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Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§ 229.405 of this
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information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. ☑

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company, or emerging growth company. See the definitions of “large accelerated filer,” “accelerated
filer,” “smaller reporting company” and “emerging growth company” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer ☑     Accelerated filer ☐     Non-accelerated filer ☐     (Do not check if a smaller reporting company)
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If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. ☐

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes ☐
No ☑

The aggregate market value of the registrant’s Class A Common Stock held by non-affiliates of the registrant on
September 30, 2017 (based on the September 29, 2017 closing sales price of $125.15 of the registrant’s Class A
Common Stock, as reported by the Nasdaq National Market) was approximately $3,034,567,600.

Number of shares outstanding of the registrant’s Class A Common Stock at May 18, 2018:

24,406,363 Shares of Class A Common Stock, par value $0.01 per share.

Documents Incorporated by Reference:

Portions of the registrant’s proxy statement to be filed within 120 days of the close of the registrant’s fiscal year in
connection with the registrant’s Annual Meeting of Shareholders to be held September 12, 2018 are incorporated by
reference into Part III of this Form 10-K.
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PART I

ITEM 1. BUSINESS

RBC Bearings Incorporated

RBC Bearings Incorporated, together with its subsidiaries, is an international manufacturer and marketer of highly
engineered precision bearings and products, which are integral to the manufacture and operation of most machines,
aircraft and mechanical systems, to reduce wear to moving parts, facilitate proper power transmission, reduce damage
and energy loss caused by friction and control pressure and flow. The terms “we”, “us”, “our”, “RBC” and the “Company” mean
RBC Bearings Incorporated and its subsidiaries, unless the context indicates another meaning. While we manufacture
products in all major categories, we focus primarily on highly technical or regulated bearing products and engineered
products for specialized markets that require sophisticated design, testing and manufacturing capabilities. We believe
our unique expertise has enabled us to garner leading positions in many of the product markets in which we primarily
compete. Over the past fifteen years, we have broadened our end markets, products, customer base and geographic
reach. We currently have 45 facilities of which 35 are manufacturing facilities in six countries.

The Bearing and Engineered Products Industry

The bearing and engineered products industry is a fragmented multi-billion dollar market. Purchasers of bearings and
engineered products include producers of commercial and military aircraft, submarine and vehicle equipment, oil and
gas equipment, machinery manufacturers, industrial equipment and machinery manufacturers, construction machinery
manufacturers, rail and train equipment manufacturers, mining and specialized equipment manufacturers.

Demand for bearings and precision components in the diversified industrial market are influenced by growth factors in
industrial machinery and equipment shipments and construction, mining, energy and general industrial activity. In
addition, usage of existing machinery will impact aftermarket demand for replacement products. In the aerospace
market, new aircraft build rates along with carrier traffic growth worldwide determines demand for our solutions.
Lastly, activity in the defense market is being influenced by modernization programs necessitating spending on new
equipment, as well as continued utilization of deployed equipment supporting aftermarket demand for replacement
bearings and engineered products.

Customers and Markets
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We serve a broad range of end markets where we can add value with our specialty, precision bearing and engineered
products, components, and applications. We classify our customers into two principal categories: industrial and
aerospace. These principal end markets utilize a large number of both commercial and specialized bearings and
engineered products. Although we provide a relatively small percentage of total bearing and engineered products
supplied to each of our overall principal markets, we believe we have leading market positions in many of the
specialized product markets in which we primarily compete and serve. Financial information regarding geographic
areas is set forth in Part II, Item 8. “Financial Statements and Supplementary Data,” Note 17 “Reportable Segments.”

●Industrial Market (38% of net sales for the fiscal year ended March 31, 2018)

We manufacture bearings and engineered products for a wide range of diversified industrial markets, including
construction and mining, oil and natural resource extraction, heavy truck, marine, rail and train, packaging,
semiconductor machinery and the general industrial markets. Our products target market applications in which our
engineering and manufacturing capabilities provide us with a competitive advantage in the marketplace.

Our largest industrial customers include Caterpillar, Halliburton Energy Services, Newport News Shipbuilding,
Komatsu America and various aftermarket distributors including Applied Industrial, BDI, Kaman Corporation,
McMaster Carr and Motion Industries. We believe that the diversification of our sales among the various segments of
the industrial markets reduces our exposure to downturns in any one individual market. We believe opportunities exist
for growth and margin improvement in this market as a result of the introduction of new products, the expansion of
aftermarket sales and continued manufacturing process improvements.

1 
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●Aerospace Market (62% of net sales for the fiscal year ended March 31, 2018)

We supply bearings and engineered products for use in commercial, private and military aircraft and aircraft engines,
guided weaponry, and vision and optical systems. We supply precision products for many of the commercial aircraft
currently operating worldwide and are their primary supplier for many of their product lines. This includes military
contractors for airplanes, helicopters, missile systems, engines and satellites. Commercial aerospace customers
generally require precision products, often of special materials, made to unique designs and specifications. Many of
our aerospace bearing and engineered component products are designed and certified during the original development
of the aircraft being served, which often makes us the primary bearing supplier for the life of the aircraft.

We manufacture bearings and engineered products used by the U.S. Department of Defense and certain foreign
governments for use in fighter jets, troop transports, naval vessels, helicopters, gas turbine engines, armored vehicles,
guided weaponry and satellites. We manufacture an extensive line of standard products that conform to many
domestic military application requirements, as well as customized products designed for unique applications. Our
bearings and engineered products are manufactured to conform to U.S. military specifications and are typically
custom designed during the original product design phase, which often makes us the sole or primary supplier for the
life of the product. In addition to products that meet military specifications, these customers often require precision
products made of specialized materials to custom designs and specifications. Product approval for use on military
equipment is often a lengthy process ranging from six months to six years.

Our largest aerospace customers include Airbus, Boeing, General Electric, Lockheed Martin, Safran, United
Technologies, U.S. Department of Defense and various aftermarket distributors including National Precision Bearing,
Jamaica Bearings, Wencor Group and Wesco Aircraft. We believe our strong relationships with OEMs help drive our
aftermarket sales since a portion of OEM sales are ultimately intended for use as replacement parts. We believe that
growth and margin expansion in this market will be driven primarily by expanding our international presence, new
commercial aircraft introductions, new products, and the refurbishment and maintenance of existing commercial and
military aircraft.

In fiscal 2018, 4.1% of our net sales were made directly, and we estimate that approximately an additional 19.9% of
our net sales were made indirectly, to the U.S. government. These contracts or subcontracts may be subject to
renegotiation of profit or termination of contracts at the election of the government. Based on experience, we believe
that no material renegotiations or refunds will be required. See Part I, Item 1A. “Risk Factors – Future reductions or
changes in U.S. government spending could negatively affect our business.”

Products
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Bearings and engineered products are employed to fulfill several functions including reduction of friction, transfer of
motion and carriage of loads, and control of pressure and flows. We design, manufacture and market a broad portfolio
of bearings and engineered products. We operate through operating segments for which separate financial information
is available, and for which operating results are evaluated regularly by our chief operating decision maker in
determining resource allocation and assessing performance. Those operating segments with similar economic
characteristics and that meet all other required criteria, including nature of the products and production processes,
distribution patterns and classes of customers, are aggregated as reportable segments.
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The following table provides a summary of our four reportable product segments: Plain Bearings; Roller Bearings;
Ball Bearings; and Engineered Products.

Net Sales for the Fiscal Year Ended

Segment March
31, 2018 April 1, 2017 April 2, 2016 Representative Applications

Plain Bearings

$
296,708

(44.0 %)
$

277,700

(45.1 %)
$

270,534

(45.3 %)

●   Aircraft engine controls and landing gear

●   Missile launchers

●   Mining, energy, and construction
equipment

Roller Bearings  $
132,021

(19.6 %)
$

109,483

(17.8 %)
$

112,039

(18.8 %)

●   Aircraft hydraulics

●   Military and commercial truck chassis

●   Packaging machinery and gear pumps

Ball Bearings  $
67,806

(10.0 %)
$

58,448

(9.5 %)
$

53,650

(8.9 %)

●   Radar and night vision systems

●   Airframe control and actuation

●   Semiconductor equipment

Engineered
Products  $

178,414

(26.4 %)
$

169,757

(27.6 %)
$

161,249

(27.0 %)

●   Hydraulics, valves, fasteners and engines

●   Industrial gears, components and collets

Plain Bearings. Plain bearings are primarily used to rectify inevitable misalignments in various mechanical
components, such as aircraft controls, helicopter rotors, or in heavy mining and construction equipment. Such
misalignments are either due to machining inaccuracies or result when components change position relative to each
other. Plain bearings are produced with either self-lubricating or metal-to-metal designs and consist of several
sub-classes, including rod end bearings, spherical plain bearings and journal bearings.

Roller Bearings. Roller bearings are anti-friction products that utilize cylindrical rolling elements. We produce three
main designs: tapered roller bearings, needle roller bearings and needle bearing track rollers and cam followers. We
offer several needle roller bearing designs that are used in both industrial applications and certain U.S. military aircraft
platforms. These products are generally specified for use where there are high loads and the design is constrained by
space considerations. A significant portion of the sales of this product is to the aftermarket. Needle bearing track
rollers and cam followers have wide and diversified use in the industrial market and are often prescribed as a primary
component in articulated aircraft wings.
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Ball Bearings. Ball bearings are devices which utilize high precision ball elements to reduce friction in high speed
applications. We specialize in four main types of ball bearings: high precision aerospace, airframe control, thin section
and industrial ball bearings. High precision aerospace bearings are primarily sold to customers in the defense industry
that require more technically sophisticated bearing products, such as missile guidance systems, providing higher
degrees of fault tolerance given the criticality of the applications in which they are used. Airframe control ball
bearings are precision ball bearings that are plated to resist corrosion and are qualified under a military specification.
Thin section ball bearings are specialized bearings that use extremely thin cross sections and give specialized
machinery manufacturers many advantages. We produce a general line of industrial ball bearings sold primarily to the
aftermarket.

Engineered Products. Engineered Products consist primarily of highly engineered hydraulics and valves, fasteners,
precision mechanical components and machine tool collets. Engineered hydraulics and valves are used in aircraft and
submarine applications and aerospace and defense aftermarket services. Precision mechanical components are used in
all general industrial applications, where some form of movement is required. Machine tool collets are cone-shaped
metal sleeves, used for holding circular or rod like pieces in a lathe or other machine that provide effective part
holding and accurate part location during machining operations.

Product Design and Development

We produce specialized bearings and engineered products that are often tailored to the specifications of a customer or
application. Our sales professionals are highly experienced engineers who collaborate with our customers on a
continual basis to develop bearing and engineered product solutions. The product development cycle can follow many
paths which are dependent on the end market or sales channel. The process normally takes between 3-6 years from
concept to sale depending upon the application and the market. A common route that is used for major OEM projects
begins when our design engineers meet with their customer counterparts at the machine design conceptualization stage
and work with them through the conclusion of the product development.

