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OF THE SECURITIES EXCHANGE ACT OF 1934
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OR

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)

OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to
Commission file number 0-362

FRANKLIN ELECTRIC CO., INC.
(Exact name of registrant as specified in its charter)

Indiana
(State or other jurisdiction of incorporation or
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400 East Spring Street
Bluffton, Indiana
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(260) 824-2900
(Registrant's telephone number, including area code)

Not Applicable

35-0827455
(I.R.S. Employer Identification No.)

46714
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(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

YES x

NO o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (Section
232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to

submit and post such files).
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or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company" in Rule 12b-2 of the Exchange Act.

Large Accelerated Filer x ~ Accelerated Filer o Non-Accelerated Filer o Smaller Reporting Company o
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
YES o NO x

Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of the latest practicable
date.

Outstanding at
Class of Common Stock October 31, 2012
$.10 par value 23,509,063 shares
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PART I - FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

FRANKLIN ELECTRIC CO., INC. AND CONSOLIDATED SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(Unaudited)
(In thousands, except per share amounts) Third Quarter Ended Nine Months Ended

ggllﬁzember 2% October 1, 2011 gglftzember 2% October 1, 2011
Net sales $237,557 $224.391 $686,177 $633,841
Cost of sales 154,976 150,674 452,986 422,381
Gross profit 82,581 73,717 233,191 211,460
Selling, general, and administrative expenses 49,001 44,840 141,117 132,915
Restructuring (income)/expense 88 553 74 1,473
Operating income 33,492 28,324 92,000 77,072
Interest expense (2,367 ) (2,917 ) (7,317 ) (7,529 )
Other income/(expense) 430 1,542 14,416 4,110
Foreign exchange income/(expense) (896 ) (554 ) (1,551 ) (1,911 )
Income before income taxes 30,659 26,395 97,548 71,742
Income taxes 8,653 7,098 27,139 19,531
Net income $22.,006 $19,297 $70,409 $52.211
Less: Net income attributable to noncontrolling (140 ) (77 ) (690 ) (657 )
interests
Net income attributable to Franklin Electric $21.866 $19.220 $69.719 $51.554
Co., Inc.
Income per share:
Basic $0.93 $0.82 $2.98 $2.20
Diluted $0.91 $0.80 $2.91 $2.16
Dividends per common share $0.15 $0.14 $0.43 $0.40

See Notes to Condensed Consolidated Financial Statements.
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FRANKLIN ELECTRIC CO., INC. AND CONSOLIDATED SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Unaudited)
(In thousands) Third Quarter Ended
September 29, ber 1,201
2012 ’
Net income $22.006 $19,297
Other comprehensive income/(loss), before tax:
Foreign currency translation adjustments 9,799 (26,841 )
Employee benefit plan activity 671 908
Other comprehensive income/(loss) $10,470 $(25,933 )
Income tax r.elat.ed to items of other (263 (356 )
comprehensive income
Other comprehensive income/(loss), net of tax $10,207 $(26,289 )
Comprehensive income/(loss) $32,213 $(6,992 )
Comprehen§1V§ (income)/loss attributable to 351 977
noncontrolling interest
Comprehensive income/(loss) attributable to $31.862 $(6.015 )

Franklin Electric Co., Inc.

See Notes to Condensed Consolidated Financial Statements.

Nine Months Ended

September 29,

2012 October 1, 2011
$70,409 $52,211

284 (12,656 )
1,845 2,725

$2,129 $(9,931 )
(723 (1,068 )
$1,406 $(10,999 )
$71,815 $41,212

(325 (463 )
$71,490 $40,749
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FRANKLIN ELECTRIC CO., INC. AND CONSOLIDATED SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)

(In thousands)

ASSETS

Current assets:

Cash and cash equivalents

Receivables, less allowances of $3,512 and $2,964, respectively
Inventories:

Raw material

Work-in-process

Finished goods

Deferred income taxes
Other current assets
Total current assets

Property, plant and equipment, at cost:
Land and buildings

Machinery and equipment

Furniture and fixtures

Other

Less: Allowance for depreciation

Asset held for sale
Intangible assets
Goodwill

Other assets

Total assets

September 29, December 31,

2012

$95,717
118,795

72,005
19,025
107,243
198,273
13,263
25,046
451,094

87,697
198,026
26,185
20,869
332,777
(178,074
154,703
1,100
150,391
200,560
6,995
$964,843

)

2011

$153,337
78,435

49,615
16,047
76,031
141,693
11,853
15,165
400,483

85,623
186,525
24,332
13,059
309,539
(163,130
146,409
1,300
94,538
168,846
17,954
$829,530

)




Edgar Filing: FRANKLIN ELECTRIC CO INC - Form 10-Q

FRANKLIN ELECTRIC CO., INC. AND CONSOLIDATED SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)

LIABILITIES AND EQUITY
Current liabilities:

Accounts payable

Accrued expenses

Income taxes

Current maturities of long-term debt and short-term borrowings
Total current liabilities
Long-term debt

Deferred income taxes
Employee benefit plans

Other long-term liabilities

Commitments and contingencies (see Note 14)
Redeemable noncontrolling interest

Shareowners' equity:

Common stock (65,000 shares authorized, $.10 par value) outstanding (23,507 and

23,339, respectively)

Additional capital

Retained earnings

Accumulated other comprehensive loss
Total shareowners' equity
Noncontrolling interest

Total equity

Total liabilities and equity

See Notes to Condensed Consolidated Financial Statements.

