to this 
clause (vii); or  

 
(viii)      the Source does not include assets of any employee benefit plan, other than a plan exempt from 

the coverage of ERISA.  
 
As used in this paragraph 9B, the terms “employee benefit plan”, “governmental plan”, and “separate 

account” shall have the respective meanings assigned to such terms in Section 3 of ERISA.  
   
10. DEFINITIONS. For the purpose of this Agreement, the terms defined in paragraphs 1 and 2 shall 

have the respective meanings specified therein, and the following terms shall have the meanings specified with respect 
thereto below:  

   
10A. YIELD-MAINTENANCE TERMS.  
   
“CALLED PRINCIPAL” shall mean, with respect to any Note, the principal of such Note that is to be 

prepaid pursuant to paragraph 4B or is declared to be immediately due and payable pursuant to paragraph 7A, as the 
context requires.  

   
“DESIGNATED SPREAD” shall mean (i) 0% with respect to the Series A Notes, (ii) 0.50% with 

respect to the Series B Notes and Series C Notes and (iii) unless otherwise specified in the Confirmation of Acceptance 
with respect thereto, 0.50% for any other Series of Notes.  

“DISCOUNTED VALUE” shall mean, with respect to the Called Principal of any Note, the amount 
obtained by discounting all Remaining Scheduled Payments with respect to such Called Principal from their respective 
scheduled due dates to the Settlement Date with respect to such Called Principal, in accordance with accepted financial 
practice and at a discount factor (as converted to reflect the periodic basis on which interest on such Note is payable, if 
payable other than on a semi-annual basis) equal to the Reinvestment Yield with respect to such Called Principal.  

   
“REINVESTMENT YIELD” shall mean, with respect to the Called Principal of any Note, the 

Designated Spread over the yield to maturity implied by (i) the ask-side yields reported as of 10:00 a.m. (New York 
City local time) on the Business Day next preceding the Settlement Date with respect to such Called Principal for the 
most recent actively traded on the run U.S. Treasury securities having a maturity equal to the Remaining Average Life 
of such Called Principal as of such Settlement Date on the display designated as “Page PX1” on Bloomberg Financial 
Markets (or such other display as may replace Page PX1 on Bloomberg Financial Markets or, if Bloomberg Financial 
Markets shall cease to report such yields or shall cease to be Prudential Capital Group’s customary source of 
information for calculating yield-maintenance amounts on privately placed notes, then such source as is then Prudential 
Capital Group’s customary source of such information), or (ii) if such yields shall not be reported as of such time or the 
yields reported as of such time shall not be ascertainable (including by way of interpolation), the Treasury Constant 
Maturity Series yields reported, for the latest day for which such yields shall have been so reported as of the Business 
Day next preceding the Settlement Date with respect to such Called Principal, in Federal Reserve Statistical Release 
H.15 (or any comparable successor  

 
 



 
 
publication) for U.S. Treasury securities having a constant maturity equal to the Remaining Average Life of such 
Called Principal as of such Settlement Date. In the case of each determination under clause (i) or (ii) of the preceding 
sentence, such implied yield shall be determined, if necessary, by (a) converting U.S. Treasury bill quotations to bond 
equivalent yields in accordance with accepted financial practice and (b) interpolating linearly between (1) the 
applicable U.S. Treasury security with the maturity closest to and greater than such Remaining Average Life and (2) 
the applicable U.S. Treasury security with the maturity closest to and less than such Remaining Average Life. The 
Reinvestment Yield shall be rounded to that number of decimal places as appears in the coupon of the applicable Note.  

“REMAINING AVERAGE LIFE” shall mean, with respect to the Called Principal of any Note, the 
number of years (calculated to the nearest one-twelfth year) obtained by dividing (i) such Called Principal into (ii) the 
sum of the products obtained by multiplying (a) each Remaining Scheduled Payment of such Called Principal (but not 
of interest thereon) by (b) the number of years (calculated to the nearest one-twelfth year) which will elapse between 
the Settlement Date with respect to such Called Principal and the scheduled due date of such Remaining Scheduled 
Payment.  

   
“REMAINING SCHEDULED PAYMENTS” shall mean, with respect to the Called Principal of any 

Note, all payments of such Called Principal and interest thereon that would be due on or after the Settlement Date with 
respect to such Called Principal if no payment of such Called Principal were made prior to its scheduled due date.  

   
“SETTLEMENT DATE” shall mean, with respect to the Called Principal of any Note, the date on which 

such Called Principal is to be prepaid pursuant to paragraph 4B or is declared to be immediately due and payable 
pursuant to paragraph 7A, as the context requires.  

   
“YIELD-MAINTENANCE AMOUNT” shall mean, with respect to any Note, an amount equal to the 

excess, if any, of the Discounted Value of the Called Principal of such Note over the sum of (i) such Called Principal 
plus (ii) interest accrued thereon as of (including interest due on) the Settlement Date with respect to such Called 
Principal. The Yield-Maintenance Amount shall in no event be less than zero.  

   
10B. OTHER TERMS.  
   
“ACCEPTANCE” shall have the meaning specified in paragraph 2E.  
   
“ACCEPTANCE DAY” shall have the meaning specified in paragraph 2E.  
   
“ACCEPTANCE WINDOW” shall mean, with respect to any interest rate quote made by Prudential 

pursuant to paragraph 2D, the time period designated by Prudential during which the Company may elect to accept 
such interest rate quote as to not less than $5,000,000 in aggregate principal amount of Private Shelf Note specified in 
the Request for Purchase.  

   
“ACCEPTED NOTE” shall have the meaning specified in paragraph 2E.  
   
“AFFILIATE” of any Person shall mean (i) any Person directly or indirectly controlling, controlled by, 

or under direct or indirect common control with such Person (except, with respect to the Company, a Subsidiary) and 
(ii) with respect to Prudential, shall include any  
 
 



 
 
managed account, investment fund or other vehicle for which Prudential or any Prudential Affiliate acts as investment 
advisor or portfolio manager. A Person shall be deemed to control a corporation if such Person possesses, directly or 
indirectly, the power to direct or cause the direction of the management and policies of such corporation, whether 
through the ownership of voting securities, by contract or otherwise.  

 
“ANTI-CORRUPTION LAWS” shall mean any law or regulation in a U.S. or any non-U.S. jurisdiction 

regarding bribery or any other corrupt activity, including the U.S. Foreign Corrupt Practices Act and the U.K. Bribery 
Act 2010.  

“ANTI-MONEY LAUNDERING LAWS” shall mean any law or regulation in a U.S. or any non-U.S. 
jurisdiction regarding money laundering, drug trafficking, terrorist-related activities or other money laundering 
predicate crimes, including the Currency and Foreign Transactions Reporting Act of 1970 (otherwise known as the 
Bank Secrecy Act) and the USA PATRIOT Act.  

“ANTI-TERRORISM ORDER” means Executive Order No. 13,224, 66 Fed. Reg. 49,079 (2001) issued 
by the President of the U.S. (Executive Order Blocking Property and Prohibiting Transactions with Persons Who 
Commit, Threaten to Commit, or Support Terrorism).  

 
“AUTHORIZED OFFICER” shall mean (i) in the case of the Company, its chief executive officer, its 

chief operating officer, its chief financial officer, its corporate secretary, and any vice president of the Company 
designated as an “Authorized Officer” of the Company for the purpose of this Agreement in an Officer's Certificate 
executed by the Company's chief executive officer or chief financial officer and delivered to Prudential, and (ii) in the 
case of Prudential, any officer of Prudential designated as its “Authorized Officer” in the Information Schedule or any 
officer of Prudential designated as its “Authorized Officer” for the purpose of this Agreement in a certificate executed 
by one of its Authorized Officers.  

   
“AVAILABLE FACILITY AMOUNT” shall have the meaning specified in paragraph 2A.  
   
“BANKRUPTCY LAW” shall have the meaning specified in clause (viii) of paragraph 7A.  
 
“BLOCKED PERSON” shall mean (i) a Person whose name appears on the list of Specially Designated 

Nationals and Blocked Persons published by OFAC, (ii) a Person, entity, organization, country or regime that is 
blocked or a target of sanctions that have been imposed under U.S. Economic Sanctions Laws or (iii) a Person that is an 
agent, department or instrumentality of, or is otherwise beneficially owned by, controlled by or acting on behalf of, 
directly or indirectly, any Person, entity, organization, country or regime described in clause (i) or (ii).  