3 
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Often, at the early stage, a bearing design or engineered product concept is produced that addresses the expected
demands of the application. Environmental demands are many but normally include load, stress, heat, thermal
gradients, vibration, lubricant supply, pressure and flows, and corrosion resistance, with one or two of these
environmental constraints being predominant in the design consideration. A bearing or engineered product design
must perform reliably for a period of time specified by the customer’s product objectives.

Once a bearing or engineered product is designed, a mathematical simulation is created to replicate the expected
application environment and thereby allow optimization with respect to these design variables. Upon conclusion of the
design and simulation phase, samples are produced and laboratory testing commences at one of our test laboratories.
The purpose of this testing phase is not only to verify the design and the simulation model but also to allow further
design improvement where needed. Finally, upon successful field testing by the customer, the product is ready for
sale.

For the majority of our products, the culmination of this lengthy process is the receipt of a product approval or
certification, generally obtained from either the OEM, the Department of Defense or the Federal Aviation
Administration, or “FAA,” which allows us to supply the product to the customer and to the aftermarket. We currently
have a significant amount of such approvals, which often gives us a competitive advantage, and in many of these
instances we are the only approved supplier of a given bearing or engineered product.

Manufacturing and Operations

Our manufacturing strategies are focused on product reliability, quality and service. Custom and standard products are
produced according to manufacturing schedules that ensure maximum availability of popular items for immediate sale
while carefully considering the economies of lot production and special products. Capital programs and manufacturing
methods development are focused on quality improvement, production costs and service. A monthly review of product
line production performance assures an environment of continuous attainment of profitability and quality goals.

Capacity. Our plants currently run on a full first shift with second and third shifts at selected locations to meet the
demands of our customers. We believe that current capacity levels and future annual estimated capital expenditures on
equipment up to approximately 3.5% to 4.5% of net sales should permit us to effectively meet demand levels for the
foreseeable future.

Inventory Management. We operate an inventory management program designed to balance customer delivery
requirements with economically optimal inventory levels. In this program, each product is categorized based on
characteristics including order frequency, number of customers and sales volume. Using this classification system, our
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primary goal is to maintain a sufficient supply of standard items while minimizing costs. In addition, production cost
savings are achieved by optimizing plant scheduling around inventory levels and customer delivery requirements. This
leads to more efficient utilization of manufacturing facilities and minimizes plant production changes while
maintaining sufficient inventories to service customer needs.

Sales, Marketing and Distribution

Our marketing strategy is aimed at increasing sales within our two primary markets, targeting specific applications in
which we can exploit our competitive strengths. To affect this strategy, we seek to expand into geographic areas not
previously served by us and we continue to capitalize on new markets and industries for existing and new products.
We employ a technically proficient sales force and utilize marketing managers, product managers, customer service
representatives and product application engineers in our selling efforts.

We have developed our sales force through the hiring of sales personnel with prior industry experience,
complemented by an in-house training program. We intend to continue to hire and develop expert sales professionals
and strategically locate them to implement our expansion strategy. Today, our direct sales force is located to service
North America, Europe, Asia and Latin America and is responsible for selling all of our products. This selling model
leverages our relationship with key customers and provides opportunities to market multiple product lines to both
established and potential customers. We also sell our products through a well-established, global network of industrial
and aerospace distributors. This channel primarily provides our products to smaller OEM customers and the end users
of bearings and engineered products that require local inventory and service. We intend to continue to focus on
building distributor sales volume.
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The sale of our products is supported by a well-trained and experienced customer service organization. This
organization provides customers with instant access to key information regarding their purchase and delivery
requirements. We also provide customers with updated information through our website, and we have developed
on-line integration with specific customers, enabling more efficient ordering and timely order fulfillment for those
customers.

We store product inventory in warehouses located in the Midwest, Southwest and on the East and West coasts of the
U.S. as well as in France and Switzerland. The inventory is located in these locations based on analysis of customer
demand to provide superior service and product availability.

Competition

Our principal competitors include SKF, New Hampshire Ball Bearings, Rexnord, PCC, Arkwin and Timken, although
we compete with different companies for each of our product lines. We believe that for the majority of our products,
the principal competitive factors affecting our business are product qualifications, product line breadth, service,
quality and price. Although some of our current and potential competitors may have greater financial, marketing,
personnel and other resources than us, we believe that we are well positioned to compete with regard to each of these
factors in each of the markets in which we operate.

Product Qualifications. Many of the products we produce are qualified for the application by the OEM, the U.S.
Department of Defense, the FAA or a combination of these agencies. These credentials have been achieved for
thousands of distinct items after years of design, testing and improvement. In many cases patent protection presides, in
most cases there is strong brand identity and in numerous cases we have the exclusive product for the application.

Product Line Breadth. Our products encompass an extraordinarily broad range of designs which often create a critical
mass of complementary bearings and engineered products for our markets. This position allows many of our industrial
and aerospace customers the ability for a single manufacturer to provide the engineering service and product breadth
needed to achieve a series of OEM design objectives and/or aftermarket requirements. This ability enhances our value
to the OEM considerably while strengthening our overall market position.

Service. Product design, performance, reliability, availability, quality and technical and administrative support are
elements that define the service standard for this business. Our customers are sophisticated and demanding, as our
products are fundamental and enabling components to the construction or operation of their machinery. We maintain
inventory levels of our most popular items for immediate sale and service. Our customers have high expectations
regarding product availability and quality, and the primary emphasis of our service efforts is to ensure the widest
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possible range of available products and delivering them on a timely basis.

Price. We believe our products are priced competitively in the markets we serve. We continually evaluate our
manufacturing and other operations to maximize efficiencies in order to reduce costs, eliminate unprofitable products
from our portfolio and maximize our profit margins. We invest considerable effort to develop our price to value
algorithms and we price to market levels where required by competitive pressures.

Suppliers and Raw Materials

We obtain raw materials, component parts and supplies from a variety of sources and generally from more than one
supplier. Our principal raw material is steel. Our suppliers and sources of raw materials are based in the U.S., Europe
and Asia. We purchase steel at market prices, which fluctuate as a result of supply and demand driven by economic
conditions in the marketplace. For further discussion of the possible effects of changes in the cost of raw materials on
our business, see Part I, Item 1A. “Risk Factors” in this Annual Report on Form 10-K.

Backlog

As of March 31, 2018, we had order backlog of $392.1 million compared to a backlog of $354.1 million in the prior
fiscal year. The amount of backlog includes orders which we estimate will be fulfilled within the next 12 months;
however, orders included in our backlog are subject to cancellation, delay or other modifications by our customers
prior to fulfillment. We sell many of our products pursuant to contractual agreements, single source relationships or
long-term purchase orders, each of which may permit early termination by the customer. However, due to the nature
of many of the products supplied by us and the lack of availability of alternative suppliers to meet the demands of
such customers’ orders in a timely manner, we believe that it is not practical or prudent for most of our customers to
shift their business to other suppliers.
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Employees

We have 3,466 employees of which 1,998 are hourly and 1,468 salaried employees as of March 31, 2018. 1,058 are
employed in our international operations. We believe that our employee relations are satisfactory.

Intellectual Property

We own U.S. and foreign patents and trademark registrations and U.S. copyright registrations, and have U.S.
trademark and patent applications pending. We currently have 207 issued or pending U.S. and foreign patents. We file
patent applications and maintain patents to protect certain technology, inventions and improvements that are important
to the development of our business, and we file trademark applications and maintain trademark registrations to protect
product names that have achieved brand-name recognition among our customers. We also rely upon trade secrets,
know-how and continuing technological innovation to develop and maintain our competitive position. Many of our
brands are well recognized by our customers and are considered valuable assets of our business. We currently have
163 issued or pending U.S. and foreign trademark registrations and applications. We do not believe, however, that any
individual item of intellectual property is material to our business.

Regulation

Product Approvals. Essential to servicing the aerospace and defense markets is the ability to obtain product approvals.
We have a substantial number of product approvals in the form of OEM approvals or Parts Manufacturer Approvals,
or “PMAs,” from the FAA. We also have a number of active PMA applications in process. These approvals enable us to
provide products used in virtually all domestic aircraft platforms presently in production or operation.

We are subject to various other federal laws, regulations and standards. Although we are not presently aware of any
pending legal or regulatory changes that may have a material impact on us, new laws, regulations or standards or
changes to existing laws, regulations or standards could subject us to significant additional costs of compliance or
liabilities, and could result in material reductions to our results of operations, cash flow or revenues.

Environmental Matters
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We are subject to federal, state and local environmental laws and regulations, including those governing discharges of
pollutants into the air and water, the storage, handling and disposal of wastes and the health and safety of employees.
We also may be liable under the Comprehensive Environmental Response, Compensation, and Liability Act or similar
state laws for the costs of investigation and clean-up of contamination at facilities currently or formerly owned or
operated by us, or at other facilities at which we have disposed of hazardous substances. In connection with such
contamination, we may also be liable for natural resource damages, government penalties and claims by third parties
for personal injury and property damage. Agencies responsible for enforcing these laws have authority to impose
significant civil or criminal penalties for non-compliance. We believe we are currently in material compliance with all
applicable requirements of environmental laws. We do not anticipate material capital expenditures for environmental
compliance in fiscal year 2019.

State agencies have been overseeing groundwater monitoring activities at our facility in Hartsville, South Carolina and
a corrective action plan at our Clayton, Georgia facility. At Hartsville, we are monitoring low levels of contaminants
in the groundwater caused by former operations. Plans are currently underway to conclude remediation and
monitoring activities. In connection with the purchase of our Fairfield, Connecticut facility in 1996, we agreed to
assume responsibility for completing clean-up efforts previously initiated by the prior owner. We submitted data to the
state that we believe demonstrates that no further remedial action is necessary although the state may require
additional clean-up or monitoring. In connection with the purchase of our Clayton, Georgia facility, we agreed to take
assignment of the hazardous waste permit covering such facility and to assume certain responsibilities to implement a
corrective action plan concerning the remediation of certain soil and groundwater contamination present at that
facility. The corrective action plan is ongoing. Although there can be no assurance, we do not expect expenses
associated with these activities to be material.
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Available Information

We file our annual, quarterly and current reports, proxy statements, and other documents with the Securities and
Exchange Commission (“SEC”) under the Securities Exchange Act of 1934. The public may read and copy any
materials filed with the SEC at the SEC’s Office of Investor Education and Advocacy at 100F Street, NE, Washington,
D.C. 20549. The public may obtain information on the operation of the Office of Investor Education and Advocacy by
calling the SEC at 1–800–SEC–0330. Also, the SEC maintains an Internet website that contains reports, proxy and
information statements, and other information regarding issuers that file electronically with the SEC. The public can
obtain any documents that are filed by us at http://www.sec.gov.