September 29,

2012

$58,721
62,181
7,129
17,743
145,774
150,801
45,097
62,708
39,989

5,184

2,350

164,261
393,765
(47,493
512,883
2,407
515,290
$964,843

December 31,

2011

$45,481
58,692
5,946
13,978
124,097
150,000
15,348
68,746
15,494

5,407

2,333

144,609
350,457
(49,264
448,135
2,303
450,438
$829,530
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FRANKLIN ELECTRIC CO., INC. AND CONSOLIDATED SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

(In thousands)

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net cash flows from operating activities:

Depreciation and amortization

Share-based compensation

Deferred income taxes

(Gain)/loss on disposals of plant and equipment
Gain on equity investment

Asset impairment

Foreign exchange expense

Excess tax from share-based payment arrangements
Changes in assets and liabilities, net of acquisitions:
Receivables

Inventory

Accounts payable and accrued expenses

Income taxes

Employee benefit plans

Other assets and liabilities

Net cash flows from operating activities

Cash flows from investing activities:

Additions to property, plant, and equipment
Proceeds from sale of property, plant, and equipment
Cash paid for acquisitions, net of cash acquired
Additional consideration for prior acquisition

Loan to customer

Proceeds from loan to customer

Net cash flows from investing activities

Cash flows from financing activities:

Proceeds from issuance of debt

Repayment of debt

Proceeds from issuance of common stock

Excess tax from share-based payment arrangements
Purchases of common stock

Dividends paid

Net cash flows from financing activities

Effect of exchange rate changes on cash

Net change in cash and equivalents

Cash and equivalents at beginning of period

Cash and equivalents at end of period

October 1, 2011

Nine Months Ended
September 29,

2012

$70,409 $52,211
19,478 19,277
4,233 3,256
9,970 1,566
(440 1,481
(12,212 —

583 200
1,551 1,911
(3,762 (930
(26,861 (23,400
(30,550 (5,796
1,794 7,931
4,777 7,436
(4,158 (12,951
(8,742 253
26,070 52,445
(19,310 (13,607
1,216 324
(54,074 (25,143
— (6,623
— (3,171
219 —
(71,949 (48,220
70,124 5,080
(71,903 (4,258
11,796 4,246
3,762 930
(16,484 (10,629
(10,403 (9,294
(13,108 (13,925
1,367 (2,315
(57,620 (12,015
153,337 140,070
$95,717 $128,055

~— N N N
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Cash paid for income taxes
Cash paid for interest, net of capitalized interest of $161 and $0, respectively

Non-cash items:

Pioneer Pump Holdings, Inc. liability for mandatory share purchase
Payable to seller of Impo Motor Pompa Sanayi ve Ticaret A.S.
Payable to seller of Healy Systems, Inc.

Additions to property, plant, and equipment, not yet paid

See Notes to Condensed Consolidated Financial Statements.

$17,809
$8,355

$22,924
$407
$—
$59

$7,450
$7,529

$4,870
$717
$1,339
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FRANKLIN ELECTRIC CO., INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

The accompanying condensed consolidated balance sheet as of December 31, 2011, which has been derived from
audited financial statements, and the unaudited interim condensed consolidated financial statements as of

September 29, 2012, and for the third quarter and nine months ended September 29, 2012 and October 1, 2011, have
been prepared in accordance with generally accepted accounting principles for interim financial information and with
the instructions to Form 10-Q and Article 10 of Regulation S-X. Certain information and note disclosures normally
included in annual financial statements prepared in accordance with generally accepted accounting principles have
been condensed or omitted pursuant to those rules and regulations. In the opinion of management, all accounting
entries and adjustments (including normal, recurring adjustments) considered necessary for a fair presentation of the
financial position and the results of operation for the interim period have been made. Operating results for the third
quarter and nine months ended September 29, 2012, are not necessarily indicative of the results that may be expected
for the fiscal year ending December 29, 2012. For further information, including a description of the Company’s
critical accounting policies, refer to the consolidated financial statements and notes thereto included in Franklin
Electric Co., Inc.'s Annual Report on Form 10-K for the year ended December 31, 2011.

2. ACCOUNTING PRONOUNCEMENTS

In July 2012, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update ("ASU")
2012-2 Testing Indefinite-Lived Intangible Assets for Impairment. The new guidance gives companies the option of
performing a qualitative assessment before calculating the fair value of the asset. If the results of the qualitative
assessment conclude that the fair value of the asset is more likely than not impaired, the quantitative impairment test
would be required. Otherwise, further testing would not be required. ASU 2012-2 is effective for annual and interim
impairment tests performed for fiscal years beginning after September 15, 2012, with early adoption permitted. The
Company did not early adopt ASU 2012-2 in preparing for its annual impairment testing. The Company will continue
to test for impairment utilizing the quantitative method. As ASU 2012-2 was not early adopted, no material impact on
the Company's results of operations, financial position, or cash flows resulted.

In December 2011, the FASB issued ASU 2011-12 Comprehensive Income. The new guidance indefinitely defers
certain provisions of ASU 2011-5 Statement of Comprehensive Income that required companies to present
reclassification adjustments for each component of accumulated other comprehensive income in both net income and
the statement in which other comprehensive income is presented. The deferral does not change the primary provisions
of ASU 2011-5, as described below. The Company adopted ASU 2011-12 on a retrospective basis, effective January
1, 2012. As the ASU addressed only disclosure requirements, adoption of ASU 2011-12 did not have a material
impact on the Company's results of operations, financial position, or cash flows.

In September 2011, the FASB issued ASU 2011-8 Testing Goodwill for Impairment. The new guidance gives
companies the option of performing a qualitative assessment before calculating the fair value of the reporting unit. If
the results of the qualitative assessment conclude that the fair value of the reporting unit is more likely than not less
than the applicable carrying amount, the two-step impairment test would be required. Otherwise, further testing would
not be required. ASU 2011-8 is effective for annual and interim goodwill impairment tests performed for fiscal years
beginning after December 15, 2011, with early adoption permitted. The Company did not adopt ASU 2011-8 in
preparing for its annual impairment testing. The Company will continue to test for impairment utilizing the
quantitative method. As ASU 2011-8 was not adopted, no material impact on the Company's results of operations,
financial position, or cash flows resulted.