“BUSINESS DAY” shall mean any day other than (i) a Saturday or a Sunday, (ii) a day on which 
commercial banks in New York City are required or authorized to be closed and (iii) for purposes of paragraph 2C 
hereof only, a day on which Prudential Investment Management, Inc. is not open for business.  

   
“CANADIAN BORROWER” shall mean each of the Subsidiaries of the Company set forth on Schedule 

2 to the Credit Agreement.  
 
 



 
 

 
“CANCELLATION DATE” shall have the meaning specified in paragraph 2H(3).  
   
“CANCELLATION FEE” shall have the meaning specified in paragraph 2H(3).  
   
“CAPITALIZED LEASE OBLIGATION” shall mean any rental obligation which, under generally 

accepted accounting principles, is or will be required to be capitalized on the books of the Company or any Subsidiary, 
taken at the amount thereof accounted for as indebtedness (net of interest expenses) in accordance with such principles. 

 
“CISADA” shall mean the Comprehensive Iran Sanctions, Accountability and Divestment Act.  

“CLOSING DAY” shall mean the Initial Closing Day or a Private Shelf Closing Day, as the case may 
be.  

   
“CHANGE IN CONTROL” shall mean:  
 

(a)  the acquisition of, or, if earlier, the shareholder or director approval of the acquisition of, ownership or 
voting control, directly or indirectly, beneficially or of record, by any Person or group (within the meaning of Rule 13d-
3 of the Securities and Exchange Commission under the Securities Exchange Act of 1934, as then in effect), of shares 
representing more than thirty-three percent (33%) of the aggregate ordinary Voting Stock represented by the issued and 
outstanding capital stock of the Company;  

 
(b)  the occupation of a majority of the seats (other than vacant seats) on the board of directors of the Company 

by Persons who were neither (i) nominated by the board of directors of the Company nor (ii) appointed by directors so 
nominated; or  

 
(c)  the occurrence of a change in control, or other similar provision, as defined in the Credit Agreement or any 

Material Indebtedness Agreement.  
   
“CODE” shall mean the Internal Revenue Code of 1986, as amended.  
   
“CONFIRMATION OF ACCEPTANCE” shall have the meaning specified in paragraph 2E.  
 
“CONTROLLED ENTITY” means (i) any of the Subsidiaries of the Company and any of their or the 

Company’s respective Controlled Affiliates and (ii) if the Company has a parent company, such parent company and its 
Controlled Affiliates. As used in this definition, “Control” means the possession, directly or indirectly, of the power to 
direct or cause the direction of the management and policies of a Person, whether through the ownership of voting 
securities, by contract or otherwise.  

   
“CONSOLIDATED CAPITALIZATION” shall mean Consolidated Tangible Net Worth of the 

Company and its Subsidiaries plus Debt.  
 
“CONSOLIDATED DEPRECIATION AND AMORTIZATION CHARGES” shall mean, for any 

period, the aggregate of all depreciation and amortization charges for fixed assets, leasehold improvements and general 
intangibles (specifically including goodwill) of the  
 
 



 
 
Company for such period, as determined on a consolidated basis and in accordance with generally accepted accounting 
principles.  

 
“CONSOLIDATED EBITDA” shall mean, for any period, Consolidated Net Income for such period 

plus the aggregate amounts deducted in determining such Consolidated Net Income in respect of (a) Consolidated 
Interest Expense, (b) Consolidated Income Tax Expense, (c) Consolidated Depreciation and Amortization Charges, (d) 
stock option expenses, up to an aggregate amount of Five Million Dollars ($5,000,000) per fiscal year of the Company, 
and (d) (i) extraordinary or non-recurring charges, minus (ii) extraordinary or non-recurring cash gains, determined on 
a consolidated basis in accordance with generally accepted accounting principles.  

 
“CONSOLIDATED INCOME TAX EXPENSE” shall mean, for any period, all provisions for taxes 

based on the gross or net income of the Company (including, without limitation, any additions to such taxes, and any 
penalties and interest with respect thereto), and all franchise taxes of the Company, determined on a consolidated basis 
and in accordance with generally accepted accounting principles.  

 
“CONSOLIDATED INTEREST EXPENSE” shall mean, for any period, the interest expense of the 

Company for such period, determined on a consolidated basis and in accordance with generally accepted accounting 
principles.  

 
“CONSOLIDATED NET INCOME” shall mean consolidated net income of the Company and its 

Subsidiaries as determined in accordance with generally accepted accounting principles.  
   
“CONSOLIDATED TANGIBLE NET WORTH” shall mean the sum of (i) the par value (or value 

stated on the books of the Company) of the capital stock of all classes of the Company, plus (or minus in the case of a 
surplus deficit) (ii) the amount of the consolidated surplus, whether capital or earned, of the Company and its 
Subsidiaries, plus (iii) the amount of paid in capital, less the sum of treasury stock, unamortized debt discount and 
expense, goodwill, trademarks, trade names, patents, non-current deferred charges and other intangible assets and any 
write-up of the value of any asset, all determined on a consolidated basis for the Company and all Subsidiaries in 
accordance with generally accepted accounting principles.  

   
“COUNTY BONDS GUARANTY” shall have the meaning assigned to such term in the Inducement 

Agreement.  
   
“CREDIT AGREEMENT” shall mean the Credit Agreement, dated as of June 3, 2005, among the 

Company, the Canadian Borrowers, the Banks, Keybank National Association, as Lead Arranger, Book Runner and 
Administrative Agent, and U.S. Bank National Association, as Syndication Agent, as amended, modified, 
supplemented, restated, replaced or refinanced from time to time.  

 
“DEBT” shall mean and include, (i) any obligation payable for borrowed money (including capitalized 

lease obligations but excluding reserves for deferred income taxes and other reserves to the extent that such reserves do 
not constitute an obligation); (ii) indebtedness payable which is secured by any lien on property owned by the 
Company or any Subsidiary; (iii) guarantees, endorsements (other than endorsements of negotiable instruments for 
collection in the ordinary course of business) and other contingent liabilities (whether direct or indirect) in  
 
 



 
 
connection with the obligation, stock or dividends of any Person (other than under the Project Bonds Guaranty and the 
County Bonds Guaranty); (iv) obligations under any contract providing for the making of loans, advances or capital 
contributions to any Person, in each case in order to enable such Person primarily to maintain working capital, net 
worth or any other balance sheet condition or to pay debts, dividends or expenses; (v) ledger balances, consignments 
and other similar arrangements but only to the extent required to be shown as debt on the consolidated balance sheet of 
the Company in accordance with generally accepted accounting principles; (vi) obligations under any other contract 
which, in economic effect, is substantially equivalent to a guarantee; (vii) the face amount of receivables sold to any 
Person for the purpose of enabling such Person to incur Debt or sell interests in such receivables to finance the 
purchase price of such receivables, and (viii) guaranteed purchase contracts which are required to be shown as debt on 
the Company's consolidated balance sheet in accordance with generally accepted accounting principles (but not 
including guaranteed purchase contracts to the extent that the obligations thereunder are not required to be shown as 
debt on the Company's consolidated balance sheet in accordance with generally accepted accounting principles); all as 
determined in accordance with generally accepted accounting principles. The term Debt shall not include (a) 
obligations under the Company's compensation or benefit plans in effect from time to time to the extent not required to 
be shown as debt on the consolidated balance sheet of the Company prepared in accordance with generally accepted 
accounting principles and (b) trade payables incurred in the ordinary course of business (including ledger balances, 
consignments and other similar arrangements) to the extent such trade payables (including ledger balances, 
consignments and other similar arrangements) are not required to be shown as debt on the consolidated balance sheet of 
the Company prepared in accordance with generally accepted accounting principles.  

   
“DELAYED DELIVERY FEE” shall have the meaning specified in paragraph 2H(2).  
   
“ERISA” shall mean the Employee Retirement Income Security Act of 1974, as amended.  
 
“ERISA AFFILIATE” shall mean any corporation which is a member of the same controlled group of 

corporations as the Company within the meaning of section 414(b) of the Code, or any trade or business which is under 
common control with the Company within the meaning of section 414(c) of the Code.  

   
“EVENT OF DEFAULT” shall mean any of the events specified in paragraph 7A, provided that there 

has been satisfied any requirement in connection with such event for the giving of notice, or the lapse of time, or the 
happening of any further condition, event or act, and “DEFAULT” shall mean any of such events, whether or not any 
such requirement has been satisfied.  

   
“EXCHANGE ACT” shall mean the Securities Exchange Act of 1934, as amended.  
   