In addition, this Annual Report on Form 10-K, as well as our quarterly reports on Form 10-Q, current reports on Form
8-K and any amendments to all of the foregoing reports and our governance documents, are made available free of
charge on our Internet website (http://www.rbcbearings.com) as soon as reasonably practicable after such reports are
electronically filed with or furnished to the SEC. A copy of the above filings will also be provided free of charge upon
written request to us.

ITEM 1A. RISK FACTORS

Cautionary Statement As To Forward-Looking Information

This report includes “forward-looking statements” within the meaning of the safe harbor provisions of the U.S. Private
Securities Litigation Reform Act of 1995. All statements other than statements of historical fact are “forward-looking
statements” for purposes of federal and state securities laws, including any projections of earnings, cash flows, revenue
or other financial items; any statements of the plans, strategies and objectives of management for future operations;
any statements concerning proposed new services or developments; any statements regarding future economic
conditions or performance; future growth rates in the markets we serve; increases in foreign sales; supply and cost of
raw materials, any statements of belief; and any statements of assumptions underlying any of the foregoing.
Forward-looking statements may include the words “may,” “estimate,” “intend,” “continue,” “believe,” “expect,” “anticipate,” the
negative of such terms or other comparable terminology.

Although we believe that the expectations reflected in any of our forward-looking statements are reasonable, actual
results could differ materially from those projected or assumed in any of our forward-looking statements. Our future
financial condition, results of operations and cash flows, as well as any forward-looking statements, are subject to
change and to inherent risks and uncertainties, such as those disclosed in this Annual Report on Form 10-K. Factors
that could cause our actual results, performance and achievements or industry results to differ materially from
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estimates or projections contained in forward-looking statements include, among others, the following:

●Weaknesses and cyclicality in any of the industries in which our customers operate;
●Changes in marketing, product pricing and sales strategies or developments of new products by us or our competitors;

●Future reductions in U.S. governmental spending or changes in governmental programs, particularly military
equipment procurement programs;
●Our ability to obtain and retain product approvals;

●Supply and costs of raw materials, particularly steel, and energy resources and our ability to pass through these costs
on a timely basis;
●Our ability to acquire and integrate complementary businesses;
●Unanticipated liabilities of acquired businesses;
●Unexpected equipment failures, catastrophic events or capacity constraints;
●The costs of defending, or the results of, new litigation;
●Our ability to attract and retain our management team and other highly-skilled personnel;
●Increases in interest rates;
●Work stoppages and other labor problems for us and our customers or suppliers;
●Limitations on our ability to expand our business;
●Regulatory changes or developments in the U.S. and foreign countries;
●Developments or disputes concerning patents or other proprietary rights;
●Changes in accounting standards, policies, guidance, interpretation or principles;
●Risks associated with utilizing information technology systems;
●Risks associated with operating internationally, including currency translation risks;
●The operating and stock performance of comparable companies;
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●Investors’ perceptions of us and our industry;
●General economic, geopolitical, industry and market conditions;
●Changes in tax requirements (including tax rate changes and new tax laws);
●Health care reform;

●Unforeseen developments in contingencies, such as litigation, could adversely affect our operating results and
financial condition; and

●Other risks and uncertainties including but not limited to those described from time to time in our current and
quarterly reports filed with US Securities and Exchange Commission.

Additional factors that could cause actual results to differ materially from our forward-looking statements are set forth
in this Annual Report on Form 10-K, including under Part I, Item 1. “Business,” Part I, Item 1A. “Risk Factors,” Part II,
Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and Part II, Item 8.
“Financial Statements and Supplementary Data.”

We are not under any duty to update any forward-looking statements after the date of this report to conform such
statements to actual results or to changes in our expectations. You are advised, however, to review any further
disclosures we make on related subjects in our periodic filings with the Securities and Exchange Commission. All
forward-looking statements contained in this report and any subsequently filed reports are expressly qualified in their
entirety by these cautionary statements.

Our business, operating results, cash flows or financial condition could be materially adversely affected by any of the
following risks. The trading price of our common stock could decline due to any of these risks, and you may lose all
or part of your investment. You should carefully consider these risks before investing in shares of our common stock.

Risk Factors Related to Our Company

The bearing and engineered products industries are highly competitive, and competition could reduce our
profitability or limit our ability to grow.

The global bearing and engineered products industries are highly competitive, and we compete with many U.S. and
non-U.S. companies, some of which benefit from lower labor costs and fewer regulatory burdens than us. We compete
primarily based on product qualifications, product line breadth, service and price. Certain competitors may be better
able to manage costs than us or may have greater financial resources than we have. Due to the competitiveness in the
bearing and engineered products industries we may not be able to increase prices for our products to cover increases in
our costs, and we may face pressure to reduce prices, which could materially reduce our revenues, gross margin and
profitability. Competitive factors, including changes in market penetration, increased price competition and the
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introduction of new products and technology by existing and new competitors could result in a material reduction in
our revenues and profitability.

The loss of a major customer could result in a material reduction in our revenues and profitability.

Our top ten customers generated 36% and 37% of our net sales during fiscal 2018 and fiscal 2017, respectively.
Accordingly, the loss of one or more of those customers or a substantial decrease in such customers’ purchases from us
could result in a material reduction in our revenues and profitability.

In addition, the consolidation and combination of defense or other manufacturers may eliminate customers from the
industry and/or put downward pricing pressures on sales of component parts. For example, the consolidation that has
occurred in the defense industry in recent years has significantly reduced the overall number of defense contractors in
the industry. In addition, if one of our customers is acquired or merged with another entity, the new entity may
discontinue using us as a supplier because of an existing business relationship with the acquiring company or because
it may be more efficient to consolidate certain suppliers within the newly formed enterprise. The significance of the
impact that such consolidation may have on our business is difficult to predict because we do not know when or if one
or more of our customers will engage in merger or acquisition activity. However, if such activity involved our
material customers it could materially impact our revenues and profitability.

Weakness in any of the industries in which our customers operate, as well as the cyclical nature of our
customers’ businesses generally, could materially reduce our revenues and profitability.

The commercial aerospace, mining and construction equipment and other diversified industrial industries to which we
sell our products are, to varying degrees, cyclical and tend to decline in response to overall declines in industrial
production. Margins in those industries are highly sensitive to demand cycles, and our customers in those industries
historically have tended to delay large capital projects, including expensive maintenance and upgrades, during
economic downturns. As a result, our business is also cyclical, and the demand for our products by these customers
depends, in part, on overall levels of industrial production, general economic conditions and business confidence
levels. Downward economic cycles could affect our customers and reduce sales of our products resulting in reductions
in our revenues and net earnings. Any future material weakness in demand in any of these industries could materially
reduce our revenues and profitability. Many of our customers have historically experienced periodic downturns, which
often have had a negative effect on demand for our products. Previous industry downturns have negatively affected,
and future industry downturns will negatively affect, our net sales, gross margin and net income.
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Future reductions or changes in U.S. government spending could negatively affect our business.

In fiscal 2018, 4.1% of our net sales were made directly, and we estimate that, including our diversified industrial
market, approximately an additional 19.9% of our net sales were made indirectly, to the U.S. government to support
military or other government projects. Our failure to obtain new government contracts, the cancellation of government
contracts or reductions in federal budget appropriations regarding our products could result in materially reduced
revenue. In addition, the funding of defense programs also competes with non-defense spending of the U.S.
government. Our business is sensitive to changes in national and international priorities and the U.S. government
budget. A shift in government defense spending to other programs in which we are not involved or a reduction in U.S.
government defense spending generally could materially reduce our revenues, cash flows from operations and
profitability. If we, or our prime contractors for which we are a subcontractor, fail to win any particular bid, or we are
unable to replace lost business as a result of a cancellation, expiration or completion of a contract, our revenues or
cash flows could be reduced.

The U.S. government continues to focus on developing and implementing spending, tax, and other initiatives to
stimulate the economy, create jobs, and reduce the deficit. One of these initiatives, the Budget Control Act of 2011
(“BCA”), imposed greater constraints around government spending. In an attempt to balance decisions regarding
defense, homeland security, and other federal spending priorities, the BCA immediately imposed spending caps that
contain significant reductions to the Department of Defense (“DOD”) base budgets over a ten-year period ending in
2021. The BCA also provided for an automatic sequestration process, that impose additional cuts to the annual
proposed DOD budgets continuing through 2021.

Although we cannot predict whether the automatic sequestration process will continue to proceed as set forth in the
BCA or will be further modified by new or additional legislation, we believe our portfolio of programs and product
offerings are well positioned and will not be materially impacted by such proposed DOD budget cuts. However, one
or more of our programs could be reduced, extended, or terminated as a result of the U.S. Government’s continuing
assessment of priorities, which could significantly impact our operations.

Fluctuating supply and costs of raw materials and energy resources could materially reduce our revenues, cash
flow from operations and profitability.

Our business is dependent on the availability and costs of energy resources and raw materials, particularly steel,
generally in the form of stainless and chrome steel, which are commodity steel products. The availability and prices of
raw materials and energy sources may be subject to curtailment or change due to, among other things, new laws or
regulations, suppliers’ allocations to other purchasers, interruptions in production by suppliers, changes in exchange
rates and worldwide price levels. The United States has imposed tariffs on steel and aluminum imports which may
increase the cost of raw materials and decrease the available supply. Although we currently maintain alternative
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sources for raw materials, our business is subject to the risk of price fluctuations and periodic delays in the delivery of
certain raw materials. Disruptions in the supply of raw materials and energy resources could temporarily impair our
ability to manufacture our products for our customers or require us to pay higher prices in order to obtain these raw
materials or energy resources from other sources, which could thereby affect our net sales and profitability.