In June 2011, the FASB issued ASU 2011-5 Statement of Comprehensive Income. The new guidance requires
companies to present net income and comprehensive income in one continuous statement of comprehensive income or

11
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in two separate but consecutive statements. The Company adopted ASU 2011-5 on a retrospective basis, effective
January 1, 2012, presenting comprehensive income in a separate statement following the statement of income. As the
ASU addressed only disclosure requirements, adoption of ASU 2011-5 did not have a material impact on the
Company's results of operations, financial position, or cash flows.

In May 2011, the FASB issued ASU 2011-4 Fair Value Measurement and Disclosure. The new guidance requires
additional disclosures for Level 3 measurements including quantitative information about the significant unobservable
inputs used in estimating fair value, a discussion of the sensitivity of the measurement to these inputs, and a
description of the Company's valuation process. The Company adopted ASU 2011-4 on a prospective basis, effective
January 1, 2012. As the ASU addressed only disclosure requirements, adoption of ASU 2011-4 did not have a material
impact on the Company's results of operations, financial position, or cash flows.

10
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3. ACQUISITIONS

In an agreement dated March 7, 2012, between the Company and Pioneer Pump Holdings, Inc. ("PPH"), the Company
acquired an additional 39.5 percent of the outstanding shares of PPH, net of debt acquired, for approximately $30.3
million, subject to certain terms and conditions. The Company funded the acquisition with approximately $30.3
million in cash. The Company previously held a 31.0 percent equity interest in PPH (see Note 6). As a result of the
additional acquisition, the Company's total equity interest in PPH increased to 70.5 percent, resulting in the
consolidation of PPH in the Company's financial statements. Accordingly, the original equity interest in PPH was
remeasured to its fair value of $23.9 million as of March 7, 2012, based on the income approach which utilized
management estimates and consultation with an independent third-party valuation firm. Inputs included an analysis of
the enterprise value based on financial projections and ownership percentages. As a result, the Company recognized a
one-time gain of $12.2 million in the "Other income/(expense)" line of the Company's condensed consolidated
statement of income for the first quarter ended March 31, 2012.

PPH is the holding company for two wholly-owned subsidiaries, Pioneer Pump, Inc. ("PPI") located in Canby,
Oregon, and Pioneer Pump, Ltd. ("PPL") located in Rattlesden, United Kingdom, which holds an additional subsidiary
in Wadeville, Germiston, South Africa. PPH is a leader in the manufacture of large, engine-driven centrifugal pumps
used for dewatering in oil and gas, municipal, construction, and mining applications.

The Company also entered into a further stock purchase agreement with the noncontrolling interest holders to
purchase the remaining shares of PPH on or about, but no later than, March 31, 2015, for a purchase price based on a
multiple of PPH's adjusted average earnings for 2013 and 2014 less net indebtedness. Accordingly, a resulting liability
of $22.9 million was recorded in the "Other long-term liabilities" line of the Company's condensed consolidated
balance sheet. Any required adjustments to the liability driven by changes in the expected purchase price will be
recorded in the "Interest expense" line of the Company's condensed consolidated statement of income. The mandatory
share purchase liability remained recorded at the initial carrying amount as of September 29, 2012. As a result, no
adjustments were necessary for the third quarter and nine months ended September 29, 2012.

The PPH intangible assets of $43.9 million consist primarily of customer relationships, which will be amortized
utilizing the straight line method over 17 to 19 years, and trademarks, which are classified as indefinite lived assets
and will not be amortized.

The preliminary goodwill of $26.5 million resulting from the PPH acquisition consists primarily of expanding sales of
packaged systems products and the recording of deferred taxes related to acquired assets. PPH's presence in the oil and
gas market will also complement the Company's initiative to introduce submersible pumping systems in this market.
All of the goodwill was recorded as part of the Water Systems segment and is not expected to be deductible for tax
purposes. Preliminary goodwill increased by $1.5 million during the nine months ended September 29, 2012, due to
purchase accounting adjustments to intangible assets and inventory resulting from additional information provided for
the provisional valuation.

In an agreement dated August 9, 2012, between the Company and Cerus Industrial Corporation (“Cerus”), the Company
acquired all of the outstanding shares of Cerus, net of debt acquired, for approximately $24.5 million, subject to

certain terms and conditions. The Company funded the acquisition with cash on hand and short-term borrowings paid
back within the period.

Cerus, located in Hillsboro, Oregon, designs, manufactures, and distributes motor controls, motor starters, contactors,

protection devices, and variable frequency drives to a wide range of distributor and original equipment manufacturers
in North America.

13
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The Cerus intangible assets of $17.3 million consist primarily of customer relationships, which will be amortized
utilizing the straight line method over 17 years, and trademarks, which are classified as indefinite lived assets and will
not be amortized.

The preliminary goodwill of $5.5 million resulting from the Cerus acquisition consists primarily of accelerated growth
resulting from increased technical and product development capacity, broadened product lines, reduced manufacturing
costs, and movement into adjacent market areas. All of the goodwill was recorded as part of the Water Systems
segment and is not expected to be deductible for tax purposes.