“EXCLUDED TRANSFER” shall mean any sell, lease, transfer or other disposition of any assets of the 

Company or any Subsidiary which is either (i) made in the ordinary course of business or (ii) made to the Company or 
any Subsidiary and after giving effect to such transaction the Company's ultimate percentage ownership of the assets 
sold, leased, transferred or other disposed of has not been reduced (giving the Company appropriate credit for indirect  
 
 



 
 
ownership of assets by virtue of ownership through any Subsidiary but only to the extent of the Company's percentage 
ownership of such Subsidiary).  

   
“EXISTING AGREEMENT” shall mean that certain Note Purchase and Private Shelf Agreement dated 

as of October 31, 1992 between the Company and Prudential.  
   
“FACILITY” shall have the meaning specified in paragraph 2A.  
   
“FUNDED DEBT” shall mean with respect to any Person, all Debt of such Person which by its terms or 

by the terms of any instrument or agreement relating thereto matures, or which is otherwise payable, more than one 
year from, or is directly or indirectly renewable or extendible at the option of the debtor to a date more than one year 
(including an option of the debtor under a revolving credit or similar agreement obligating the lender or lenders to 
extend credit over a period of more than one year) from, the date on which Funded Debt is to be determined.  

 
“GOVERNMENTAL AUTHORITY” shall mean  

(a)      the government of  

(i)      the United States of America or any state or other political subdivision thereof, or  

(ii)      any other jurisdiction in which the Company or any Subsidiary conducts all or any part of its business, or 
which asserts jurisdiction over any properties of the Company or any Subsidiary, or  

(b)      any entity exercising executive, legislative, judicial, regulatory or administrative functions of, or 
pertaining to, any such government.  

“GOVERNMENTAL OFFICIAL” shall mean any governmental official or employee, employee of any 
government-owned or government-controlled entity, political party, any official of a political party, candidate for 
political office, official of any public international organization or anyone else acting in an official capacity.  

“HEDGE TREASURY NOTE(S)” shall mean, with respect to any Accepted Note, the United States 
Treasury Note or Notes whose duration (as determined by Prudential) most closely matches the duration of such 
Accepted Note.  

   
“HOSTILE TENDER OFFER” shall mean, with respect to the use of proceeds of any Note, any offer to 

purchase, or any purchase of, shares of capital stock of any corporation or equity interests in any other entity, or 
securities convertible into or representing the beneficial ownership of, or rights to acquire, any such shares or equity 
interests, if such shares, equity interests, securities or rights are of a class which is publicly traded on any securities 
exchange or in any over-the-counter market, other than purchases of such shares, equity interests, securities or rights 
representing less than 5% of the equity interests or beneficial ownership of such corporation or other entity for portfolio 
investment purposes, and such offer or purchase has not been duly approved by the board of directors of such 
corporation or the equivalent governing body of such other entity prior to the date on which the Company makes the 
Request for Purchase of such Note.  
 
 



 
 

   
“INDUCEMENT AGREEMENT” shall mean that certain Inducement Agreement dated as of March 1, 

1996 between the Company and Prudential, a copy of which is attached hereto as EXHIBIT H.  
   
“INITIAL CLOSING DAY” shall mean November 27, 1996.  
   
“INSTITUTIONAL INVESTOR” shall mean Prudential, any Prudential Affiliate or any bank, bank 

affiliate, financial institution, insurance company, pension fund, endowment or other organization which regularly 
acquires debt instruments for investment.  

   
“INTEREST COVERAGE RATIO” shall mean, for the most recently completed four fiscal quarters of 

the Company, on a consolidated basis and in accordance with GAAP, the ratio of (a) Consolidated EBITDA to (b) 
Consolidated Interest Expense.  

 
“ISSUANCE FEE” shall have the meaning specified in paragraph 2H(1).  
   
“ISSUANCE PERIOD” shall have the meaning specified in paragraph 2A.  
   
“LIEN” shall mean any mortgage, pledge, security interest, encumbrance, lien (statutory or otherwise) 

or charge of any kind (including any agreement to give any of the foregoing, any conditional sale or other title retention 
agreement, any lease in the nature thereof, and the filing of or agreement to give any financing statement under the 
Uniform Commercial Code of any jurisdiction) or any other type of preferential arrangement for the purpose, or having 
the effect, of protecting a creditor against loss or securing the payment or performance of an obligation.  

 
“MATERIAL ADVERSE EFFECT” means a material adverse effect on (a) the business, operations, 

affairs, financial condition, assets or properties of the Company and its Subsidiaries taken as a whole, (b) the ability of 
the Company to perform its obligations under this Agreement and the Notes, (c) the ability of any Subsidiary Guarantor 
to perform its obligations under its Subsidiary Guaranty, or (d) the validity or enforceability of this Agreement, the 
Notes or any Subsidiary Guaranty.  

   
“MATERIAL INDEBTEDNESS AGREEMENT” shall mean any debt instrument, lease (capital, 

operating or otherwise), guaranty, contract, commitment, agreement or other arrangement evidencing or entered into in 
connection with Funded Debt of the Company or any Subsidiary equal to or in excess of the amount of Twenty Million 
Dollars ($20,000,000).  

   
“MULTIEMPLOYER PLAN” shall mean any Plan which is a “multiemployer plan” (as such term is 

defined in section 4001(a)(3) of ERISA).  
   
“NOTES” shall have the meaning specified in paragraph 1.  
 
“OFAC” means the office of Foreign Assets Control, United States Department of the Treasury.  
 
“OFAC SANCTIONS PROGRAM” means any economic or trade sanction that OFAC is responsible for 

overseeing, administering and enforcing. A list of OFAC Sanctions  
 
 



 
 
Programs may be found at http://www .treasury.gov/resource-center/sanctions/Programs/Pages/Programs.aspx.  

   
“OFFICER'S CERTIFICATE” shall mean a certificate signed in the name of the Company by an 

Authorized Officer of the Company.  
 
“PBGC” means the Pension Benefit Guaranty Corporation referred to and defined in ERISA or any 

successor thereto.  
   
“PERSON” shall mean and include an individual, a partnership, a joint venture, a corporation, a trust, an 

unincorporated organization and a government or any department or agency thereof.  
   
“PLAN” shall mean any “employee pension benefit plan” (as such term is defined in section 3 of 

ERISA) which is or has been established or maintained, or to which contributions are or have been made, by the 
Company or any ERISA Affiliate.  

   
“PRIORITY DEBT” shall mean, as of any time of determination thereof, the aggregate amount, without 

duplication, of (i) all obligations of the Company secured by Liens permitted by clauses (iv) or (v) of paragraph 6B(1) 
and (ii) Debt of Subsidiaries, other (a) Debt of the Canadian Borrowers owed to the Canadian Banks under the Credit 
Agreement, (b) Debt consisting of guarantees by Subsidiaries of Debt of the Company so long as such guarantees are 
permitted under paragraph 6B(10) hereof and (c) Debt owed by a Subsidiary to the Company or another Subsidiary.  

   
“PRIVATE SHELF CLOSING DAY” for any Accepted Note shall mean the Business Day specified for 

the closing of the purchase and sale of such Private Shelf Note in the Request for Purchase of such Private Shelf Note, 
provided that if the closing of the purchase and sale of such Accepted Note is rescheduled pursuant to paragraph 2G, 
the Private Shelf Closing Day for such Accepted Note, for all purposes of this Agreement except paragraph 2H(3), shall 
mean the Rescheduled Closing Day with respect to such Closing.  

   
“PRIVATE SHELF NOTE” and “PRIVATE SHELF NOTES” shall have the meanings specified in 

paragraph 1.  
   
“PROJECT BOND GUARANTY” shall have the meaning assigned to such term in the Inducement 

Agreement.  
   
“PRUDENTIAL” shall mean Prudential Investment Management, Inc.  
   
“PRUDENTIAL AFFILIATE” shall mean any Affiliate of Prudential.  
   
“PURCHASERS” shall mean, with respect to any Accepted Notes the Persons, either Prudential or a 

Prudential Affiliate, who is purchasing such Accepted Notes.  
   
“REQUEST FOR PURCHASE” shall have the meaning specified in paragraph 2C.  
   

 
 



 
 

“REQUIRED HOLDER(S)” shall mean, with respect to the Notes of any series, at any time, the holder 
or holders of at least 50.01% of the aggregate principal amount of the Notes of such series outstanding at such time.  

   
“RESCHEDULED CLOSING DAY” shall have the meaning specified in paragraph 2G.  
   
“RESPONSIBLE OFFICER” shall mean the chief executive officer, chief operating officer, chief 

financial officer or chief accounting officer of the Company or any other officer of the Company involved principally 
in its financial administration or its controllership function.  