We seek to pass through a significant portion of our additional costs to our customers through steel surcharges or price
increases. However, even if we are able to pass these steel surcharges or price increases to our customers, there may
be a time lag of up to 3 months or more between the time a cost increase goes into effect and our ability to implement
surcharges or price increases, particularly for orders already in our backlog. Competitive pressures and the terms of
certain of our long-term contracts may require us to absorb at least part of these cost increases, particularly during
periods of high inflation. As a result, our gross margin percentage may decline, and we may not be able to implement
other price increases for our products. We cannot provide assurances that we will be able to continue to pass these
additional costs on to our customers at all or on a timely basis or that our customers will not seek alternative sources
of supply if there are significant or prolonged increases in the price of steel or other raw materials or energy resources.
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The Dodd-Frank Wall Street Reform and Consumer Protection Act contains provisions to improve transparency and
accountability concerning the supply of certain minerals, known as conflict minerals, originating from the Democratic
Republic of Congo (“DRC”) and adjoining countries. As a result, in August 2012 the SEC adopted annual disclosure
and reporting requirements for those companies who use materials containing conflict minerals in their products
mined from the DRC and adjoining countries. These new requirements necessitated due diligence efforts in calendar
2013, with initial disclosure requirements beginning in May 2014. There will be costs associated with complying with
these disclosure requirements, including for diligence to determine the sources of materials containing conflict
minerals used in our products and other potential changes to products, processes or sources of supply as a
consequence of these verification activities. The implementation of these rules could adversely affect the sourcing,
supply and pricing of materials used in certain of our products. As there may be only a limited number of suppliers
offering “conflict free” materials, we cannot ensure that we will be able to obtain necessary materials containing conflict
free minerals from such suppliers in sufficient quantities or at competitive prices. Also, we may face negative
reactions from customers if we determine that certain of our products contain minerals not determined to be conflict
free or if we are unable to sufficiently verify the origins for all materials containing conflict minerals used in our
products through the procedures we implement.

Our products are subject to certain approvals, and the loss of such approvals could materially reduce our
revenues and profitability.

Essential to servicing the aerospace market is the ability to obtain product approvals. We have a substantial number of
product approvals, which enable us to provide products used in virtually all domestic aircraft platforms presently in
production or operation. Product approvals are typically issued by the FAA to designated OEMs who are Production
Approval Holders of FAA approved aircraft. These Production Approval Holders provide quality control oversight
and generally limit the number of suppliers directly servicing the commercial aerospace aftermarket. Regulations
enacted by the FAA provide for an independent process (the PMA process), which enables suppliers who currently
sell their products to the Production Approval Holders, to sell products to the aftermarket. Our foreign sales may be
subject to similar approvals or U.S. export control restrictions. We cannot assure you that we will not lose approvals
for our products in the future. The loss or suspension of product approvals could result in lost sales and materially
reduce our revenues and profitability. The repair and overhaul of aircraft parts and accessories throughout the world is
highly regulated by government agencies, including the FAA. Our repair and overhaul operations are subject to
certification pursuant to regulations established by the FAA and other country government agencies which regulations
vary from country to country, although compliance with FAA requirements generally satisfies regulatory requirements
in other countries. New and more stringent government regulations, if adopted and enacted, could have an adverse
effect on our business, financial condition and results of operations.

The retirement of commercial aircraft could reduce our revenues.

Our repair and overhaul operations repair, overhaul and sell jet engine and aircraft components. If aircraft or engines
for which we offer replacement parts or supply repair and overhaul services are retired and there are fewer aircraft that
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require these parts or services, our revenues may decline.

Work stoppages and other labor problems could materially reduce our ability to operate our business.

As of March 31, 2018, approximately 8.5% of our hourly employees were represented by labor unions in the U.S.
While we believe our relations with our employees are satisfactory, the inability to satisfactorily negotiate and enter
into new collective bargaining agreements upon expiration, or a lengthy strike or other work stoppage at any of our
facilities, particularly at some of our larger facilities, could materially reduce our ability to operate our business. In
addition, any attempt by our employees not currently represented by a union to join a union could result in additional
expenses, including with respect to wages, benefits and pension obligations. We currently have three collective
bargaining agreements covering employees within our Plymouth, Indiana, Fairfield, Connecticut and West Trenton,
New Jersey locations.

In addition, work stoppages at one or more of our customers or suppliers, including suppliers of transportation
services, many of which have large unionized workforces, for labor or other reasons could also cause disruptions to
our business that we cannot control, and these disruptions may materially reduce our revenues and profitability.
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Unexpected equipment failures, catastrophic events or capacity constraints may increase our costs and reduce
our sales due to production curtailments or shutdowns.

Our manufacturing processes are dependent upon critical pieces of turning, milling, grinding, and electrical
equipment, and this equipment may, on occasion, be out of service as a result of unanticipated failures. In addition to
equipment failures, our facilities are also subject to the risk of catastrophic loss due to unanticipated events such as
fires, explosions, earthquakes or violent weather conditions. In the future, we may experience material plant
shutdowns or periods of reduced production as a result of these types of equipment failures or catastrophes.
Interruptions in production capabilities will inevitably increase our production costs and reduce sales and earnings for
the affected period.

Certain of our facilities are operating at a full first shift with second and third shifts at some locations, and additional
demand may require additional shifts and/or capital investments at these facilities. We cannot assure you that we will
be able to add additional shifts as needed in a timely way and production constraints may result in lost sales. In certain
markets we refrain from making additional capital investments to expand capacity where we believe market expansion
in a particular end market is not sustainable or otherwise does not justify the expansion or capital investment. Our
assumptions and forecasts regarding market conditions in these end markets may be erroneous and may result in lost
earnings, potential sales going to competitors and inhibit our growth.

We may not be able to continue to make the acquisitions necessary for us to realize our growth strategy.

The acquisition of businesses that complement or expand our operations has been and continues to be an important
element of our business strategy. We frequently engage in evaluations of potential acquisitions and negotiations for
possible acquisitions, some of which, if consummated, could be significant to us. We cannot assure you that we will
be successful in identifying attractive acquisition candidates or completing acquisitions on favorable terms in the
future. Our inability to acquire businesses, or to operate them profitably once acquired, could have a material adverse
effect on our business, financial position, cash flow and growth.

Our ability to realize anticipated benefits and synergies from the acquisitions may be affected by a number of factors,
including: the use of more cash or other financial resources, and additional management time, attention and
distraction, on integration and implementation activities than we expect, including restructuring and other exit costs;
increases in other expenses related to an acquisition, which may offset any potential cost savings and other synergies
from the acquisition; our ability to avoid labor disruptions or disputes in connection with any integration; the timing
and impact of purchase accounting adjustments; difficulties in employee or management integration; and
unanticipated liabilities associated with acquired businesses.
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Any potential cost-saving opportunities may take at least several quarters following an acquisition to implement, and
any results of these actions may not be realized for at least several quarters following implementation.

Businesses that we have acquired or that we may acquire in the future may have liabilities which are not
known to us.

In certain cases, we have assumed liabilities of other acquired businesses and may assume liabilities of businesses that
we acquire in the future. There may be liabilities or risks that we fail, or are unable, to discover, or that we
underestimate, in the course of performing our due diligence investigations of acquired businesses. Additionally,
businesses that we have acquired or may acquire in the future may have made previous acquisitions, and we could be
subject to certain liabilities and risks relating to these prior acquisitions as well. We cannot assure you that our rights
to indemnification contained in definitive acquisition agreements that we have entered or may enter into will be
sufficient in amount, scope or duration to fully offset the risk of unforeseen business uncertainties or related possible
liabilities. Any such liabilities, individually or in the aggregate, could have a material adverse effect on our business,
financial condition or results of operations. As we begin to operate acquired businesses, we may learn additional
information about them that adversely affects us, such as unknown or contingent liabilities, issues relating to
compliance with applicable laws or issues related to ongoing supply chain or customer relationships or order demand.

Goodwill and indefinite-lived intangibles comprise a significant portion of our total assets, and if we determine
that goodwill and indefinite-lived intangibles have become impaired in the future, our results of operations and
financial condition in such years may be materially and adversely affected.

Goodwill represents the excess of cost over the fair market value of net assets acquired in business combinations.
Indefinite-lived intangibles represent long-standing brands acquired in business combinations and assumed to have
indefinite lives. We review goodwill and indefinite-lived intangibles at least annually for impairment and any excess
in carrying value over the estimated fair value is charged to the results of operations. Our estimates of fair value are
based on assumptions about the future operating cash flows, growth rates, discount rates applied to these cash flows
and current market estimates of value. A reduction in net income resulting from the write down or impairment of
goodwill or indefinite-lived intangibles would affect financial results and could have a material and adverse impact
upon the market price of our common stock. If we are required to record a significant charge to earnings in our
consolidated financial statements because an impairment of goodwill or indefinite-lived intangibles is determined, our
results of operations and financial condition could be materially and adversely affected.
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We depend heavily on our senior management and other key personnel, the loss of whom could materially
affect our financial performance and prospects.

Our business is managed by a number of key executive officers, including Dr. Michael J. Hartnett. Our future success
will depend on, among other things, our ability to keep the services of these executives and to hire other highly
qualified employees at all levels.

We compete with other potential employers for employees, and we may not be successful in hiring and retaining
executives and other skilled employees that we need. Our ability to successfully execute our business strategy, market
and develop our products and serve our customers could be adversely affected by a shortage of available skilled
employees or executives.

Our international operations are subject to risks inherent in such activities.

We have established operations in certain countries outside the U.S., including Mexico, France, Switzerland, Poland,
China and Germany. Of our 45 facilities, 11 are located outside the U.S., including 9 manufacturing facilities.

In fiscal 2018, 12% of our net sales were generated by our international operations. We expect that this proportion is
likely to increase as we seek to increase our penetration of foreign markets, including through acquisitions,
particularly within the aerospace and defense markets. Our foreign operations are subject to the risks inherent in such
activities such as: currency devaluations, logistical and communication challenges, costs of complying with a variety
of foreign laws and regulations, greater difficulties in protecting and maintaining our rights to intellectual property,
difficulty in staffing and managing geographically diverse operations, acts of terrorism or war or other acts that may
cause social disruption which are difficult to quantify or predict and general economic conditions in these foreign
markets. Our international operations may be negatively impacted by changes in government policies, such as changes
in laws and regulations (or the interpretation thereof), restrictions on imports and exports, sources of supply, duties or
tariffs, the introduction of measures to control inflation and changes in the rate or method of taxation. To date we have
not experienced significant difficulties with the foregoing risks associated with our international operations.

We are subject to changes in legislative, regulatory and legal developments involving income and other taxes.

We are subject to U.S. federal, state, and international income, payroll, property, sales and use, fuel, and other types of
taxes. Changes in tax rates, enactment of new tax laws, revisions of tax regulations, and claims or litigation with
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taxing authorities could result in substantially higher taxes and, therefore, could have a significant adverse effect on
our results or operations, financial conditions and liquidity. U.S. income tax and foreign withholding taxes have not
been provided on undistributed earnings for certain non-U.S. subsidiaries, because such earnings are intended to be
indefinitely reinvested in the operations of those subsidiaries. Future legislation may substantially reduce (or have the
effect of substantially reducing) our ability to defer U.S. taxes on profit permanently reinvested outside the United
States. Additionally, they could have a negative impact on our ability to compete in the global marketplace.