11
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The preliminary purchase prices assigned to the major identifiable assets and liabilities for the PPH and Cerus
acquisitions are as follows:

(In millions) PPH Cerus Total

Assets:

Cash acquired $0.8 $— $0.8

Current assets 38.1 3.8 41.9

Property, plant, and equipment 3.6 0.3 3.9

Intangible assets 439 17.3 61.2

Goodwill 26.5 5.5 32.0

Total assets 112.9 26.9 139.8
Liabilities (58.7 ) 2.4 ) (61.1 )
Total 54.2 24.5 78.7

Less: Fair value of original equity interest (23.9 ) — (23.9 )
Total purchase price $30.3 $24.5 $54.8

The fair values of the PPH and Cerus identifiable intangible assets and property, plant, and equipment are provisional
amounts pending final valuations and purchase accounting adjustments. The Company utilized management estimates
and consultation with an independent third-party valuation firm to assist in the valuations. Transaction costs were
expensed as incurred under the guidance of FASB Accounting Standards Codification ("ASC") Topic 805, Business
Combinations. Transaction costs included in the "Selling, general, and administrative expenses" line of the Company’s
condensed consolidated statement of income were $0.3 million for the nine months ended September 29, 2012.

The results of operations of PPH and Cerus were included in the Company's condensed consolidated statement of
income, from the respective acquisition dates through the third quarter ended September 29, 2012. The difference
between actual sales for the Company and proforma sales including PPH and Cerus as if they were acquired at the
beginning of each period was not material as a component of the Company's consolidated sales for the nine months
ended September 29, 2012 and October 1, 2011, respectively. Due to the immaterial nature of the acquisitions, the
Company has not included full year proforma statements of income for the acquisition year and previous year.

The fair values of the identifiable intangible assets and property, plant, and equipment for the 2011 Impo Motor
Pompa Sanayi ve Ticaret A.S. (“Impo”) acquisition were final as of the first quarter ended March 31, 2012. The
Company utilized management estimates and consultation with an independent third-party valuation firm to assist in
the valuation. No adjustments were required as a result of the final valuation to the preliminary amounts previously
disclosed in the Company's Annual Report on Form 10-K for the fiscal year ended December 31, 2011.

4. REDEEMABLE NONCONTROLLING INTERESTS

On May 2, 2011, the Company completed the acquisition of 80 percent of Impo. The noncontrolling interest holders
have the option, which is embedded in the noncontrolling interest, to require the Company to redeem their ownership
interests beginning after May 2, 2014, three years after the original agreement was signed. The combination of a
noncontrolling interest and a redemption feature resulted in a redeemable noncontrolling interest.

The 20 percent noncontrolling interest in Impo is redeemable at other than fair value as the redemption value is
determined based on a specified formula. The noncontrolling interest becomes redeemable after the passage of time,
and therefore the Company records the carrying amount of the noncontrolling interest at the greater of (1) the initial
carrying amount, increased or decreased for the noncontrolling interest's share of net income or loss and its share of
other comprehensive income or loss and dividends (“‘carrying amount”) or (2) the redemption value which is determined
based on the greater of the redemption floor value or the then-current specified earnings multiple. As of

September 29, 2012, the Impo redeemable noncontrolling interest was recorded at the carrying amount.

15
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According to FASB ASC Topic 810, Consolidation, and Emerging Issues Task Force ("EITF") Topic No. D-98,
Classification and Measurement of Redeemable Securities, redeemable noncontrolling interests issued in the form of
common securities, to the extent that the noncontrolling interest holder has a contractual right to receive an amount
upon share redemption that is other than the fair value of such shares, then the noncontrolling interest holder has, in
substance, received a dividend distribution that is different from other common shareholders. Therefore, adjustments
to the noncontrolling interest to reflect the redemption amount should be reflected in the computation of earnings per
share using the two-class method. Under the two-class method, the Company has elected to treat as a dividend only
the portion of the periodic redemption value adjustment (if any) that reflects a redemption value in excess of fair
value. As the redeemable noncontrolling interest for Impo is recorded at the carrying amount, no adjustments were
necessary for the third quarter and nine months ended September 29, 2012. Adjustments totaling $0.2 million and $0.5
million resulting from the Company's previously held redeemable noncontrolling interest in Vertical S.p.A.
("Vertical") were necessary for the third quarter and nine months ended October 1, 2011, respectively, and were
included in the related earnings per share computations (see Note 11). The noncontrolling interest in Vertical was
redeemed by the Company in the fourth quarter of 2011.

5. FAIR VALUE MEASUREMENTS

FASB ASC Topic 820, Fair Value Measurements and Disclosures, provides guidance for defining, measuring, and
disclosing fair value within an established framework and hierarchy. Fair value is defined as the exchange price that
would be received for an asset or paid to transfer a liability (an exit price) in the principal or most advantageous
market for the asset or liability in an orderly transaction between market participants on the measurement date. The
standard established a fair value hierarchy which requires an entity to maximize the use of observable inputs and to
minimize the use of unobservable inputs when measuring fair value. The three levels of inputs that may be used to
measure fair value within the hierarchy are as follows:

Level 1 — Quoted prices for identical assets and liabilities in active markets;

Level 2 — Quoted prices for similar assets and liabilities in active markets, quoted prices for identical or similar assets
and liabilities in markets that are not active, and model-derived valuations in which all significant inputs and
significant value drivers are observable in active markets; and

Level 3 — Valuations derived from valuation techniques in which one or more significant inputs or significant value
drivers are unobservable.

As of September 29, 2012 and December 31, 2011, the assets and liabilities measured at fair value on a recurring basis
were as set forth in the table below. The "Recognized Loss" amounts in the table are accumulated totals since
inception.

Quoted Prices in

Active Markets for Significant Other  Significant

September 29, 2012 . Observable Inputs Unobservable Recognized Loss
Identical Assets (Level 2) Inputs (Level 3)
(In millions) (Level 1) p
Cash $14.7 $14.7 $— $— $—
equivalents
Derivative . o . . o
assets
Impq contl.ngent . L 54 0.7
consideration
December 31, 2011 Recognized Loss

17
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Quoted Prices in  Significant Other  Significant
Active Markets for Observable Inputs Unobservable

Identical Assets (Level 2) Inputs (Level 3)

(Level 1)
Cash $17.1 $17.1 $— $— $—
equivalents
Derivative 01 . 01 . .
assets
Impo contingent g, — — 5.0 0.7
consideration

The Company's Level 1 assets consist of cash equivalents which are comprised of domestic money market funds
generally backed by treasury bills with fund prices readily observable and international high quality, highly liquid,
bank guaranteed deposit accounts.