   
“SECURITIES ACT” shall mean the Securities Act of 1933, as amended.  
   
“SERIES” shall have the meaning specified in paragraph 1.  
 
“SERIES A NOTES” shall mean the 7.82% Series A Notes executed by the Company pursuant to the 

Existing Agreement in the original aggregate principal amount of $80,000,000 and due December  8, 2002.  
 
“SERIES B NOTES” shall mean the 6.60% Series B Notes executed by the Company pursuant to this 

Agreement in the original aggregate principal amount of $50,000,000 and due December 8, 2007.  
 
“SERIES C NOTES” shall mean the 3.19% Series C Senior Notes executed by the Company pursuant to 

this Agreement in the original aggregate principal amount of $120,000,000 and due July 1, 2022.  

“SIGNIFICANT HOLDER” shall mean (i) Prudential or any Prudential Affiliate, so long as Prudential 
or any Prudential Affiliate shall hold any Note or any amount remains available under the Facility or (ii) any other 
holder of at least 10% of the aggregate principal amount of any Series of Notes from time to time outstanding. To the 
extent that any notice or document is required to be delivered to the Significant Holders under this Agreement, such 
requirement shall be satisfied with respect to Prudential and all Prudential Affiliates by giving notice, or delivery of a 
copy of any such document, to Prudential (addressed to Prudential and each such Prudential Affiliate).  

 
“STATE SANCTIONS LIST” shall mean a list that is adopted by any state Governmental Authority 

within the United States of America pertaining to Persons that engage in investment or other commercial activities in 
Iran or any other country that is a target of economic sanctions imposed under U.S. Economic Sanctions Laws.  

“SUBSIDIARY” shall mean any corporation, association, partnership, limited partnership, limited 
liability company, joint venture or other business entity of which more than 80% of the Voting Stock, membership 
interests or other equity interests is owned or controlled directly or indirectly by the Company, or one or more of the 
Subsidiaries of the Company, or a combination thereof.  

   
“TRANSFEREE” shall mean any direct or indirect transferee of all or any part of any Note purchased 

by any Purchaser under this Agreement.  
 
 



 
 

 
“U.S. ECONOMIC SANCTIONS” means United States economic sanctions, including but not limited 

to, the Trading with the Enemy Act, the International Emergency Economic Powers Act, the Comprehensive Iran 
Sanctions, Accountability and Divestment Act or any similar law or regulation with respect to Iran or any other 
country, the Sudan Accountability and Divestment Act, any OFAC Sanctions Program, or any economic sanctions 
regulations administered and enforced by the Unites States or any enabling legislation or executive order relating to any 
of the foregoing.  

 
“U.S. ECONOMIC SANCTIONS LAWS” shall mean those laws, executive orders, enabling legislation 

or regulations administered and enforced by the United States pursuant to which economic sanctions have been 
imposed on any Person, entity, organization, country or regime, including the Trading with the Enemy Act, the 
International Emergency Economic Powers Act, the Iran Sanctions Act, the Sudan Accountability and Divestment Act 
and any other OFAC Sanctions Program.  

“VOTING STOCK” shall mean, with respect to any corporation, any shares of stock of such corporation 
whose holders are entitled under ordinary circumstances to vote for the election of directors of such corporation 
(irrespective of whether at the time stock of any other class or classes shall have or might have voting power by reason 
of the happening of any contingency).  

   
10C. ACCOUNTING PRINCIPLES, TERMS AND DETERMINATIONS. All references in this 

Agreement to “general accepted accounting principles” shall be deemed to refer to generally accepted accounting 
principles in effect in the United States at the time of application thereof. Unless otherwise specified herein, all 
accounting terms used herein shall be interpreted, all determinations with respect to accounting matters hereunder shall 
be made, and all unaudited financial statements and certificates and reports as to financial matters required to be 
furnished hereunder shall be prepared, in accordance with generally accepted accounting principles Notwithstanding 
the foregoing, if any change in generally accepted accounting principles from those applied in the preparation of the 
financial statements referred to in paragraph 8B is occasioned by the promulgation of rules, regulations, 
pronouncements and opinions by or required by the Financial Accounting Standards Board or the American Institute of 
Certified Public Accountants (or successors thereto or agencies with similar functions), the initial application of which 
change is made after the date of this Agreement, and any such change results in a change in the method of calculation 
of financial covenants, standards or terms found in this Agreement, the parties hereto agree that until such time as the 
parties hereto agree upon an amendment to this Agreement addressing such change, such financial covenants, standards 
and terms shall be construed and calculated as though such change had not taken place. The parties hereto agree to 
enter into good faith negotiations in order to amend the affected provisions so as to reflect such accounting changes 
with the desired result that the criteria for evaluating the Company's financial condition shall be the same after such 
changes as if such changes had not been made. When used herein, the term “financial statement” shall include the notes 
and schedules thereto. Any reference herein to any specific citation, section or form of law, statute, rule or regulation 
shall refer to such new, replacement or analogous citation, section or form should such citation, section or form be 
modified, amended or replaced. For purposes of determining compliance with the financial covenants contained in this 
Agreement, any election by the Company to measure an item of Debt using fair value (as permitted by Statement of 
Financial Accounting Standards No. 159 or any  
 
 



 
 
similar accounting standard) shall be disregarded and such determination shall be made as if such election had not been 
made.  

   
11. MISCELLANEOUS.  
   
11A. NOTE PAYMENTS. The Company agrees that, so long as any Purchaser shall hold any Note, it 

will make payments of principal of, interest on and any Yield-Maintenance Amount payable with respect to such Note, 
which comply with the terms of this Agreement, by wire transfer of immediately available funds for credit (not later 
than 12:00 Noon, New York City local time, on the date due) to (i) the account or accounts specified in the applicable 
Confirmation of Acceptance (in the case of any Private Shelf Note) or (ii) such other account or accounts in the United 
States as such Purchaser may designate in writing, notwithstanding any contrary provision herein or in any Note with 
respect to the place of payment. Each Purchaser agrees that, before disposing of any Note, such Purchaser will make a 
notation thereon (or on a schedule attached thereto) of all principal payments previously made thereon and of the date 
to which interest thereon has been paid. The Company agrees to afford the benefits of this paragraph 11A to any 
Transferee which shall have made the same agreement as each Purchaser has made in this paragraph 11A.  

   
11B. EXPENSES. The Company agrees, whether or not the transactions contemplated hereby shall be 

consummated, to pay, and save Prudential, each Purchaser and any Transferee harmless against liability for the 
payment of, all reasonable out-of-pocket expenses arising in connection with such transactions, including (i) all 
document production and duplication charges and the fees and expenses of any special counsel engaged by the 
Purchasers or any Transferee in connection with this Agreement (other than with respect to the legal fees and expenses 
incurred in connection with the Initial Closing Day or any draw under the Facility), the transactions contemplated 
hereby and any subsequent Company proposed modification of, or Company proposed consent under, this Agreement, 
whether or not such Company proposed modification shall be effected or Company proposed consent granted, and (ii) 
the costs and expenses, including attorneys' fees, incurred by any Purchaser or any Transferee in enforcing (or 
determining whether or how to enforce) any rights under this Agreement or the Notes or in responding to any subpoena 
or other legal process or informal investigative demand issued in connection with this Agreement or the transactions 
contemplated hereby or by reason of any Purchaser's or any Transferee's having acquired any Note, including without 
limitation costs and expenses incurred in any bankruptcy case. The obligations of the Company under this paragraph 
11B shall survive the transfer of any Note or portion thereof or interest therein by any Purchaser or any Transferee and 
the payment of any Note.  