On December 22, 2017, the U.S. government enacted comprehensive tax legislation commonly referred to as the Tax
Cuts and Jobs Act (“TCJA” or “the Act”). The Act includes a number of changes in existing tax laws impacting businesses
including, among other things, a permanent reduction in the U.S. corporate income tax rate from a top marginal rate of
35.0% to a flat rate 21.0%, limitation of the tax deduction for interest expense (except for certain small businesses),
elimination of U.S. tax on foreign earnings (subject to certain exceptions) and a one-time taxation of foreign earnings
at reduced rates, regardless of whether or not they are repatriated. Notwithstanding the reduction in the U.S. corporate
tax rate, the overall impact of the new federal tax law is uncertain and our business and financial condition could be
adversely affected. It is uncertain if and to what extent various states will conform to the newly enacted federal tax
law. Financial results for fiscal 2018 reflect provisional estimates based on our initial analysis and current
interpretation of the legislation.
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Currency translation risks may have a material impact on our results of operations.

Our Swiss operation utilizes the Swiss Franc as the functional currency, our French and German operations utilize the
Euro as the functional currency, our Polish operation utilizes the Polish Zloty as the functional currency and our
Canadian operation utilizes the Canadian Dollar as the functional currency. Foreign currency transaction gains and
losses are included in earnings. Foreign currency transaction exposure arises primarily from the transfer of foreign
currency from one subsidiary to another within the group and to foreign currency denominated trade receivables.
Unrealized currency translation gains and losses are recognized upon translation of the foreign subsidiaries’ balance
sheets to U.S. dollars. Because our financial statements are denominated in U.S. dollars, changes in currency
exchange rates between the U.S. dollar and other currencies have had, and will continue to have, an impact on our
earnings. We periodically enter into derivative financial instruments such as forward exchange contracts to reduce the
effect of fluctuations in exchange rates on certain third-party sales transactions denominated in non-functional
currencies. Currency fluctuations may affect our financial performance in the future and we cannot predict the impact
of future exchange rate fluctuations on our results of operations. See Part II, Item 7A. “Quantitative and Qualitative
Disclosures about Market Risk—Foreign Currency Exchange Rates.”

We may be required to make significant future contributions to our pension plan.

As of March 31, 2018, we maintained one noncontributory defined benefit pension plan. The plan was overfunded by
$0.3 million as of March 31, 2018 and was underfunded by $1.9 million as of April 1, 2017, which are the amounts by
which the accumulated benefit obligations are less or more than the sum of the fair market value of the plan’s assets.
We are required to make cash contributions to our pension plan to the extent necessary to comply with minimum
funding requirements imposed by employee benefit laws and tax laws. The amount of any such required contributions
is determined based on annual actuarial valuation of the plan as performed by the plan’s actuaries. The amount of
future contributions will depend upon asset returns, then-current discount rates and a number of other factors, and, as a
result, the amount we may elect or be required to contribute to our pension plan in the future may increase
significantly. Additionally, there is a risk that if the Pension Benefit Guaranty Corporation concludes that its risk with
respect to our pension plan may increase unreasonably if the plan continues to operate, if we are unable to satisfy the
minimum funding requirement for the plan or if the plan becomes unable to pay benefits, then the Pension Benefit
Guaranty Corporation could terminate the plan and take control of its assets. In such event, we may be required to
make an immediate payment to the Pension Benefit Guaranty Corporation of all or a substantial portion of the
underfunding as calculated by the Pension Benefit Guaranty Corporation based upon its own assumptions. The
underfunding calculated by the Pension Benefit Guaranty Corporation could be substantially greater than the
underfunding we have calculated because, for example, the Pension Benefit Guaranty Corporation may use a
significantly lower discount rate. If such payment is not made, then the Pension Benefit Guaranty Corporation could
place liens on a material portion of our assets and the assets of any members of our controlled group. Such action
could result in a material increase in our pension related expenses and a corresponding reduction in our cash flow and
net income. For additional information concerning our pension plan and plan liabilities, see Part II, Item 8. “Financial
Statements and Supplementary Data,” Note 11 “Pension Plans.”
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We may incur material losses for product liability and recall related claims.

We are subject to a risk of product and recall related liability in the event that the failure, use or misuse of any of our
products results in personal injury, death, or property damage or our products do not conform to our customers’
specifications. In particular, our products are installed in a number of types of vehicle fleets, including airplanes,
trains, automobiles, heavy trucks and farm equipment, many of which are subject to government ordered as well as
voluntary recalls by the manufacturer. If one of our products is found to be defective, causes a fleet to be disabled or
otherwise results in a product recall, significant claims may be brought against us. We currently maintain product
liability insurance coverage for product liability, although not for recall related claims, we cannot assure you that
product liability or recall related claims, if made, would not exceed our insurance coverage limits or would be covered
by insurance which, in turn, may result in material losses related to these claims, increased future insurance costs and
a corresponding reduction in our cash flow and net income.

Environmental regulations impose substantial costs and limitations on our operations, and environmental
compliance may be more costly than we expect.

We are subject to various federal, state and local environmental laws and regulations, including those governing
discharges of pollutants into the air and water, the storage, handling and disposal of wastes and the health and safety
of employees. These laws and regulations could subject us to material costs and liabilities, including compliance costs,
civil and criminal fines imposed for failure to comply with these laws and regulatory and litigation costs. We also may
be liable under the Federal Comprehensive Environmental Response, Compensation, and Liability Act, or similar state
laws, for the costs of investigation and clean-up of contamination at facilities currently or formerly owned or operated
by us or at other facilities at which we have disposed of hazardous substances. In connection with such contamination,
we may also be liable for natural resource damages, government penalties and claims by third parties for personal
injury and property damage. Compliance with these laws and regulations may prove to be more limiting and costly
than we anticipate. New laws and regulations, stricter enforcement of existing laws and regulations, the discovery of
previously unknown contamination or the imposition of new clean-up requirements could require us to incur costs or
become the basis for new or increased liabilities that could cause a material increase in our environmental related
compliance costs and a corresponding reduction in our cash flow and net income. Investigation and remediation of
contamination at some of our sites is ongoing. Actual costs to clean-up these sites may exceed our current estimates.
Although we have indemnities and other agreements for certain pre-closing environmental liabilities from the prior
owners in connection with our acquisition of several of our facilities, we cannot assure you that the indemnities will
be adequate to cover known or newly discovered pre-closing liabilities.
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Our intellectual property and other proprietary rights are valuable, and any inability to protect them could
adversely affect our business and results of operations; in addition, we may be subject to infringement claims
by third parties.

Our ability to compete effectively is dependent upon our ability to protect and preserve the intellectual property and
other proprietary rights and materials owned, licensed or otherwise used by us. We have numerous U.S. and foreign
patents, trademark registrations and U.S. copyright registrations. We also have U.S. and foreign trademark and patent
applications pending. We cannot assure you that our pending trademark and patent applications will result in
trademark registrations and issued patents, and our failure to secure rights under these applications may limit our
ability to protect the intellectual property rights that these applications were intended to cover. Although we have
attempted to protect our intellectual property and other proprietary rights both in the United States and in foreign
countries through a combination of patent, trademark, copyright and trade secret protection and non-disclosure
agreements, these steps may be insufficient to prevent unauthorized use of our intellectual property and other
proprietary rights, particularly in foreign countries where the protection available for such intellectual property and
other proprietary rights may be limited. We cannot assure you that any of our intellectual property rights will not be
infringed upon or that our trade secrets will not be misappropriated or otherwise become known to or independently
developed by competitors. We may not have adequate remedies available for any such infringement or other
unauthorized use. We cannot assure you that any infringement claims asserted by us will not result in our intellectual
property being challenged or invalidated, that our intellectual property will be held to be of adequate scope to protect
our business or that we will be able to deter current and former employees, contractors or other parties from breaching
confidentiality obligations and misappropriating trade secrets. In addition, we may become subject to claims which
could require us to pay damages or limit our ability to use certain intellectual property and other proprietary rights
found to be in violation of a third party’s rights, and, in the event such litigation is successful, we may be unable to use
such intellectual property and other proprietary rights at all or on reasonable terms. Regardless of its outcome, any
litigation, whether commenced by us or third parties, could be protracted and costly and could result in increased
litigation related expenses, the loss of intellectual property rights or payment of money or other damages, which may
result in lost sales and reduced cash flow and decrease our net income. See Part I, Item 1 “Business—Intellectual
Property.”

Cancellation of orders in our backlog could negatively impact our revenues.

As of March 31, 2018, we had an order backlog of $392.1 million, which we estimate will be fulfilled within the next
12 months. However, orders included in our backlog are subject to cancellation, delay or other modifications by our
customers prior to fulfillment. For these reasons, we cannot assure you that orders included in our backlog will
ultimately result in the actual receipt of revenues from such orders.

If we fail to maintain an effective system of internal controls, we may not be able to accurately report our
financial results or prevent fraud.
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Effective internal controls are necessary for us to provide reliable financial reports and effectively prevent fraud. Any
inability to provide reliable financial reports or prevent fraud could harm our business. To date, we have not detected
any material weakness or significant deficiencies in our internal controls over financial reporting. However, we are
continuing to evaluate and, where appropriate, enhance our policies, procedures and internal controls. If we fail to
maintain the adequacy of our internal controls, as such standards are modified, supplemented or amended from time to
time, we could be subject to regulatory scrutiny, civil or criminal penalties or shareholder litigation. In addition,
failure to maintain adequate internal controls could result in financial statements that do not accurately reflect our
financial condition. Inferior internal controls could also cause investors to lose confidence in our reported financial
information, which could have a negative effect on the trading price of our stock.

14 

Edgar Filing: RBC Bearings INC - Form 10-K

32



Health care reform could adversely affect our operating results.

In 2010, the U.S. government enacted comprehensive health care reform legislation. Due to the breadth and
complexity of this legislation, as well as its phased-in nature of implementation and lack of interpretive guidance, it is
difficult for us to predict the overall effects it will have on our business over the coming years. To date, we have not
experienced significant costs related to the health care reform legislation; however, it is possible that our operating
results could be adversely affected in the future by increased costs, expanded liability exposure and requirements that
change the ways we provide healthcare and other benefits to our employees.

Unforeseen developments in contingencies, such as litigation, could adversely affect our financial condition.

We and certain of our subsidiaries are, and from time to time may become, parties to a number of legal proceedings
incidental to their businesses involving alleged injuries arising out of the use of their products, exposure to hazardous
substances, or patent infringement, employment matters, and commercial disputes. The defense of these lawsuits may
require significant expenses and divert management’s attention, and we may be required to pay damages that could
adversely affect our financial condition. In addition, any insurance or indemnification rights that we may have may be
insufficient or unavailable to protect us against potential loss exposures.

Changes in accounting standards or changes in the interpretations of existing standards could affect our
financial results.