13
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The Company's Level 2 assets consist of derivatives in the form of foreign currency forward contracts. The values
were based on observable market inputs including forward and spot exchange rates for currencies. The contracts were
marked-to-market with the resulting adjustments included in the "Other current assets" line on the condensed
consolidated balance sheets and the "Foreign exchange income/(expense)" line of the condensed consolidated
statements of income. The contracts were initiated to reduce exchange rate volatility associated with both future
required payments and possible contingency payments.

The Company's Level 3 liabilities consist of an acquisition-related contingent consideration. During the second quarter
of 2011, the Company recorded $5.5 million (TL 8.5 million) of contingent consideration related to the second quarter
2011 acquisition of Impo. The fair value of $5.4 million (TL 9.7 million) as of September 29, 2012, was based on the
income approach which involved analyzing future earnings projections, the probability of Impo achieving specified
financial targets, and a discount factor of 15.0 percent. The Company recognized the additional accretion charge in the
"Interest expense" line of the condensed consolidated statement of income. An additional impact of $0.8 million was
attributed to foreign exchange translation. The contingent consideration is included in the "Other long-term liabilities"
line of the Company's condensed consolidated balance sheet.

As of September 29, 2012 and December 31, 2011, the assets measured at fair value on a nonrecurring basis were as
set forth in the table below. The "Recognized Loss" amounts included in the table are accumulated totals since
inception.

Quoted Prices in
Active Markets
for Identical

Significant Other  Significant

(In millions) September 29, 2012 Observable Inputs Unobservable

Assets (Level 1) (Level 2) Inputs (Level 3) Recognized Loss
Asset held for $1.1 §_ $— $1.1 $3.6
sale
glclt(?teedl\l/alzrclf;;n Significant Other  Significant
December 31, 2011 e Observable Inputs  Unobservable Recognized Loss
for Identical (Level 2) Inputs (Level 3)
Assets (Level 1) P
Asset held for $13 §_ $— $1.3 $3.4
sale

The Company's Level 3 assets consist of held for sale assets. The Company classified its former Siloam Springs
manufacturing facility as held for sale and recorded the impairment as a restructuring expense on property, plant, and
equipment during the second quarter of 2010. The current fair value reflects the sale price, less expected closing costs,
at which the asset is currently under a letter of intent for sale that is expected to close during the fourth quarter of
2012. The valuation process utilized to generate the original listing price on the asset involved an appraisal, broker
market commentary, and observation of recent comparable sales and current comparable listings. A listing price was
selected that placed the property near the median of such values based on price per square foot. Accordingly, no
unobservable inputs were a significant factor in the list price. Subsequent to this original valuation process, as a result
of the passage of time, the price was reduced sequentially for price discovery in order for the transaction to clear at the
highest price possible. The Company is unaware of alternative uses for the property that would be in excess of the sale
price in the letter of intent.

6. OTHER ASSETS
In 2005, the Company acquired a 35.0 percent equity interest in PPI, which was accounted for using the equity
method. During the first quarter of 2012, the shareholders of PPI and PPL contributed shares to form a new holding
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company, PPH, in exchange for equivalent value and control in PPH. As a result of this contribution, the Company's
equity interest decreased to 31.0 percent of PPH. On March 7, 2012, the Company acquired a controlling interest in
PPH, resulting in the consolidation of PPH in the Company's financial statements (see Note 3). The carrying amount
of the equity investment prior to the acquisition of the controlling interest was $11.7 million as of March 6, 2012 and
$11.0 million as of December 31, 2011. The Company’s proportionate share of earnings, included in the “Other
income/(expense)” line of the Company’s condensed consolidated statements of income, was $0.4 million through
March 6, 2012 and $0.8 million and $1.9 million for the third quarter and nine months ended October 1, 2011,
respectively.

During the second quarter of 2011, the Company entered into a loan agreement with the parent of a customer. The
current maturity portion is included in the "Receivables" line while the long-term portion is included in the "Other
assets" line of the Company's condensed consolidated balance sheets. The agreement provides for interest on the loan
at a variable market interest rate with the customer to repay the loan plus interest in semi-annual installments
throughout the seven-year term. The Company has a long-term relationship with the customer and considers the loan
fully collectible.

14
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7. INTANGIBLE ASSETS AND GOODWILL

The carrying amounts of the Company's intangible assets are as follows:

(In millions)

Amortized intangibles:
Patents

Supply agreements
Technology

Customer relationships
Software

Other

Total

Unamortized intangibles:
Trade names

Total intangibles

September 29, 2012

Gross Carrying  Accumulated

Amount

$7.8
44

7.5
118.9
1.0

1.1
$140.7

45.3
$186.0

December 31, 2011

Amortization Amount

$(5.6
4.4
(3.1
(21.3
0.1
(1.1
$(35.6

$(35.6

) $7.8

) 44

) 7.5

) 78.7

) 1.2

) 1.2

) $100.8

24.4
) $125.2

Gross Carrying  Accumulated

Amortization

$(5.4
4.4
2.7
17.1
(1.1
$(30.7

$(30.7

Amortization expense related to intangible assets was $1.8 million and $1.6 million for the third quarters ended

September 29, 2012 and October 1, 2011, respectively, and $5.2 million and $4.5 million for the nine months ended

September 29, 2012 and October 1, 2011, respectively.