   
11C. CONSENT TO AMENDMENTS. This Agreement may be amended, and the Company may take 

any action herein prohibited, or omit to perform any act herein required to be performed by it, if the Company shall 
obtain the written consent to such amendment, action or omission to act, of the Required Holder(s) of the Notes of each 
Series except that, (i) with the written consent of the holders of all Notes of a particular Series, and if an Event of 
Default shall have occurred and be continuing, of the holders of all Notes of all Series, at the time outstanding (and not 
without such written consents), the Notes of such Series may be amended or the provisions thereof waived to change 
the maturity thereof, to change or affect the principal thereof, or to change or affect the rate or time of payment of 
interest on or any Yield-Maintenance Amount payable with respect to the Notes of such Series, (ii) without the written 
consent of the holder or holders of all Notes at the time outstanding, no amendment to or waiver of the provisions of 
this Agreement shall change or affect the provisions of paragraph 7A or this paragraph 11C insofar  
 
 



 
 
as such provisions relate to proportions of the principal amount of the Notes of any Series, or the rights of any 
individual holder of Notes, required with respect to any declaration of Notes to be due and payable or with respect to 
any consent, amendment, waiver or declaration, (iii) with the written consent of Prudential (and not without the written 
consent of Prudential) the provisions of paragraph 2 may be amended or waived (except insofar as any such 
amendment or waiver would affect any rights or obligations with respect to the purchase and sale of Notes which shall 
have become Accepted Notes prior to such amendment or waiver), and (iv) with the written consent of all of the 
Purchasers which shall have become obligated to purchase Accepted Notes of any Series (and not without the written 
consent of all such Purchasers), any of the provisions of paragraphs 2 and 3 may be amended or waived insofar as such 
amendment or waiver would affect only rights or obligations with respect to the purchase and sale of the Accepted 
Notes of such Series or the terms and provisions of such Accepted Notes. Each holder of any Note at the time or 
thereafter outstanding shall be bound by any consent authorized by this paragraph 11C, whether or not such Note shall 
have been marked to indicate such consent, but any Notes issued thereafter may bear a notation referring to any such 
consent. No course of dealing between the Company and the holder of any Note nor any delay in exercising any rights 
hereunder or under any Note shall operate as a waiver of any rights of any holder of such Note. As used herein and in 
the Notes, the term “this Agreement” and references thereto shall mean this Agreement as it may from time to time be 
amended or supplemented.  

   
11D. FORM, REGISTRATION, TRANSFER AND EXCHANGE OF NOTES; LOST NOTES. The 

Notes are issuable as registered notes without coupons in denominations of at least $1,000,000 except as may be 
necessary to reflect any amount not evenly divisible by $1,000,000; provided, however, that no such minimum 
denomination shall apply to Notes issued to, or issued upon transfer by any holder of the Notes to, Prudential or one or 
more Prudential Affiliates or accounts managed by Prudential or Prudential Affiliates or to any other entity or group of 
affiliates with respect to which the Notes so issued or transferred shall be managed by a single entity. The Company 
shall keep at its principal office a register in which the Company shall provide for the registration of Notes and of 
transfers of Notes. Upon surrender for registration of transfer of any Note at the principal office of the Company, the 
Company shall, at its expense, execute and deliver one or more new Notes of like tenor and of a like aggregate 
principal amount, registered in the name of such transferee or transferees. At the option of the holder of any Note, such 
Note may be exchanged for other Notes of like tenor and of any authorized denominations, of a like aggregate principal 
amount, upon surrender of the Note to be exchanged at the principal office of the Company. Whenever any Notes are 
so surrendered for exchange, the Company shall, at its expense, execute and deliver the Notes which the holder making 
the exchange is entitled to receive. Each installment of principal payable on each installment date upon each new Note 
issued upon any such transfer or exchange shall be in the same proportion to the unpaid principal amount of such new 
Note as the installment of principal payable on such date on the Note surrendered for registration of transfer or 
exchange bore to the unpaid principal amount of such Note. No reference need be made in any such new Note to any 
installment or installments of principal previously due and paid upon the Note surrendered for registration of transfer or 
exchange. Every Note surrendered for registration of transfer or exchange shall be duly endorsed, or be accompanied 
by a written instrument of transfer duly executed, by the holder of such Note or such holder's attorney duly authorized 
in writing. Any Note or Notes issued in exchange for any Note or upon transfer thereof shall carry the rights to unpaid 
interest and interest to accrue which were carried by the Note so exchanged or transferred, so that neither gain nor loss 
of interest shall result from any such transfer or exchange. Upon receipt of written notice from the holder of any Note 
of the loss, theft, destruction or mutilation of such Note and, in the case of any such  
 
 



 
 
loss, theft or destruction, upon receipt of such holder's unsecured indemnity agreement, or in the case of any such 
mutilation upon surrender and cancellation of such Note, the Company will make and deliver a new Note, of like tenor, 
in lieu of the lost, stolen, destroyed or mutilated Note.  

   
11E. PERSONS DEEMED OWNERS; PARTICIPATIONS. Prior to due presentment for registration of 

transfer, the Company may treat the Person in whose name any Note is registered as the owner and holder of such Note 
for the purpose of receiving payment of principal of and interest on, and any Yield-Maintenance Amount payable with 
respect to, such Note and for all other purposes whatsoever, whether or not such Note shall be overdue, and the 
Company shall not be affected by notice to the contrary. Subject to the preceding sentence, the holder of any Note may 
from time to time grant participations in all or any part of such Note to any Person on such terms and conditions as may 
be determined by such holder in its sole and absolute discretion.  

   
11F. SURVIVAL OF REPRESENTATIONS AND WARRANTIES; ENTIRE AGREEMENT. All 

representations and warranties contained herein or made in writing by or on behalf of the Company in connection 
herewith shall survive the execution and delivery of this Agreement and the Notes, the transfer by any Purchaser of any 
Note or portion thereof or interest therein and the payment of any Note, and may be relied upon by any Transferee, 
regardless of any investigation made at any time by or on behalf of any Purchaser or any Transferee. Subject to the 
preceding sentence, this Agreement and the Notes embody the entire agreement and understanding between the parties 
hereto with respect to the subject matter hereof and supersede all prior agreements and understandings relating to such 
subject matter.  

   
11G. SUCCESSORS AND ASSIGNS. All covenants and other agreements in this Agreement contained 

by or on behalf of any of the parties hereto shall bind and inure to the benefit of the respective successors and assigns 
of the parties hereto (including, without limitation, any Transferee) whether so expressed or not. The Company shall 
not assign its rights under paragraph 2.  

   
11H. DISCLOSURE TO OTHER PERSONS. The Company acknowledges that Prudential, each 

Purchaser and each holder of any Note may deliver copies of any financial statements and other documents delivered to 
it, and disclose any other information disclosed to it, by or on behalf of the Company or any Subsidiary in connection 
with or pursuant to this Agreement to (i) its directors, officers, employees, agents and professional consultants, (ii) any 
Purchaser or holder of any Note, (iii) any Institutional Investor to which it offers to sell any Note or any part thereof 
other than a Competitor, (iv) any Institutional Investor to which it sells or offers to sell a participation in all or any part 
of any Note other than a Competitor, (v) any Institutional Investor from which it offers to purchase any security of the 
Company, (vi) any federal or state regulatory authority having jurisdiction over it, (vii) the National Association of 
Insurance Commissioners or any similar organization, or (viii) any other Person to which such delivery or disclosure 
may be necessary (a) in compliance with any law, rule, regulation or order applicable to it, (b) in response to any 
subpoena or other legal process or informal investigative demand, (c) in connection with any litigation to which it is a 
party or (d) in order to enforce its rights under this Agreement. Subject to the disclosure permitted in the first sentence 
of this paragraph, Prudential, each such Purchaser, each such holder and any Person designated by any of the foregoing 
Persons under paragraph 5C each agree to use their best efforts to hold in confidence and not to disclose or use (other 
than for internal purposes which shall not include any usage that would subject the Company or its officers to any fine 
or penalty under any securities  
 
 



 
 
laws or regulations) any Confidential Information. “Confidential Information” shall mean financial statements and 
reports delivered pursuant to paragraph 5A and other non-public information regarding the Company which was 
obtained pursuant to paragraph 5B or paragraph 5C; PROVIDED, HOWEVER, that such term shall not include 
information (x) which was publicly known, or otherwise known to you at the time of disclosure, (y) which 
subsequently becomes publicly known through no act or omission by you or any of your agents or (z) which otherwise 
becomes known to you other than through disclosure by the Company to you. For purposes of this paragraph, 
“Competitors” shall mean any Person which has (1) any of the following Standard Industrial Classification Codes 
(“SIC Codes”): 5084, 5085, and 5063, or (2) a pension or benefit plan maintained by a Person which has any of the 
foregoing SIC Codes. Prudential and each Purchaser shall be entitled to rely on a certificate from a Person that it is not 
a “Competitor” of the Company. The Company shall be entitled to modify or supplement in writing the foregoing SIC 
Codes with the consent of the Required Holders which consent shall not be unreasonably denied.  

