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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains “forward-looking statements,” which include information relating to future

events, future financial performance, financial projections, strategies, expectations, competitive environment and

regulation. Words such as “may,” “should,” “could,” “would,” “predicts,” “potential,” “continue,” “expects,” “anticipates,” “fu
“intends,” “plans,” “believes,” “estimates,” and similar expressions, as well as statements in future tense, identify
forward-looking statements. Forward-looking statements should not be read as a guarantee of future performance or

results and may not be accurate indications of when such performance or results will be achieved. Forward-looking

statements are based on information we have when those statements are made or management’s good faith belief as of

that time with respect to future events, and are subject to risks and uncertainties that could cause actual performance or

results to differ materially from those expressed in or suggested by the forward-looking statements. Important factors

that could cause such differences include, but are not limited to:

LT3 9 ¢
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General economic conditions and their effect on demand for electrical equipment, particularly in the commercial
-construction market, but also in the power generation, industrial production, data center, oil and gas, marine and
infrastructure industries.
The effects of fluctuations in sales on our business, revenues, expenses, net income, earnings per share, margins and
“profitability.
Many of our competitors are better established and have significantly greater resources, and may subsidize their
-competitive offerings with other products and services, which may make it difficult for us to attract and retain
customers.
We depend on Hydro-Quebec Utility Company and Siemens Industry, Inc. for a large portion of our business, and
-any change in the level of orders from Hydro-Quebec Utility Company or Siemens Industry, Inc., could have a
significant impact on our results of operations.
The potential loss or departure of key personnel, including Nathan J. Mazurek, our chairman, president and chief
“executive officer.
Our ability to expand our business through strategic acquisitions.
. Our ability to integrate acquisitions and related businesses.
Our ability to generate internal growth, maintain market acceptance of our existing products and gain acceptance for
“our new products.
Unanticipated increases in raw material prices or disruptions in supply could increase production costs and adversely
“affect our profitability.
Restrictive loan covenants and/or our ability to repay or refinance debt under our credit facilities could limit our
“future financing options and liquidity position and may limit our ability to grow our business.
. Our ability to realize revenue reported in our backlog.
Operating margin risk due to competitive pricing and operating efficiencies, supply chain risk, material, labor or
“overhead cost increases, interest rate risk and commodity risk.
Strikes or labor disputes with our employees may adversely affect our ability to conduct our business.
A majority of our revenue and a significant portion of our expenditures are derived or spent in Canadian
dollars. However, we report our financial condition and results of operations in U.S. dollars. As a result,
fluctuations between the U.S. dollar and the Canadian dollar will impact the amount of our revenues and
earnings.
-The impact of geopolitical activity on the economy, changes in government regulations such as income taxes, climate
control initiatives, the timing or strength of an economic recovery in our markets and our ability to access capital
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markets.
Our chairman controls a majority of our combined voting power, and may have, or may develop in the future,
‘interests that may diverge from yours.
Future sales of large blocks of our common stock may adversely impact our stock price.
The liquidity and trading volume of our common stock.
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The foregoing does not represent an exhaustive list of matters that may be covered by the forward-looking statements
contained herein or risk factors that we are faced with that may cause our actual results to differ from those anticipated
in our forward-looking statements. Moreover, new risks regularly emerge and it is not possible for us to predict or
articulate all risks we face, nor can we assess the impact of all risks on our business or the extent to which any risk, or
combination of risks, may cause actual results to differ from those contained in any forward-looking statements.

Except to the extent required by applicable laws or rules, we undertake no obligation to publicly update or revise any
forward-looking statement, whether as a result of new information, future events or otherwise. You should review
carefully the risks and uncertainties described under the heading “Item 1A. Risk Factors” in this Annual Report on Form
10-K for a discussion of the foregoing and other risks that relate to our business and investing in shares of our

common stock.