Amortization expense is projected as follows:

(In millions) 2012
$7.0

2013
$7.7

2014
$7.7

2015
$7.7

2016
$7.7

P N

~—

)

The change in the carrying amount of goodwill by reporting segment for the nine months ended September 29, 2012,

is as follows:

(In millions)

Balance as of December 31, 2011
Acquisitions

Adjustments to prior year acquisitions
Foreign currency translation

Balance as of September 29, 2012

Water Systems
$109.9

32.0

0.4

$141.5

Fueling Systems
$58.9

) 0.2
$59.1

Consolidated
$168.8

32.0

(0.2

$200.6

The acquired goodwill in the Water Systems segment for the nine months ended September 29, 2012, related to the

Company's acquisition of PPH and Cerus.
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8. EMPLOYEE BENEFIT PLANS
Defined Benefit Plans - As of September 29, 2012, the Company maintained two domestic pension plans and three
German pension plans. The Company uses a December 31 measurement date for these plans.

Other Benefits - The Company's other postretirement benefit plan provides health and life insurance benefits to
domestic employees hired prior to 1992.

Effective for 2012, the Company redesigned certain U.S. retirement plan offerings. The redesign was completed in
order to increase standardization of retirement plans among U.S. salaried employees and to reduce the expected cash
funding volatility of retirement plans, while at the same time keeping in place a competitive retirement plan offering
to attract and retain talent. The Company achieved this by freezing benefit accruals under both the Basic Pension Plan
and the Cash Balance Plan as of December 31, 2011, with the exception of a limited number of Basic Pension Plan
participants who will continue to accrue benefits over a five year sunset period. Also effective December 31, 2011, the
Cash Balance Plan was closed to new participants (the Basic Retirement Plan was previously closed to new
participants in 2006). The Basic Retirement Plan and Cash Balance Plan were merged effective December 31, 2011.
As of January 1, 2012, the Company instituted a new service-based contribution, supplemental to the existing
Company match for employees, into the defined contribution retirement plan offerings.

The following table sets forth the aggregated net periodic benefit cost for all pension plans for the third quarter and
nine months ended September 29, 2012 and October 1, 2011, respectively:

(In millions) Pension Benefits
Third Quarter Ended Nine Months Ended
ggll’tzember 2% October 1, 2011 gglftzember 2% October 1,2011
Service cost $0.4 $0.7 $1.2 $2.6
Interest cost 2.2 2.0 6.4 7.2
Expected return on assets 2.7 ) (2.3 ) (7.9 ) (8.8 )
Amortization of transition obligation — — — —
Prior service cost — — — 0.1
Loss 0.5 0.8 1.5 2.7
Total net periodic benefit cost $0.4 $1.2 $1.2 $3.8
(In millions) Other Benefits
Third Quarter Ended Nine Months Ended
g’gll’tzember 2% October 1,2011 ggll’tzember 2% October 1,2011
Service cost $0.1 $— $0.1 $—
Interest cost 0.1 0.2 04 0.5
Expected return on assets — — — —
Amortization of transition obligation — — 0.1 0.1
Prior service cost — 0.1 0.2 0.1
Loss 0.1 0.1 0.1 0.1
Total net periodic benefit cost $0.3 $0.4 $0.9 $0.8

In the nine months ended September 29, 2012, the Company made contributions to the funded plans of $4.8 million.
The amount of contributions to be made to the plans during calendar year 2012 was finalized September 15, 2012,
based upon the plans' year-end valuation at December 31, 2011, and the funding level required for the plan year ended

22



December 31, 2011.
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9. INCOME TAXES

The effective tax rate continues to be lower than the United States statutory rate of 35 percent primarily due to the
indefinite reinvestment of foreign earnings taxed at rates below the U.S. statutory rate as well as recognition of foreign
tax credits. The Company has the ability to indefinitely reinvest these foreign earnings based on the earnings and cash
projections of its other operations as well as cash on hand and available credit.

As of the beginning of fiscal year 2012, the Company had gross unrecognized tax benefits of $5.6 million, excluding
accrued interest and penalties. The unrecognized tax benefits decreased by $0.5 million for state income tax liabilities
and $0.4 million for federal income tax liabilities based on state audits settled and evaluations made during the first
nine months of 2012. The Company had gross unrecognized tax benefits, excluding accrued interest and penalties, of
$4.7 million as of September 29, 2012.

If recognized, the annual effective tax rate would be affected by the net unrecognized tax benefits of $4.5 million as of
September 29, 2012.

Of the unrecognized tax benefits at September 29, 2012, $2.6 million are related to acquisitions for which
indemnification was provided for in the respective purchase agreements. The stock purchase agreements related to
these acquisitions provide the Company with rights to recover tax liabilities related to pre-acquisition tax years from
the sellers. Other amounts are associated with domestic state tax issues, such as nexus, as well as other federal and
state uncertain tax positions.

The Company recognizes interest and penalties related to unrecognized tax benefits as a component of income tax
expense, the impact of which is immaterial. The Company has accrued interest and penalties as of September 29,
2012 and December 31, 2011, of approximately $0.4 million and $0.5 million, respectively.

The Company is subject to taxation in the United States and various state and foreign jurisdictions. With few
exceptions, as of September 29, 2012, the Company is no longer subject to U.S. federal, state, or foreign income tax
examinations by tax authorities for years before 2008.

It is reasonably possible that the amounts of unrecognized tax benefits could change up to $0.9 million in the next
twelve months as a result of an audit or due to the expiration of a statute of limitation.