 
In the event that as a condition to receiving access to information relating to the Company or its 

Subsidiaries in connection with the transactions contemplated by or otherwise pursuant to this Agreement, Prudential, 
any Purchaser or holder of a Note is required to agree to a confidentiality undertaking (whether through IntraLinks, 
another secure website, a secure virtual workspace or otherwise) which is different from this paragraph 11H, this 
paragraph 11H shall not be amended thereby and, as between Prudential, such Purchaser or such holder and the 
Company, this paragraph 11H shall supersede any such other confidentiality undertaking.  

 
11I. NOTICES. All written communications provided for hereunder (other than communications 

provided for under paragraph 2) shall be sent by first class mail or nationwide overnight delivery service (with charges 
prepaid) or by hand delivery or telecopy and (i) if to Prudential, addressed to Prudential at the address specified for 
such communications in the Purchaser Schedule attached hereto or to such other address as Prudential shall have 
specified in writing to the Company, (ii) if to any Purchaser (other than Prudential), addressed to such Purchaser at the 
address specified in the Confirmation of Acceptance (in the case of any Private Shelf Notes), or at such other address as 
any Purchaser shall have specified in writing to the Company, and (iii) if to any other holder of any Note, addressed to 
such other holder at such address as such other holder shall have specified in writing to the Company or, if any such 
other holder shall not have so specified an address to the Company, then addressed to such other holder in care of the 
last holder of such Note which shall have so specified an address to the Company, and (iv) if to the Company, 
addressed to it at Bearings, Inc., 3600 Euclid Avenue, Cleveland, Ohio 44115, Attention: John R. Whitten, Vice 
President-Finance and Treasurer, or at such other address as the Company shall have specified to the holder of each 
Note in writing; provided, however, that any such communication to the Company may also, at the option of the Person 
sending such communication, be delivered by any other means either to the Company at its address specified above or 
to any officer of the Company.  

   
11J. PAYMENTS DUE ON NON-BUSINESS DAYS. Anything in this Agreement or the Notes to the 

contrary notwithstanding, any payment of principal of or interest on, or Yield-Maintenance Amount payable with 
respect to, any Note that is due on a date other than a Business Day shall be made on the next succeeding Business 
Day. If the date for any payment is extended to the next succeeding Business Day by reason of the preceding sentence, 
the period of such extension shall be included in the computation of the interest payable on such Business Day.  
 
 



 
 

   
11K. SEVERABILITY. Any provision of this Agreement which is prohibited or unenforceable in any 

jurisdiction shall, as to such jurisdiction, be ineffective to the extent of such prohibition or unenforceability without 
invalidating the remaining provisions hereof, and any such prohibition or unenforceability in any jurisdiction shall not 
invalidate or render unenforceable such provision in any other jurisdiction.  

   
11L. DESCRIPTIVE HEADINGS. The descriptive headings of the several paragraphs of this 

Agreement are inserted for convenience only and do not constitute a part of this Agreement.  
   
11M. SATISFACTION REQUIREMENT. If any agreement, certificate or other writing, or any action 

taken or to be taken, is by the terms of this Agreement required to be satisfactory to any Purchaser, to any holder of 
Notes or to the Required Holder(s), the determination of such satisfaction shall be made by such Purchaser, such holder 
or the Required Holder(s), as the case may be, in the reasonable judgment (exercised in good faith) of the Person or 
Persons making such determination.  

   
11N. GOVERNING LAW. THIS AGREEMENT SHALL BE CONSTRUED AND ENFORCED IN 

ACCORDANCE WITH, AND THE RIGHTS OF THE PARTIES SHALL BE GOVERNED BY, THE LAW OF THE 
STATE OF ILLINOIS.  

   
11O. COUNTERPARTS. This Agreement may be executed in any number of counterparts, each of 

which shall be an original, but all of which together shall constitute one instrument.  
   
11P. BINDING AGREEMENT. When this Agreement is executed and delivered by the Company and 

Prudential, it shall become a binding agreement between the Company and Prudential. This Agreement shall also inure 
to the benefit of each Purchaser which shall have executed and delivered a Confirmation of Acceptance, and each such 
Purchaser shall be bound by this Agreement to the extent provided in such Confirmation of Acceptance.  

   
11Q. INDEPENDENCE OF COVENANTS. All covenants hereunder shall be given independent effect 

so that if a particular action or condition is prohibited by any one of such covenants, the fact that it would be permitted 
by an exception to, or otherwise be in compliance within the limitations of, another covenant shall not avoid (i) the 
occurrence of a Default or Event of Default if such action is taken or such condition exists or (ii) in any way prejudice 
an attempt by the holder of any Note to prohibit through equitable action or otherwise the taking of any action by the 
Company or any Subsidiary which would result in a Default or Event of Default.  
 
 



 
 

11R. AMENDMENT OF CERTAIN AGREEMENTS. Upon the execution of this Agreement by the 
Company and Prudential, paragraph 5 and 6 of the Existing Agreement are hereby amended in their entirety so as to 
read as set forth, respectively, in paragraphs 5 and 6 of this Agreement and defined terms and cross references used in 
paragraphs 5 and 6 of the Existing Agreement, as amended hereby, shall be deemed to have the respective meanings 
ascribed thereto in, and refer to paragraphs in, this Agreement; PROVIDED, HOWEVER, that any reference to a 
“Note” or “Notes” in the Existing Agreement, as amended hereby, shall mean the notes issued under and pursuant to 
the Existing Agreement. No termination of this Agreement in whole or in part or any modification hereof, shall affect 
the continued applicability of this paragraph and the covenants referred to herein to the Existing Agreement. In 
addition, upon the execution of this Agreement by the Company and Prudential (i) the amounts “$1,000,000” and 
“$5,000,000” appearing in paragraph 7A(iii) of the Existing Agreement are hereby deleted and the amounts 
“$5,000,000 and “$10,000,000” are hereby respectively substituted therefor and (ii) paragraphs 7A(xii) and 10C of the 
Existing Agreement and paragraphs 3(xi) and 5B of the Inducement Agreement are amended and restated in their 
entirety so as to read as set forth in paragraph 7A(xii) of this Agreement (in the case of paragraphs 7A(xii) of the 
Existing Agreement and 3(xi)of the Inducement Agreement) and 10C of this Agreement (in the case of paragraph 10C 
of the Existing Agreement and paragraph 5B of the Inducement Agreement).  
   

Very truly yours,  
BEARINGS, INC.  

   
By:  
________________________________________  
John R. Whitten  
Vice President and Treasurer  

   
The foregoing Agreement is  
hereby accepted as of the  
date first above written.  
   
PRUDENTIAL INVESTMENT MANAGEMENT, INC.  
   
By:  
_________________________________  
Vice President  
   
   

 

 
 
 



 
 

EXHIBIT A  
 

INFORMATION SCHEDULE  
 

Authorized Officers for Prudential  
 

 
P. Scott von Fischer                              Marie L. Fioramonti  
Managing Director                              Managing Director  
Prudential Capital Group                          Prudential Capital Group  
Two Prudential Plaza                              Two Prudential Plaza  
Suite 5600                                  Suite 5600  
Chicago, Illinois 60601                          Chicago, Illinois 60601  
 
Telephone: (312) 540-4225                          Telephone: (312) 540-4233  
Facsimile: (312) 540-4222                          Facsimile: (312) 540-4222  
 
 
Paul Miering                                  William S. Engelking  
Managing Director                              Senior Vice President  
Central Credit                              Prudential Capital Group  
Prudential Capital Group                          Two Prudential Plaza  
Four Gateway Center                              Suite 5600  
100 Mulberry Street                              Chicago, Illinois 60601  
Newark, New Jersey 07102  
 
Telephone: (973) 802-2815                          Telephone: (312) 540-4214  
Facsimile: (973) 624-6432                          Facsimile: (312) 540-4222  
 
 
Julia Buthman                              Mathew Douglass  
Senior Vice President                              Vice President  
Prudential Capital Group                          Prudential Capital Group  
Two Prudential Plaza                              Two Prudential Plaza  
Suite 5600                                  Suite 5600  
Chicago, Illinois 60601                          Chicago, Illinois 60601  
 
Telephone: (312) 540-4237                          Telephone: (312) 540-5435  
Facsimile: (312) 540-4222                          Facsimile: (312) 540-4222  
 
 
Tan Vu  
Vice President  
Prudential Capital Group  
Two Prudential Plaza  
Suite 5600  
Chicago, Illinois 60601  
 
Telephone: (312) 540-5437  
Facsimile: (312) 540-4222  

 
 
 



 
 

EXHIBIT 10.1 
 
 

SEPARATION AGREEMENT, WAIVER AND RELEASE  
 

The parties to this Separation Agreement, Waiver and Release (“Agreement”), Carl E. Will (“Employee”) and 
Applied Industrial Technologies, Inc., its affiliates, parents, successors, predecessors, and subsidiaries (collectively, 
“Company”) agree that:  

The Company employed Employee on an at-will basis, meaning that Employee or the Company could terminate 
the employment relationship at any time and for any reason, not contrary to law. Employee and the Company now wish 
to terminate their employment relationship effective February 3, 2015 (“Separation Date”) in a manner that is 
satisfactory to both Employee and the Company.  