We prepare our financial statements in conformity with accounting principles generally accepted in the U.S. These
accounting principles are subject to interpretation by the Financial Accounting Standards Board (“FASB”) and the
Securities and Exchange Commission (the “SEC”). From time to time, we are required to adopt new or revised
accounting standards and related interpretations issued by the FASB and the SEC. Any change in these accounting
principles or interpretations could have a significant effect on our reported financial results, may retroactively affect
previously reported results, could cause unexpected financial reporting fluctuations, and may require us to make costly
changes to our operational processes and accounting systems. In May 2014, the FASB issued Accounting Standards
Update (“ASU”) 2014-09, Revenue from Contracts with Customers, which supersedes most existing generally accepted
accounting principles (“GAAP”) regarding revenue recognition. We will adopt this ASU on April 1, 2018 using the
modified retrospective approach. As a result of applying this approach, we will be recording a cumulative effect
adjustment to the beginning balance of retained earnings in the first quarter of fiscal 2018. The impact will be
immaterial. Further information regarding our adoption of this new accounting standard is included in Part II, Item 8
“Financial Statements and Supplementary Data”, Note 2 “Summary of Significant Accounting Policies”.
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Risks associated with utilizing information technology systems could adversely affect our operations.

We rely upon our information technology systems to process, transmit and store electronic information to manage and
operate our business. Further, in the ordinary course of business, we store sensitive data, including intellectual
property, our proprietary business information and that of our customers and business partners and personally
identifiable information of our employees, on our networks. The secure maintenance and transmission of this
information is critical to our business operations.

As a U.S. government contractor, we may face certain security threats, including malicious software malware,
phishing and other cybersecurity intrusions to our information technology infrastructure, attempts to gain
unauthorized access to proprietary, classified or confidential information, and threats to the physical security of our
information technology systems. In addition to security threats, we may also be subject to other systems failures,
including network, software or hardware failures. The unavailability of our information or communications systems,
the failure of these systems to perform as anticipated or any significant breach of data security could cause loss of
data, disrupt our operations, require significant management attention and resources, subject us to litigation, penalties,
regulatory actions or contract termination, and negatively impact our reputation among our customers and the public,
which could have a negative impact on our financial and competitive position, results of operations and liquidity.

Although we have implemented certain preventative measures which may help mitigate the damage from such
occurrences, the damage and disruption to our business resulting from any of these events may be significant. We
continue to evaluate the need to upgrade and/or replace our systems and network infrastructure to protect our
computing environment, to improve the effectiveness of our systems and strengthen our cybersecurity requirements,
however, our systems implementations may not result in the protection or improvements at the levels anticipated. As a
U.S. government contractor, we are also subject to regulatory compliance requirements under the DFARS and other
federal regulations that require our IT systems to comply with the security and privacy controls in National Institute of
Standards and Technology Special Publication 800-171 (NIST 800-171).
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Risk Factors Related to our Common Stock

Provisions in our charter documents may prevent or hinder efforts to acquire a controlling interest in us.

Provisions of our certificate of incorporation and bylaws may discourage, delay or prevent a merger, acquisition or
other change in control that stockholders may consider favorable, including transactions which might benefit our
stockholders or in which our stockholders might otherwise receive a premium for their shares. These provisions may
also prevent or frustrate attempts by our stockholders to replace or remove our management.

Our certificate of incorporation authorizes the issuance of preferred stock with such designations, rights and
preferences as may be determined from time to time by our Board of Directors (the “Board”) without stockholder
approval. Holders of the common stock may not have preemptive rights to subscribe for a pro rata portion of any
capital stock which may be issued by us. In the event of issuance, such preferred stock could be utilized, under certain
circumstances, as a method of discouraging, delaying or preventing a change in control of us or could impede our
stockholders’ ability to approve a transaction they consider in their best interests. Although we have no present
intention to issue any new shares of preferred stock, we may do so in the future.

We may not pay cash dividends in the foreseeable future.

Except for a $2.00 per common share special dividend paid on June 13, 2014, we have not paid any cash dividends on
our common stock and may not pay cash dividends in the future. Instead, we plan to apply earnings and excess cash, if
any, to the expansion and development of the business. Thus, the return on your investment, if any, could depend
solely on an increase, if any, in the market value of our common stock.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None

ITEM 2. PROPERTIES
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Our principal executive office is located at One Tribology Center, Oxford, Connecticut 06478. We also use these
facilities for manufacturing and product testing and development.

We own facilities in the following locations:

Tucson, Arizona Delemont, Switzerland
Anjou, Quebec, Canada Clayton, Georgia                                        
Rancho Dominguez, California                    Bremen, Indiana                    
Santa Ana, California Plymouth, Indiana
Fairfield, Connecticut Mielec, Poland                                  
Middlebury, Connecticut Bishopville, South Carolina                                  
Oxford, Connecticut                                    Hartsville, South Carolina
Torrington, Connecticut                                Westminster, South Carolina                               
Ball Ground, Georgia Houston, Texas
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We have leases in effect with respect to the following facilities:

Location of Leased Facility Lease Expiration Date Location of Leased Facility Lease Expiration Date
Baldwin Park, California May 31, 2023 Franklin, Indiana May 31, 2019
Garden Grove, California May 31, 2022 Reynosa, Mexico March 31, 2023
Fountain Valley, California November 30, 2019 Tecate, Mexico January 31, 2019
Torrance, California December 31, 2020 West Trenton, New Jersey February 28, 2018
San Diego, California October 1, 2018 Mentor, Ohio January 31, 2023
Santa Fe Springs, California November 30, 2018 Oklahoma City, Oklahoma September 30, 2021
Shanghai, China August 31, 2020 Bishopville, South Carolina January 31, 2020
Miami, Florida February 16, 2019 Grand Prairie, Texas February 28, 2021
Les Ulis, France July 1, 2020 Langenselbold, Germany March 31, 2019
Hoffman Estates, Illinois November 30, 2018 Lynnwood, Washington December 31, 2021
Norton Shores, Michigan April 24, 2019

In addition to the facilities above, we have several small field offices located in various locations to support field sales
operations.

We believe that our existing property, facilities and equipment are generally in good condition, are well maintained
and adequate to carry on our current operations. We also believe that our existing manufacturing facilities have
sufficient capacity to meet increased customer demand. Substantially all of our owned domestic properties and most
of our other assets are subject to a lien securing our obligations under our Wells Fargo Credit Agreement.

ITEM 3. LEGAL PROCEEDINGS

From time to time, we are involved in litigation and administrative proceedings which arise in the ordinary course of
our business. We do not believe that any litigation or proceeding in which we are currently involved, including those
discussed below, either individually or in the aggregate, is likely to have a material adverse effect on our business,
financial condition, operating results, cash flow or prospects.

ITEM 4. MINE SAFETY DISCLOSURES

Not applicable.
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ITEM 4A. EXECUTIVE OFFICERS OF THE REGISTRANT

The executive officers are elected by the Board normally for a term of one year and/on until the election of their
successors. All executive officers have been employed by the Company at their current positions during the past
five-year period except as noted below. Our executive officers of the company as of May 18, 2018 are as follows:

Name Age Current Position and Previous Positions During Last Five Years
Michael J.
Hartnett 72 1992Chairman, President and Chief Executive Officer

Daniel A.
Bergeron 58 2003Director, Vice President,  Chief Operating Officer, Chief Financial Officer and Assistant

Secretary

Patrick S.
Bannon 53 2017

Elected Vice President and General Manager in November 2017.  Prior thereto served as the
Company’s General Manager of its Aircraft Products, Mexico and AeroStructures operations
and has been with the Company in various positions for 26 years.

Richard J.
Edwards 62 1996Vice President and General Manager

Thomas J.
Williams 66 2006Corporate General Counsel and Secretary

Ernest D.
Hawkins 52 2017

Elected Vice President Finance and Chief Accounting Officer in June 2017.  Prior thereto
served as the Corporate Controller of the Company’s Sargent Aerospace & Defense Division.
He joined RBC Bearings in 2015 as part of the Sargent Aerospace & Defense acquisition. He
was employed by Sargent’s previous parent company, Dover Corporation, since 2002.

Robert M.
Sullivan 34

2017
Elected Corporate Controller in February 2017. Prior thereto served as the Company’s Assistant
Corporate Controller from March 2016 to February 2017. Prior thereto, served as Financial
Planning and Analysis Specialist at Sikorsky Aircraft Corporation from October 2013 to March
2016. Prior to joining Sikorsky, spent approximately six years with Ernst & Young LLP as an
Audit Manager.

17 

Edgar Filing: RBC Bearings INC - Form 10-K

38



PART II

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

Price range of our Common Stock

Our common stock is quoted on the Nasdaq National Market under the symbol “ROLL.” As of May 18, 2018, there
were 3 holders of record of our common stock.

The following table shows the high and low sales prices of our common stock as reported by the Nasdaq National
Market during the periods indicated:

Fiscal 2018 Fiscal 2017
High Low High Low

   First Quarter $108.39 $91.00 $79.75 $68.41
Second Quarter 127.67 100.23 87.82 70.57
Third Quarter 139.95 113.40 95.02 67.99
Fourth Quarter 134.82 114.01 99.92 87.61

The last reported sale price of our common stock on the Nasdaq National Market on May 18, 2018 was $123.26 per
share.

Dividend Policy

On May 16, 2014, our Board declared a special cash dividend to shareholders of $2.00 per common share or a total of
approximately $46.0 million. The special dividend was payable on June 13, 2014, to shareholders of record on May
30, 2014. The ex-dividend date was May 28, 2014. The Board opted for a special dividend payment, rather than a
regular reoccurring dividend, to allow greater flexibility given our pipeline of attractive growth opportunities. The
Board will, however, consider the use of additional special cash dividends in the future as circumstances warrant.
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Issuer Purchases of Equity Securities

On February 7, 2013, our Board authorized us to repurchase up to $50.0 million of our common stock, from time to
time on the open market, in block trade transactions and through privately negotiated transactions in compliance with
Securities and Exchange Commission Rule 10b-18 depending on market conditions, alternative uses of capital and
other relevant factors. Purchases may be commenced, suspended, or discontinued at any time without prior notice.
This repurchase authorization terminates and replaces the existing $10.0 million stock repurchase program announced
by us on June 15, 2007.

Total share repurchases for the three months ended March 31, 2018, all of which were made under this program, are
as follows:

Period

Total
number

of shares

purchased

Average

price
paid

per
share

Number of

shares

purchased

as part of
the

publicly

announced

program

Approximate

dollar value

of shares still

available to
be

purchased
under the
program

(000’s)

12/31/2017 – 01/27/2018 190 $ 125.62 190 $ 20,878
01/28/2018 – 02/24/2018 37 126.00 37 20,873
02/25/2018 – 03/31/2018 259 118.39 259 20,842
Total 486 $ 121.89 486
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During the fourth quarter of fiscal 2018, we did not issue any common stock that was not registered under the
Securities Act.