10. DEBT
Debt consisted of the following:

(In millions) September 29, 2012 December 31, 2011
Prudential Agreement - 5.79 percent $150.0 $150.0
Capital leases 1.0 0.3
Subsidiary debt 17.5 13.7

168.5 164.0
Less current maturities (17.7 ) (14.0 )
Long-term debt $150.8 $150.0

During the first quarter, the Company assumed $4.1 million of debt with the PPH acquisition. PPH has a short-term
line of credit which expires in December 2012. The line of credit was extended beyond the original September 2012
maturity during the third quarter. Maximum borrowings available on the line of credit are $8.0 million. As of
September 29, 2012, the outstanding balance on the line of credit was approximately $1.3 million. The line of credit is
secured by all assets of PPH with an interest rate of the one month London Interbank Offered Rate ("LIBOR") plus
2.0 percent. The debt at third quarter end was included in the "Subsidiary debt" line of the above table.
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During the third quarter, the Company assumed $1.2 million of debt with the Cerus acquisition. The debt resulting
from a line of credit was repaid within the period with no amounts outstanding at third quarter end.

17
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During the third quarter, the Company's prior year acquisition, Impo, incurred additional borrowings on previously
available credit. Prior borrowings on the available credit also matured during the third quarter. As of September 29,
2012, Impo had short-term debt outstanding of approximately $16.1 million. The debt at third quarter end was
included in the “Subsidiary debt” line of the above table.

The total estimated fair value of debt was $184.3 million and $179.2 million at September 29, 2012 and December 31,
2011, respectively. The fair value assumed floating rate debt was valued at par. In the absence of quoted prices in
active markets considerable judgment is required in developing estimates of fair value. Estimates are not necessarily
indicative of the amounts the Company could realize in a current market transaction. In determining the estimated fair
value of its long-term debt, the Company uses various inputs including estimated borrowing rates currently available
to the Company that reflect debt with similar terms, conditions, and remaining maturities as well as the current credit
quality of the Company. Accordingly, the fair value of debt is classified as a Level 2 within the valuation hierarchy.

The following debt payments are expected to be paid in accordance with the following schedule:

(In millions) Total Year 1 Year 2 Year 3 Year 4 Year 5 xzz than 5
Debt $167.5 $17.5 $— $— $30.0 $30.0 $90.0
Capital leases 1.0 0.2 0.2 0.2 0.2 0.2 —

$168.5 $17.7 $0.2 $0.2 $30.2 $30.2 $90.0

11. EARNINGS PER SHARE
The following table sets forth the computation of basic and diluted earnings per share:

(In millions, except per share amounts) Third Quarter Ended Nine Months Ended
gglftzember 2% October 1, 2011 ggll’tzember 2% October 1, 2011

Numerator:
Net income attributable to Franklin Electric $21.9 $19.2 $69.7 $51.6
Co., Inc.
Less: Undistributed earnings allocated to

. — 0.2 — 0.5
redeemable noncontrolling interest

$21.9 $19.0 $69.7 $51.1

Denominator:
Basic
Weighted average common shares 234 23.2 23.4 23.2
Diluted
Effect of dilutive securities:
Employee and director incentive stock options
and stock/stock unit awards 0-5 0-5 0-5 0-5
Adjusted weighted average common shares 23.9 23.7 23.9 23.7
Basic earnings per share $0.93 $0.82 $2.98 $2.20
Diluted earnings per share $0.91 $0.80 $2.91 $2.16
Anti-dilutive stock options 0.1 0.3 0.1 0.3
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12. EQUITY ROLL FORWARD
The schedule below sets forth equity changes for the nine months ended September 29, 2012:

(In thousands)

Additional . Minimum Cumulative Non Redeemable
_ . Retained . . . Total Non
Description Common Paid in Farnines Pension Translation controlling Eauit controllin
Capital £ Liability Adjustment Interest quity &

Interest
Balance as of

December 31, $2,333 $144,609 $350,457 $(47,219 ) $(2,045 ) $2,303 $450,438 $5,407
2011

Net income 69,719 339 70,058 351
Dividends on

common stock 0959 ) 9959 )
Noncontrolling
dividend
Common stock
issued
Common stock
repurchased or
received for (32 ) (16,452 ) (16,484 )
stock options
exercised
Share-based
compensation
Tax benefit of
stock options 3,672 3,672

exercised

Currency

translation 649 209 858 (574 )
adjustment

Pension

liability, net of 1,122 1,122

taxes

Balance as of

September 29, $2,350 $164,261 $393,765 $(46,097 ) $(1,396 ) $2,407 $515,290 $5,184
2012

(444 ) (444 )

44 11,752 11,796

4,228 4,233
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13. SEGMENT INFORMATION
Financial information by reportable business segment is included in the following summary:

Third Quarter Ended Nine Months Ended
(In millions) ggﬁ”;mber 2% October 1, 2011 ggﬁ”;mber 2% October 1, 2011
Net sales to external customers
Water Systems $189.8 $1794 $557.5 $510.1
Fueling Systems 47.8 45.0 128.7 123.7
Other — — — —
Consolidated $237.6 $224.4 $686.2 $633.8
Third Quarter Ended Nine Months Ended
ggﬁ”;mber 2% October 1, 2011 ggﬁ”;mber 2% October 1, 2011
Operating income (loss)
Water Systems $35.1 $29.0 $102.0 $86.7
Fueling Systems 114 9.6 26.0 22.2
Other (13.0 ) (10.3 ) (36.0 ) (31.8 )
Consolidated $33.5 $28.3 $92.0 $77.1
September 29,  December 31,
2012 2011
Total assets
Water Systems $707.9 $535.3
Fueling Systems 233.5 222.2
Other 23.4 72.0
Consolidated $964.8 $829.5

Cash is the major asset group in “Other” of total assets.