Employee and the Company, for the good and valuable consideration stated below, the sufficiency of which is 
acknowledged, agree as follows:  

1.      In exchange for the Company’s promises set forth herein, Employee, including Employee’s heirs, 
administrators, executors, spouse, if any, successors, estate, representatives and assigns and all others claiming by or 
through Employee, voluntarily and knowingly releases the Company, its parent companies, their subsidiaries, divisions, 
affiliates, related companies, predecessors, successors, partners, members, directors, officers, trustees, employees, 
independent contractors, consultants, stockholders, owners, attorneys, agents, benefit plans, subrogees, insurers, 
representatives and assigns, whether alleged to have acted in their official capacities or personally (collectively, 
“Released Parties”) completely and forever, from any and all claims, causes of action, suits, contracts, promises, or 
demands of any kind, including but not limited to any claims for severance payments or incentive payments under the 
Management Incentive Plan or any other plan or program, which Employee may now have, whether known or 
unknown, intentional or otherwise, from the beginning of time to the Effective Date of this Agreement. The Effective 
Date of this Agreement is the date it is signed by Employee.  

2.      Employee understands and agrees that this Agreement covers all claims described in Paragraph 1, 
including, but not limited to, any alleged violation of the Civil Rights Act of 1991; Title VII of the Civil Rights Act of 
1964, as amended; Americans with Disabilities Act; Employee Retirement Income Security Act; the Worker 
Adjustment and Retraining Notification Act; the Family Medical Leave Act; the Age Discrimination in Employment 
Act as amended by the Older Workers Benefit Protection Act ; the Fair Labor Standards Act, to the extent 
permitted by law; the Occupational Safety and Health Act of 1970; The Ohio Fair Employment Practices Law, 
including but not limited to O.R.C. Title 41 § 4112.01 et seq; the Ohio Fair Employment Practices Law, ORC, Title 41 
§ 4112-01 et seq., as amended; the Ohio Commission Policies Statement on AIDS; the Ohio Equal Pay Law, O.R.C. 
Title 41 § 4111.13, 4111.17, and 4111.99, et seq., as amended; retaliation for exercise of rights under the Ohio 
Workers’ Compensation Law; Workers’ Compensation Anti-Retaliation Act, Ohio Rev. Code § 4123.90; 
Whistleblower Protection Act for Public Employees, Ohio Rev. Code § 124.341; Ohio Whistleblower Statute, Ohio 
Rev. Code § 4113.52; Ohio State Wage Payment and Work Hour Laws - Ohio Rev. Code Ann. § 4111.01, et seq.; Ohio 
Political Action of Employees Laws; Ohio Witness and Juror Leave Laws - Ohio Rev. Code Ann. § 2313.18, et seq.; 
Ohio Voting Leave Laws - Ohio Rev. Code Ann. § 3599.06, et seq.; Ohio Military Family Medical Leave Act - Ohio 
Rev. Code Ann. § 5906.01, et seq.; and any other state or local civil, labor, pension, wage-hour or human rights law, 
federal or state public policy, contract or tort law; any claim arising under federal or state common law, including, but 
not limited to, constructive or wrongful discharge or intentional or negligent infliction of emotional distress; and any 
claim for costs or attorney’s fees.  

 
 
 



 
 

3.      This Agreement does not include, and Employee does not waive, any rights or claims: (1) that may arise 
after Employee signs this Agreement; (2) for alleged workplace injuries that arise under any state’s workers’
compensation laws (Employee does waive and fully release the Released Parties from any claims under Ohio Rev. 
Code § 4123.90); (3) for benefits to which Employee has a vested right under any pension plans; (4) that cannot be 
released by law; (5) to enforce this Agreement; or (6) to participate in any proceedings before an administrative agency 
responsible for enforcing labor and/or employment laws, e.g., the Equal Employment Opportunity Commission. 
Employee agrees, however, to waive and release any right to receive any monetary award from any proceedings before 
an administrative agency responsible for enforcing labor and/or employment laws. Nothing in this Agreement 
(including the confidentiality and non-disparagement provisions) shall be construed to limit Employee’s right to 
participate in administrative proceedings, as described in this Paragraph 3, to provide information to an agency 
responsible for enforcing unemployment compensation laws, or to file an action to enforce or to challenge the validity 
of this Agreement.  

4.      Employee agrees that the terms of this Agreement shall be kept confidential by him and shall not hereafter 
be disclosed by him to any third party at any time, other than to Employee’s attorneys, taxing authorities, accountants, 
or as otherwise required by law. Employee shall use Employee’s best efforts to ensure that the terms of this Agreement 
are kept confidential by Employee’s spouse, heirs, assigns, attorneys, and the like.  

4.1      Employee is not prohibited from disclosing the terms of this Agreement to Employee’s 
spouse, if any, attorney, if any, or accountant, in a proceeding to enforce its terms, or as otherwise required by law or 
court order. Should Employee receive legal papers or process that Employee believes would require Employee to 
disclose the terms of this Agreement, Employee shall notify, in writing and within seven (7) days of receipt thereof, 
Terry Sobnosky, One Applied Plaza MS 56, Cleveland, Ohio 44115-5056.  

5.      In exchange for Employee’s promises contained herein, the Company agrees:  

5.1      To pay Employee the gross amount of $140,000.00. This amount shall be reduced by 
appropriate withholdings and deductions, and shall be paid within 30 days of the Effective Date of this Agreement. 
Employee acknowledges and agrees that Employee is not entitled to this payment absent Employee’s execution of this 
Agreement.  

5.2      To pay Employee the gross amount of $39,615.40, representing five weeks of vacation, 
less any time taken from January 1, 2015 through the Separation Date. This amount shall be reduced by appropriate 
withholdings and deductions, and shall be paid within 30 days of the Effective Date of this Agreement.  

5.3      Employee will continue to receive Employee’s current benefits, if any, under the 
Company-sponsored benefit plans for the period through February 28, 2015. After February 28, 2015, Employee will 
become ineligible to participate in the Company’s health insurance program subject to Employee’s right, if any, to 
continuation coverage under COBRA. However, as additional consideration for the promises and obligations contained 
herein, and provided Employee elects to receive continuing coverage under COBRA following the Separation Date, the 
Company agrees to waive, through August 31, 2015, any payment required for such coverage as provided under the 
health care program(s) subject to any approved changes in coverage based on a qualified election, provided that 
Employee has not obtained or been eligible to obtain healthcare through another employer or spouse’s employer. 
Thereafter, if applicable, coverage will be made available to Employee at Employee’s sole expense, i.e., Employee will 
be responsible for the full COBRA premium, for the remaining months of the COBRA coverage period made available 
pursuant to applicable law.  

 
 



 
 

5.4      The Company recognizes that Employee may search for full-time employment. To assist 
in these efforts, the Company will make available to Employee, at his option, outplacement services through an 
outplacement consultant selected by the Company. Such services will be available for a period not to exceed six (6) 
months or until Employee secures subsequent employment, whichever occurs first.  

6.      The parties agree that if any provision of this Agreement is declared illegal or unenforceable by any court 
of competent jurisdiction and cannot be modified to be enforceable, including the general release language, such 
provision shall immediately become null and void, leaving the remainder of this Agreement in full force and effect.  

7.      In compliance with the Older Workers Benefit Protection Act, Employee is hereby advised to consult with 
an attorney regarding the terms, meaning and impact of this Agreement. In addition, Employee understands and agrees 
that: (a) by signing this Agreement, Employee waives and releases any claims Employee might have against any of the 
Released Parties, including, but not limited to, any claims under the Age Discrimination in Employment Act of 1967; 
(b) Employee has 21 days from the date of receipt of this Agreement to consider whether or not to execute this 
Agreement; and (c) after Employee signs this Agreement and it becomes effective, Employee has seven days from that 
date to change Employee’s mind and revoke the Agreement. To revoke the Agreement, Employee must clearly 
communicate the decision in writing to Barbara Emery, One Applied Plaza MS11, Cleveland, Ohio 44115-5011, by the 
seventh day following the Effective Date of this Agreement. Employee understands and agrees that should Employee 
revoke Employee’s release and waiver as to claims under the Age Discrimination in Employment Act of 1967, the 
Company’s obligations under this Agreement will become null and void.  