Equity Compensation Plans

Information regarding equity compensation plans required to be disclosed pursuant to this Item is included in Part II,
Item 8. “Financial Statements and Supplementary Data,” Note 14 “Stockholders’ Equity-Stock Option Plans” of this
Annual Report on Form 10-K.

Performance Graph

The following graph shows the total return to our stockholders compared to the Russell 2000 Small Cap Index and the
Nasdaq Composite Index over the period from March 30, 2013 to March 31, 2018. Because of the diversity of our
markets and products, we do not believe that a combination of peer issuers can be selected on an industry or
line-of-business basis to provide a meaningful basis for comparing shareholder return. Accordingly, the Russell 2000
Small Cap Index is comprised of issuers with generally similar market capitalizations to that of the Company, and as
permitted by regulation, is included in the graph. Each line on the graph assumes that $100 was invested in our
common stock on March 30, 2013 or in the respective indices at the closing price on March 30, 2013. The graph then
presents the value of these investments, assuming reinvestment of dividends, through the close of trading on March
31, 2018.

March
30,

2013

March
29,

2014

March
28,

2015

April 2,

2016

April 1,

2017

March
31,

2018
RBC Bearings Incorporated $100.00 $124.55 $154.51 $150.57 $198.49 $253.91
Nasdaq Composite Index 100.00 128.83 153.42 156.04 189.99 229.43
Russell 2000 Small Cap Index 100.00 122.64 133.80 122.36 153.94 172.09

*The cumulative total return shown on the stock performance graph indicates historical results only and is not
necessarily indicative of future results.
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ITEM 6. SELECTED FINANCIAL DATA

The following table sets forth our selected consolidated historical financial and other data as of the dates and for the
periods indicated. The selected financial data as of and for the years ended March 31, 2018, April 1, 2017, April 2,
2016, March 28, 2015 and March 29, 2014 have been derived from our historical consolidated financial statements
audited by Ernst & Young LLP, independent registered public accounting firm. Historical results are not necessarily
indicative of the results expected in the future. You should read the data presented below together with, and qualified
by reference to, Part II, Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” and our consolidated financial statements included in Part II, Item 8. “Financial Statements and
Supplementary Data” of this Annual Report on Form 10-K.

Fiscal Year Ended
March 31,

2018

April 1,

2017

April 2,

2016

March 28,

2015

March 29,

2014
(in thousands, except share and per share amounts)

Statement of Operations Data:
Net sales(1) $674,949 $615,388 $597,472 $445,278 $418,886
Cost of sales 416,838 385,792 378,694 275,138 254,089
Gross margin 258,111 229,596 218,778 170,140 164,797
Selling, general and administrative 113,124 102,922 98,721 75,908 71,969
Other, net 16,846 12,981 16,216 5,802 4,178
Operating income 128,141 113,693 103,841 88,430 88,650
Interest expense, net 7,507 8,706 8,722 1,055 1,019
Other non-operating expense (income) 783 103 334 2,820 (122 )
Income before income taxes 119,851 104,884 94,785 84,555 87,753
Provision for income taxes 32,710 34,261 30,891 26,307 27,545
Net income $87,141 $70,623 $63,894 $58,248 $60,208
Net income per common share:
Basic $3.64 $3.00 $2.75 $2.52 $2.63
Diluted $3.58 $2.97 $2.72 $2.49 $2.59
Weighted average common shares:
Basic 23,948,565 23,521,615 23,208,686 23,073,940 22,874,842
Diluted 24,363,789 23,784,636 23,508,418 23,385,061 23,244,241
Dividends per share — — — $2.00 —
Other Financial Data:
Capital expenditures $27,976 $20,894 $20,864 $20,897 $28,920

As of

March 31, April 1, April 2, March
28,

March
29,

2018 2017 2016 2015 2014
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(in thousands)
Balance Sheet Data:
Cash and cash equivalents $54,163 $38,923 $39,208 $125,455 $121,207
Working capital 378,447 354,822 340,640 383,366 374,725
Total assets 1,142,751 1,108,847 1,098,510 632,073 620,993
Total debt 173,355 269,800 363,696 9,198 10,447
Total stockholders’ equity 834,552 717,044 620,947 549,433 538,452

(1)Net sales were $674.9 million in fiscal 2018 compared to $615.4 million in fiscal 2017, an increase of $59.5
million. The growth is driven primarily by increased demand in our industrial and aerospace markets.

Net sales were $615.4 million in fiscal 2017 compared to $597.5 million in fiscal 2016, an increase of $17.9 million.
Net sales in fiscal 2016 included three less weeks from Sargent Aerospace and Defense (“Sargent”) which was acquired
in April 2015.

Net sales were $597.5 million in fiscal 2016 compared to $445.3 million in fiscal 2015, an increase of $152.2 million.
Net sales in fiscal 2016 included net sales of $172.6 million for Sargent Aerospace and Defense (“Sargent”) which was
acquired in April 2015.
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Net sales were $445.3 million in fiscal 2015 compared to $418.9 million in fiscal 2014, an increase of $26.4 million.
Net sales in fiscal 2015 included net sales of $19.5 million for Climax Metal Products (“CMP”) and Turbine
Components Inc. (“TCI”), which were acquired in August 2013 and October 2013, respectively

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

The financial and business analysis below provides information which we believe is relevant to an assessment and
understanding of our consolidated financial position, results of operations and cash flows. This financial and business
analysis should be read in conjunction with the consolidated financial statements and related notes. All references to
“Notes” in this Item 7 refer to the “Notes to Consolidated Financial Statements” included in Item 8 of the Annual Report
on Form 10-K.

The following discussion and certain other sections of this Annual Report on Form 10-K contain statements reflecting
our views about our future performance that constitute “forward-looking statements” within the meaning of the safe
harbor provisions of the U.S. Private Securities Litigation Reform Act of 1995. These forward-looking statements are
based on current expectations, estimates, forecasts and projections about the industry and markets in which we operate
and our beliefs and assumptions. Any statements contained herein (including without limitation statements to the
effect that we or our management “believes,” “expects,” “anticipates,” “plans” and similar expressions) that are not statements
of historical fact should be considered forward-looking statements. These statements are not guarantees of future
performance and involve certain risks, uncertainties and assumptions that are difficult to predict. There are a number
of important factors that could cause actual results to differ materially from those indicated by such forward-looking
statements. These factors include, without limitation, those set forth, or incorporated by reference, above under the
heading “Cautionary Statement as to Forward-Looking Information.” We do not intend to update publicly any
forward-looking statements whether as a result of new information, future events or otherwise.

Overview

We are a well-known international manufacturer of highly engineered precision bearings and components. Our
precision solutions are integral to the manufacture and operation of most machines and mechanical systems, reduce
wear to moving parts, facilitate proper power transmission and reduce damage and energy loss caused by friction.
While we manufacture products in all major bearing categories, we focus primarily on the higher end of the bearing
market where we believe our value added manufacturing and engineering capabilities enable us to differentiate
ourselves from our competitors and enhance profitability. We believe our unique expertise has enabled us to garner
leading positions in many of the product markets in which we primarily compete. With 43 facilities, of which 36 are
manufacturing facilities in six countries, we have been able to significantly broaden our end markets, products,
customer base and geographic reach. We have a fiscal year consisting of 52 or 53 weeks, ending on the Saturday

Edgar Filing: RBC Bearings INC - Form 10-K

45



closest to March 31. Based on this policy fiscal year 2018 and fiscal year 2017 had 52 weeks; fiscal 2016 contained 53
weeks. We currently operate under four reportable business segments: Plain Bearings; Roller Bearings; Ball Bearings;
and Engineered Products. The following further describes these reportable segments:

Plain Bearings. Plain bearings are produced with either self-lubricating or metal-to-metal designs and consists of
several sub-classes, including rod end bearings, spherical plain bearings and journal bearings. Unlike ball bearings,
which are used in high-speed rotational applications, plain bearings are primarily used to rectify inevitable
misalignments in various mechanical components.

Roller Bearings. Roller bearings are anti-friction bearings that use rollers instead of balls. We manufacture four basic
types of roller bearings: heavy duty needle roller bearings with inner rings, tapered roller bearings, track rollers and
aircraft roller bearings.

Ball Bearings. We manufacture four basic types of ball bearings: high precision aerospace, airframe control, thin
section and commercial ball bearings which are used in high-speed rotational applications.

Engineered Products. Engineered Products consists of highly engineered hydraulics, fasteners, collets and precision
components used in aerospace, marine and industrial applications.

Purchasers of bearings and engineered products include industrial equipment and machinery manufacturers, producers
of commercial and military aerospace equipment such as missiles and radar systems, agricultural machinery
manufacturers, construction, energy, mining and specialized equipment manufacturers, marine products, automotive
and commercial truck manufacturers. The markets for our products are cyclical, and we have endeavored to mitigate
this cyclicality by entering into sole-source relationships and long-term purchase agreements, through diversification
across multiple market segments within the aerospace and industrial segments, by increasing sales to the aftermarket
and by focusing on developing highly customized solutions.
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Currently, our strategy is built around maintaining our role as a leading manufacturer of precision bearings and
components through the following efforts:

●Developing innovative solutions. By leveraging our design and manufacturing expertise and our extensive customer
relationships, we continue to develop new products for markets in which there are substantial growth opportunities.

●Expanding customer base and penetrating end markets. We continually seek opportunities to access new customers,
geographic locations and bearing platforms with existing products or profitable new product opportunities.

●

Increasing aftermarket sales. We believe that increasing our aftermarket sales of replacement parts will further
enhance the continuity and predictability of our revenues and enhance our profitability. Such sales included sales to
third party distributors, sales to OEMs for replacement products and aftermarket services. We will increase the
percentage of our revenues derived from the replacement market by continuing to implement several initiatives.

●
Pursuing selective acquisitions. The acquisition of businesses that complement or expand our operations has been
and continues to be an important element of our business strategy. We believe that there will continue to be
consolidation within the industry that may present us with acquisition opportunities.

We have demonstrated expertise in acquiring and integrating bearing and precision engineered component
manufacturers that have complementary products or distribution channels and provide significant potential for margin
enhancement. We have consistently increased the profitability of acquired businesses through a process of methods
and systems improvement coupled with the introduction of complementary and proprietary new products. Since
October 1992 we have completed 25 acquisitions, which have broadened our end markets, products, customer base
and geographic reach.