14. COMMITMENTS AND CONTINGENCIES

In August 2010, the California Air Resources Board (“CARB”) filed a civil complaint in the Los Angeles Superior
Court against the Company and Franklin Fueling Systems, Inc. (a wholly-owned subsidiary of the Company). The
complaint relates to a third-party-supplied component part of the Company's Healy 900 Series nozzle, which is part of
the Company's Enhanced Vapor Recovery (“EVR”) Systems installed in California gasoline filling stations. This part, a
diaphragm, was the subject of a retrofit during the first half of 2008. As the Company previously reported, in October
2008 CARB issued a Notice of Violation to the Company alleging that the circumstances leading to the retrofit

program violated California statutes and regulations. The Company and CARB worked to resolve the diaphragm
matter without court action, but were unable to reach agreement.

The claims in the complaint mirror those that CARB presented to the Company in the Notice of Violation, and include
claims that the Company negligently and intentionally sold nozzles with a modified diaphragm without required
CARB certification. The Company believes that, throughout the period to which the complaint relates, it acted in full
cooperation with CARB and in the best interests of CARB's vapor emissions control program. Although the
complaint seeks penalties of at least $25.0 million, it is the Company's position that there is no reasonable basis for
penalties of this amount.
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In addition, as the Company has previously reported, the Sacramento Metropolitan Air Quality Management District
(“SMAQMD?”) issued a Notice of Violation to the Company concerning the diaphragm matter in March

2008. Discussions with that agency about the circumstances leading to the retrofit in its jurisdiction and the resolution
of the agency's concerns did not result in agreement, and in November 2010 SMAQMD filed a civil complaint in the
Sacramento Superior Court, mirroring the claims brought by CARB with respect to the diaphragm issue and also
alleging violation of SMAQMD rules. SMAQMD's suit asks for at least $5.0 million in penalties for the violations
claimed in its jurisdiction.

20

29



Edgar Filing: FRANKLIN ELECTRIC CO INC - Form 10-Q

In July 2010, the Company entered into a tolling agreement with the South Coast Air Quality Management District
(“SCAQMD”) and began discussions with that agency about the circumstances leading to the retrofit in its jurisdiction
and the resolution of the agency's concerns. Those discussions did not result in agreement and in December 2010,
SCAQMD filed a civil complaint against the Company in Los Angeles Superior Court. The complaint alleges
violations of California statutes and regulations, similar to the complaint filed by CARB, as well as violation of
SCAQMD rules, and seeks penalties of at least $12.5 million. The SCAQMD complaint does not allege an intentional
violation of any statute, rule, or regulation. This case has now been consolidated with the CARB case in Los Angeles
Superior Court.

The Company believes that there is no reasonable basis for the amount of penalties claimed in the SMAQMD and
SCAQMD suits. The Company has answered the SMAQMD and SCAQMD complaints, as well as the CARB
complaint, denying liability and asserting affirmative defenses. Discovery in all these cases commenced but has been
stayed until October 31, 2012, and the consolidated CARB and SCAQMD cases are set for trial on December 17,
2012.

Neither CARB's filing of its suit nor the air district suits have any effect on CARB's certification of the Company's
EVR System or any other products of the Company or its subsidiaries, and so do not interfere with continuing
sales. CARB has never decertified the Company's EVR System and does not propose to do so now.

The Company remains willing to discuss these matters and work toward resolving them. The Company cannot predict
the ultimate outcome of discussions to resolve these matters or any proceedings with respect to them. Penalties
awarded in the CARB or any air district proceedings or payments resulting from a settlement of these matters,
depending on the amount, could have a material effect on the Company's results of operations, financial position, and
net cash flows.

On July 31, 2009, Sta-Rite Industries, LLC and Pentair, Inc. filed an action against the Company in the U.S. District
Court for the Northern District of Ohio, alleging breach of the parties' 2004 Settlement Agreement and tortious
interference with contract based on the Company's pricing of submersible electric products and seeking damages in
excess of $10.0 million for each claimant. The Company has denied liability, is defending the case vigorously, and
has filed a counterclaim alleging Sta-Rite and Pentair's breach of the same Settlement Agreement. Both the Company
and Sta-Rite/Pentair filed Motions for Summary Judgment. The judge granted the Company's motion and dismissed
Sta-Rite/Pentair's claims against it in September 2011. The judge also granted Sta-Rite/Pentair's motion for summary
judgment and dismissed the Company's counterclaim. Sta-Rite/Pentair is appealing the dismissal of its claims. The
Sixth Circuit Court of Appeals has scheduled oral arguments for November 29, 2012. The Company cannot predict
the ultimate outcome of this litigation, and any settlement or adjudication of this matter, depending on the amount,
could have a material effect on the Company's results of operations, financial position, and net cash flows.

The Company is defending various other claims and legal actions, including environmental matters, which have arisen
in the ordinary course of business. In the opinion of management, based on current knowledge of the facts and after
discussion with counsel, these claims and legal actions can be successfully defended or resolved without a material
adverse effect on the Company’s results of operations, financial position, and net cash flows.

As of September 29, 2012, the Company had $29.8 million of commitments primarily for conditional agreements
related to building expansions as well as for the purchase of machinery and equipment.

The Company provides warranties on most of its products. The warranty terms vary but are generally two years from
date of manufacture or one year from date of installation. In 2007, the Company began offering an extended warranty
program to certain Water Systems customers which provides warranty coverage up to five years from the date of

manufacture. Provisions for estimated expenses related to product warranty are made at the time products are sold or
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when specific warranty issues are identified. These estimates are established using historical information about the
nature, frequency, and average cost of warranty claims. The Company actively studies trends of warranty claims and
takes action to improve product quality and minimize warranty claims. The Company believes that the warranty
reserve is appropriate; however, actual claims incurred could differ from the original estimates, requiring adjustments
to the reserve.
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The changes in the carrying amount of the warranty accrual, as recorded in the "Accrued expenses" line of the
Company's condensed consolidated balance sheet for the nine months ended September 29, 2012, are as follows:

(In millions)

Beginning balance $9.9

Accruals related to product warranties 5.0

Additions related to acquisitions 0.4

Reductions for paymen