8.      Employee declares and expressly warrants that Employee is not Medicare eligible, that Employee is not a 
Medicare beneficiary, and that Employee is not within 30 months of becoming Medicare eligible; that Employee is not 
65 years of age or older; that Employee is not suffering from end stage renal failure or amyotrophic lateral sclerosis; 
that Employee has not received Social Security benefits for 24 months or longer; and/or that Employee has not applied 
for Social Security benefits, and/or has not been denied Social Security disability benefits and is not appealing any 
denial of Social Security disability benefits.  

8.1.      Employee affirms, covenants and warrants that Employee has made no claim for illness or 
injury against, nor is Employee aware of any facts supporting any claim against, the Released Parties under which the 
Released Parties could be liable for medical expenses incurred by Employee before or after the execution of this 
Agreement.  

8.2      Because Employee is not a Medicare recipient as of the date of this release, Employee is 
aware of no medical expenses that Medicare paid and for which the Released Parties are or could be liable now or in 
the future.  Employee agrees and affirms that, to the best of Employee’s knowledge, no liens of any governmental 
entities, including those for Medicare conditional payments, exist.  

9.      Employee acknowledges that, through Employee’s employment with the Company, Employee has 
acquired and had access to the Company’s confidential and proprietary business information and trade secrets 
(“Confidential Information”). Employee acknowledges and agrees that the Company prohibits the use or disclosure of 
its Confidential Information and that the Company has taken all reasonable steps necessary to protect the secrecy of 
such Confidential Information. Employee acknowledges and agrees that “Confidential Information” includes any data 
or information that is valuable to the Company and not generally known to competitors of the Company or other 
outsiders, regardless of whether the confidential information is in printed, written or electronic form, retained in 
Employee’s memory or has been compiled or created by Employee, including but not limited to: strategic, technical, 
financial, personnel, staffing, payroll, computer systems, marketing, advertising, merchandising, product, vendor, 
customer data, pricing, rebate information,  

 
 



 
 
trade secrets, or other information similar to the foregoing. Employee agrees that Employee has not and in the future 
will not use, or disclose to any third party, Confidential Information, unless compelled by law after reasonable advance 
notice to the Company, and further agrees to return all documents, disks, CDs, DVDs, drives, storage devices or any 
other item or source containing Confidential Information, or any other of the Company’s property, to the Company 
upon execution of this Agreement. If Employee has any question regarding what data or information would be 
considered by the Company to be Confidential Information subject to this provision, Employee agrees to contact Terry 
Sobnosky, One Applied Plaza MS56, Cleveland, Ohio 44115-5056, (216) 426-4976.  

10.      Employee agrees that Employee will not, in any way, disparage the Company or any of the Released 
Parties. Further, Employee agrees that Employee will not make, nor solicit, any comments, statements, or the like to the 
media, or to others, that may be considered to be derogatory or detrimental to the good name or business reputation of 
the Company.  

11.      Employee agrees to fully cooperate with Company in any litigation, claim or investigation that may arise 
through and after the Effective Date of this Agreement.  

12.      Employee has been reimbursed for all business expenses that are subject to reimbursement under the 
Company’s policies. Employee has reported any injuries Employee may have received during the course of 
employment with the Company.  

13.      This Agreement contains the complete understanding between the parties, with the sole and limited 
exception of Paragraph 11 of the Offer of Employment (attached as Exhibit A), which shall remain in full force and 
effect. The parties agree that no promises or agreements shall be binding or shall modify this understanding unless in 
writing and signed by both parties.  

14.      This Agreement may be executed in multiple counterparts, each of which shall constitute an original, and 
all of which shall constitute a single memorandum. If Employee signs a facsimile copy of this Agreement, Employee 
will thereafter provide the Company with a conforming original copy.  

15.      The validity, construction, and interpretation of this Agreement and the rights and duties of the parties 
hereto shall be governed by the laws of the State of Ohio without regard to any state conflict of law rules. Any 
payments and/or benefits provided under this Agreement are intended to be compliant with or exempt from the 
applicable requirements of Section 409A of the Internal Revenue Code of 1986, as amended, and the regulations and 
guidance promulgated thereunder (“Section 409A”) and avoid the imputation of any tax, penalty or interest under 
Section 409A. This Agreement shall be construed and interpreted consistent with that intent.  

 
 



 
 

 

The parties agree that they have read this Agreement, understand and agree to its terms, and have knowingly 
and voluntarily signed it on the dates written below.  

 

 
 
 

CARL E. WILL     

    

/s/ Carl E. Will  DATE: 2-22-15  
Individually, And In All Representative     

Capacities     

    

APPLIED INDUSTRIAL TECHNOLOGIES, INC.     

    

By: /s/ Kurt W. Loring  DATE: 2-23-15  
Its: VP-CHRO     



 
 

EXHIBIT 15 

 

 

May 4, 2015  

Applied Industrial Technologies, Inc.  
One Applied Plaza  
Euclid Avenue at East 36th Street  
Cleveland, Ohio 44115  

We have reviewed, in accordance with the standards of the Public Company Accounting Oversight Board (United 
States), the unaudited interim financial information of Applied Industrial Technologies, Inc. and subsidiaries for the 
periods ended March 31, 2015 and 2014, as indicated in our report dated May 4, 2015; because we did not perform an 
audit, we expressed no opinion on that information.  
 
We are aware that our report referred to above, which is included in your Quarterly Report on Form 10-Q for the 
quarter ended March 31, 2015, is incorporated by reference in Registration Statement Nos. 33-53401, 33-53361, 33-
65509, 333-83809, 333-69002, 333-124574, 333-138053, 333-138054, 333-149183, and 333-179354 on Form S-8.  
 
We also are aware that the aforementioned report, pursuant to Rule 436(c) under the Securities Act of 1933, is not 
considered a part of the Registration Statement prepared or certified by an accountant or a report prepared or certified 
by an accountant within the meaning of Sections 7 and 11 of that Act.  
 
 
/s/ Deloitte & Touche LLP  
 
 
Cleveland, Ohio  
 
 

 



 
EXHIBIT 31 

Certifications of Disclosure in Quarterly Report on Form 10-Q  
 
I, Neil A. Schrimsher, President & Chief Executive Officer, certify that:  
 

 

 

 

 

 

 

 

 

1.  I have reviewed this quarterly report on Form 10-Q of Applied Industrial Technologies, Inc.; 

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

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

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

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

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

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

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



 
 

 

 

 
 
 

 
 

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

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

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

Date: May 4, 2015  By: /s/ Neil A. Schrimsher  

   Neil A. Schrimsher  
   President & Chief Executive Officer  



 
 
 
I, Mark O. Eisele, Vice President-Chief Financial Officer & Treasurer, certify that:  
 

 

 

 

 

 

 

 

 

1.  I have reviewed this quarterly report on Form 10-Q of Applied Industrial Technologies, Inc.; 

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

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

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

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

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

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

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



 
 

 

 

 
 
 

 
 

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

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

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

Date: May 4, 2015  By:   /s/ Mark O. Eisele  

   Mark O. Eisele  
   Vice President-Chief Financial Officer & Treasurer  



 
 
 
 

EXHIBIT 32 

[The following certification accompanies Applied Industrial Technologies'  
Quarterly Report on Form 10-Q for the quarter ended March 31, 2015, and is not filed, as provided in applicable SEC 

releases.]  
 
 

Certification of Principal Executive Officer and  
Principal Financial Officer Pursuant to  

18 U.S.C. 1350  
 

 
In connection with the Form 10-Q (the “Report”) of Applied Industrial Technologies, Inc.    (the “Company”) for the 
period ending March 31, 2015, we, Neil A. Schrimsher, President & Chief Executive Officer, and Mark O. Eisele, Vice 
President-Chief Financial Officer & Treasurer of the Company, certify that:  

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

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

 
 

 
 

[A signed original of this written statement required by Section 906 has been provided to Applied Industrial 
Technologies, Inc. and will be retained by Applied Industrial Technologies, Inc. and furnished to the Securities and 

Exchange Commission or its staff upon request.]  
 

 
 
 

 

      

/s/ Neil A. Schrimsher     /s/ Mark O. Eisele  
Neil A. Schrimsher     Mark O. Eisele  
President & Chief Executive Officer     Vice President-Chief Financial Officer & Treasurer  
      

      

Date: May 4, 2015        

      