The following items highlight the most recent significant events:

●In the second quarter of fiscal 2018, the Company reached a decision to restructure its manufacturing operation in
Montreal, Canada. After completing its obligations, the Company expects to close its RBC Canada location and
consolidate certain residual assets into other locations by the end of this fiscal year. As a result, the Company
recorded an after-tax charge of $5.6 million associated with the restructuring in the second quarter of fiscal 2018
attributable to the Engineered Products segment. The $5.6 million charge includes a $1.3 million impairment of fixed
assets and a $5.2 million impairment of intangible assets offset by a $0.9 million tax benefit. The impairment charges
were recognized within the “Other, net” line item within the consolidated statement of operations. The Company
determined that the market approach was the most appropriate method to estimate the fair value of the fixed assets
using comparable sales data and actual quotes from potential buyers in the market place. The fixed assets are
comprised of land, a building, machinery and equipment. The Company assessed the fair value of the intangible assets
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in accordance with ASC 360-10, which are comprised of customer relationships, product approvals, tradenames and
trademarks. These fair value measurements were classified as Level 3 in the valuation hierarchy. In the third and
fourth quarters of fiscal 2018, the Company incurred restructuring charges of $1.1 million and $0.1 million comprised
primarily of employee termination costs and building maintenance costs. These costs were recorded within the “Other,
net” line item within the consolidated statement of operations and are all attributable to the Engineered Products
segment. The cumulative restructuring charges as of the end of the fourth quarter of fiscal 2018, net of taxes, were
$6.8 million. The total impact of this restructuring is expected to be between $6.8 million and $7.3 million in after-tax
charges, all attributable to the Engineered Products segment, and is expected to conclude in the first quarter of fiscal
2019.

In the third quarter of fiscal 2017, the Company reached a decision to integrate and restructure its industrial
manufacturing operation in South Carolina. The Company exited a few smaller product offerings and consolidated
two manufacturing facilities into one. These restructuring efforts will better align our manufacturing capacity and
market focus. As a result, the Company recorded a charge of $7.1 million associated with the restructuring in the third
quarter of fiscal 2017 attributable to the Roller Bearings segment. The $7.1 million charge includes $3.2 million of
inventory rationalization costs, $0.3 million in impairment of intangibles, $2.4 million loss on fixed assets disposals,
and $1.2 million exit obligation associated with a building operating lease, of which, $0.8 million remains. The
reduction of the exit obligation since the third quarter of fiscal 2017 was primarily related to lease payments made.
The inventory rationalization costs were recorded in Cost of Sales in the income statement. All other costs were
recorded under operating expenses in the “Other, net” category of the income statement. The pre-tax charge of $7.1
million was offset with a tax benefit of approximately $2.2 million. The Company determined that the market
approach was the most appropriate method to estimate the fair value for the inventory, intangible assets, equipment
and building operating lease using comparable sales data and actual quotes from potential buyers in the market place.
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●

In the first quarter of fiscal 2016, subsequent to the close of the fiscal 2015 year, we acquired Sargent for $500.0
million financed through a combination of cash on hand and senior debt. Headquartered in Tucson, Arizona, Sargent
is a leader in precision-engineered products, solutions and repairs for aircraft airframes and engines, rotorcraft,
submarines and land vehicles. Sargent manufactures, sells, and services hydraulic valves and actuators, specialty
bearings, specialty fasteners, seal rings & alignment joints, and precision components under leading brands including
Kahr Bearing, Airtomic, Sonic Industries, Sargent Controls and Sargent Aerospace & Defense. Annual sales are
approximately $195.0 million and the company has over 750 employees in six facilities in three countries.

Outlook

We ended fiscal 2018 with a backlog of $392.1 million compared to $354.1 million for the same period last fiscal
year. Our net sales increased 9.7% year over year due to a 3.7% growth in the aerospace markets and 21.1% in the
industrial markets. Excluding RBC Canada, net sales grew 10.0% organically year over year. We expect to see
continued growth in the industrial markets resulting from the overall economic improvement of the semi-conductor,
energy, mining and general industrial markets. We also anticipate continued growth in aerospace tied to the aircraft
build rates, new aircraft introductions and positive movement in defense spending under the new administration.

Management believes that operating cash flows and available credit under the credit facilities will provide adequate
resources to fund internal and external growth initiatives for the foreseeable future. As of March 31, 2018, we had
cash and cash equivalents of $54.2 million of which approximately $45.7 million was cash held by our foreign
operations. We expect that our undistributed foreign earnings will be re-invested indefinitely for working capital,
internal growth and acquisitions for and by our foreign entities.

Sources of Revenue

Revenue is generated primarily from sales of products to the industrial market and the aerospace markets. Sales are
often made pursuant to sole-source relationships, long-term agreements and purchase orders with our customers. We
recognize revenues principally from the sale of products at the point of passage of title, which is at the time of
shipment, except for certain customers for which it occurs when the products reach their destination.

We also recognize revenue on a Ship-In-Place basis for three customers who have required that we hold the product
after final production is complete.  In this case, a written agreement has been executed (at the customer’s request)
whereby the customer accepts the risk of loss for product that is invoiced under the Ship-In-Place arrangement.  For
each transaction for which revenue is recognized under a Ship-In-Place arrangement, all final manufacturing
inspections have been completed and customer acceptance has been obtained. In fiscal 2018, 2.9% of our total net
sales were recognized under Ship-In-Place transactions compared to 2.6% in fiscal 2017.
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Sales to the industrial market accounted for 38% and 34% of our net sales for the fiscal years 2018 and 2017,
respectively. Sales to the aerospace and defense markets accounted for 62% and 66% of our net sales for the same
periods.

Aftermarket sales of replacement parts for existing equipment platforms and aftermarket services represented
approximately 37% of our net sales for fiscal 2018. We continue to develop our OEM relationships which have
established us as a leading supplier on many important industrial, aerospace and defense platforms. Over the past
several years, we have experienced increased demand from the replacement parts market, particularly within the
diversified industrial sectors; one of our business strategies has been to increase the proportion of sales derived from
this sector and from aerospace and defense. We believe these activities increase the stability of our revenue base,
strengthen our brand identity and provide multiple paths for revenue growth.

Approximately 12% of our net sales were generated by our international facilities for fiscal 2018 and 2017,
respectively. We expect that this proportion will increase as we seek to increase our penetration of foreign markets.
Our top ten customers generated 36% and 37% of our net sales in fiscal 2018 and fiscal 2017, respectively. Out of the
36% of net sales generated by our top ten customers during the fiscal year ended March 31, 2018, 21% of net sales
were generated by our top four customers compared to 22% for the comparable period last fiscal year.
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Cost of Revenues

Cost of sales includes employee compensation and benefits, raw materials, outside processing, depreciation of
manufacturing machinery and equipment, supplies and manufacturing overhead.

Approximately 10% to 17% of our costs, depending on product mix, are attributable to raw materials and purchased
components, a majority of which are related to steel and related products. During fiscal 2018, steel prices remained
flat with slight variances up and down throughout the fiscal year. When we do experience raw material inflation, we
offset these cost increases by changing our buying patterns, expanding our vendor network and passing through price
increases when possible. The overall impact on raw material costs for this fiscal year was not material as a percent
change on a year over year basis.

We monitor gross margin performance through a process of monthly operation reviews with all our divisions. We
develop new products to target certain markets allied to our strategies by first understanding volume levels and
product pricing and then constructing manufacturing strategies to achieve defined margin objectives. We only pursue
product lines where we believe that the developed manufacturing process will yield the targeted margins.
Management monitors gross margins of all product lines on a monthly basis to determine which manufacturing
processes or prices should be adjusted.

Fiscal 2018 Compared to Fiscal 2017

Results of Operations

FY18 FY17 $
Change

%
Change

Net sales $674.9 $615.4 $ 59.5 9.7 %
Net income $87.1 $70.6 $ 16.5 23.4 %
Net income per common share: Diluted $3.58 $2.97
Weighted average common shares: Diluted 24,363,789 23,784,636

Net sales increased $59.5 million, or 9.7%, for fiscal 2018 over fiscal 2017. This was mainly the result of a 21.1%
increase in net sales to the industrial markets of $44.6 million combined with a 3.7% increase in aerospace net sales of
$14.9 million. Organic sales increased 10.0% year over year, with an increase of 21.1% in the industrial markets and
4.1% in the aerospace markets. The increase in industrial sales was mostly attributable to an increase in marine,

Edgar Filing: RBC Bearings INC - Form 10-K

51



mining, semicon, energy, and general industrial activity. The increase in aerospace was primarily driven by aerospace
OEM, both defense and commercial.

Net income increased by $16.5 million to $87.1 million for fiscal 2018 compared to fiscal 2017. The net income of
$87.1 million in fiscal 2018 was affected by restructuring and integration costs of $7.0 million, a $4.9 million tax
benefit related to the adoption of ASU 2016-09, the impact of the new tax legislation signed during the third quarter
and $0.4 million in foreign exchange loss offset by $0.4 million of discrete tax benefits. Net income for fiscal 2017
was affected by $0.3 million in costs associated with the Sargent acquisition and $4.9 million in costs related to
restructuring offset by $0.2 million of discrete tax benefit and $0.2 million of foreign exchange gain.

Gross Margin

FY18 FY17 $
Change

%
Change

Gross Margin $258.1 $229.6 $ 28.5 12.4 %
Gross Margin % 38.2 % 37.3 %

Gross margin increased $28.5 million, or 12.4%, for fiscal 2018 compared to the same period last fiscal year. The
increase in gross margin was mainly driven by higher sales and cost efficiencies achieved during the current period.
Gross margins in fiscal 2018 were impacted by lower production runs and startup costs on new commercial aerospace
programs. Gross margin for fiscal 2017 was affected by $3.2 million of restructuring charges and $0.4 million of
purchase accounting adjustments associated with the Sargent acquisition.
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Selling, General and Administrative

FY18 FY17 $
Change

%
Change

SG&A $113.1 $102.9 $ 10.2 9.9 %
% of net sales 16.8 % 16.7 %

SG&A increased as a percentage of net sales to 16.8% in fiscal 2018 from 16.7% in fiscal 2017. SG&A expenses
increased by $10.2 million to $113.1 million for fiscal 2018 compared to fiscal 2017. This increase is primarily due to
$1.3 million of additional stock compensation expense, $7.2 million of personnel related expenses, and $1.7 million of
other miscellaneous expenses.

Other, Net

FY18 FY17 $
Change

%
Change

Other, net $16.8 $13.0 $ 3.8 29.8 %
% of net sales 2.5 % 2.1 %

Other operating expenses for fiscal 2018 totaled $16.8 million compared to $13.0 million for fiscal 2017. For fiscal
2018, other operating expenses were comprised of $9.3 million in amortization of intangibles, $8.0 million of
restructuring costs offset by $0.5 million of other income. For fiscal 2017, other operating expenses were comprised
of $9.3 million in amortization of intangibles, $4.1 million of restructuring costs, and $0.2 million of miscellaneous
costs offset by other income of $0.6 million.

Interest Expense, Net
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