9 ¢

When used herein, unless the context requires otherwise, references to the “Company,” “Pioneer,” “we,” “our” and “us” refer t

Pioneer Power Solutions, Inc. and its subsidiaries.
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PART 1

ITEM 1. BUSINESS

Overview

We manufacture specialty electrical transmission and distribution equipment and provide a broad range of
custom-engineered and general purpose solutions for applications in the utility, industrial and commercial markets.
We are headquartered in Fort Lee, New Jersey and operate from eight additional locations in the U.S., Canada and
Mexico for manufacturing, centralized distribution, engineering, sales and administration.

Our largest customers, which include a number of recognized national and regional utilities, industrial companies and
engineering, procurement and construction firms, are located in North America. In addition, we sell our products
through hundreds of electrical distributors served by our network of 15 stocking locations throughout the U.S. and
Canada. We intend to grow our business, both through acquisitions and internal product development, by increasing
the scope of highly-engineered solutions we offer our customers for their specific electrical applications.

Products

We design, develop, manufacture and sell a wide range of electrical transmission and distribution equipment in two
general product categories — electrical transformers and circuit protection and control equipment. Our emphasis within
these product categories is to provide custom engineered, manufactured to order equipment, which we estimate
currently represents over two-thirds of our revenue. We believe that demand for our custom solutions is driven
primarily by end user maintenance programs to repair, replace or retrofit aging equipment, as well as to upgrade or
expand their electrical distribution system to accommodate growth and other changes in their operations. The
remaining one-third of our consolidated revenue is currently derived from transformers we manufacture primarily to
stock and which are used for general purpose applications, primarily in commercial construction.

Overview of Electrical Transformers

Our liquid-filled and dry-type power, distribution and specialty electrical transformers are magnetic products used in
the control and conditioning of electrical current for critical processes. An electric transformer is used to reduce or
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increase the voltage of electricity traveling through a wire. This increase or decrease in voltage is accomplished by
transferring electric energy from one internal coil or winding to another coil through electromagnetic induction.
Electric power generating plants use generator transformers to “step-up,” or increase, voltage that is transferred through
power lines in order to transmit the electricity more efficiently and over long distances. When the high voltage
electricity nears its final destination, a “step-down” transformer reduces its voltage. A distribution transformer makes a
final step-down in voltage to a level usable in businesses and homes.

Transformers are integral to every electrical transmission and distribution system. Electric utilities use transformers
for the construction and maintenance of their power networks. Industrial firms use transformers to supply factories
with electricity and to distribute power to production machinery. The renewable energy industry uses transformers to
connect new sources of electricity generation to the power grid. The construction industry uses transformers for the
supply of electricity to new homes and buildings and original equipment manufacturers use custom transformers as a
component part of the systems they make.

Our operating subsidiaries distinguish themselves by producing a wide range of engineered-to-order and standard
equipment, sold either directly to end users, through engineering and construction firms or through electrical
distributors. We serve customers in a variety of industries including electric utilities, industrial customers, information
technology companies, commercial construction companies and renewable energy producers.
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Liquid-Filled Transformers

Our liquid-filled transformer products are manufactured by our Pioneer Transformers Ltd. business unit. Liquid-filled
transformers are typically used for applications requiring utility or industrial-level electrical loads, such as in a
substation, and are most commonly found in outdoor settings given the risk of leakage and flammable properties of
the liquid coolant. We manufacture these products in electrical power ranges from 25 kVA (kilovolt amperes) to 30
MVA (megavolt amperes) and at up to 69 kV (kilovolts) in voltage. In recent years, we have focused primarily on the
small power market, generally considered to include transformers between 1 MVA and 10 MVA, as well as on
specialty transformers such as network and submersible models used by utilities to ensure reliability of service. We
sell these products to electrical utilities, independent power providers, electrical co-ops, industrial companies,
commercial users and electric equipment wholesalers. Our primary categories of liquid-filled transformers are as
follows:

Range of

Transformer Type Sizes Applications
Small and Medium 300 kVA to Power conversion for the utility, industrial and commercial markets, typically
Power 30 MVA found in electrical substations
Subway and vault-type transformers designed to withstand harsh environments and
300 kVA to . . . L
Network 375 MVA typically used by utilities and municipal power authorities to ensure reliability of
' service
75kVAto Distribution transformers commonly used in underground power or distribution
Pad-Mount . .
10 MVA systems and in wind farm power projects
. Combines pad-mounts with other equipment in a product that can be substituted for
Unitized Upto5 . . . . .
conventional unit substations at apartment complexes, shopping centers, hospitals
Pad-Mount MVA . . e
and similar commercial facilities
Mini-Pad 25kVAto Single phase, low profile pad-mounted distribution transformers for residential and

167 kVA underground distribution
250 kVA to  Single phase units from 250 kVA to 1 MVA, also supplied for substation

Platform-Mount 2.5MVA  installation up to 2.5 MVA

Dry-Type Transformers

Our dry-type transformer products are manufactured by our Jefferson Electric, Inc. and Bemag Transformer Inc.
business units. Our product scope includes over 3,500 standard designs for low voltage distribution transformers,
equipment which is typically used indoors to provide power to commercial and industrial machines and equipment
requiring 50 VA through 1 MVA of power transformation capacity in voltages at or below 600 V (volts). In our
medium voltage and power-dry product classes, our range extends to 10 MVA in capacity and from 600 V to 35kV in
voltage. Medium voltage and power-dry transformers are used in metropolitan areas and are increasingly being used
for industrial applications, such as in mining and oil drilling. They are well-suited to operate in outdoor or harsh
environments and in situations where the transformer needs to be installed close to the area where the electricity will
ultimately be used. Our primary categories of dry-type transformers are as follows:

10
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Transformer Type g;;lelsge of Applications
Medium Voltage 30kVA to 10 Available in standard and custom designs in voltages from 208 to 35,000

MVA volts. Common applications include offshore drilling and mining

25kVAto

. : 100 kVA . . . . .

Ventilated Single & Ventilated transformers designed for general loads, indoors or out, including
Three Phase 15KVA to 1 for lighting, data centers, industrial and commercial applications

MVA

50 VA to 50

. kVA D .

Encapsulated Single & General purpose encapsulated transformers for lighting, industrial and
Three Phase 3IKVA (075 commercial applications. Suitable for indoor or outdoor use

kVA
Floor Mount 30kVA to 75 For all general loads in rugged environment areas including refineries,
Encapsulated kVA factories, chemical plants, marine duty, ship docks and grain mills
DukBoos  Sovalo W phue remlomen o comsing e e o e
Transformers kVA .= ’

applications

Non-Linear 15kVAto  Jefferson Plus™ line of non-linear transformers are designed to meet the load
Transformers 300 kVA demands caused by computers and other electronic office equipment

Various size Drive isolation, industrial control and custom designed transformers, lighting
Other Transformers . .

ranges ballasts, reactors, filters and associated other parts

11



Edgar Filing: PIONEER POWER SOLUTIONS, INC. - Form 10-K

Overview of Circuit Protection and Control Equipment

There are many different classes of circuit protection and control equipment, the most common being panelboards,
switchboards and switchgear — terms which refer to a system of electrical disconnects, fuses and circuit breakers whose
general function is to distribute, monitor and control the flow of electrical energy, while isolating and protecting
critical equipment such as transformers, motors and other machinery.

Paralleling Switchgear

Our paralleling switchgear (PSG) products are manufactured by our Pioneer Critical Power Inc. business unit. The
primary function of our PSG solutions is to reliably switch the power source to the load, protect and operate the power
generation source(s), meter output and provide paralleling and load sharing capability between multiple on-site power
sources and the utility grid. Our paralleling switchgear is an integral component to ensuring optimal power generation
and electrical distribution system performance, both for primary and backup power installations. These installations
typically include data centers, hospitals, industrial facilities, office complexes, remote locations not connected to the
power grid and other sites where emergency backup power sources are a necessity to protect operations from the
consequences of power outages. Our focus is on larger installations where a single generator is not sufficient or where
multiple generator sets may be required to provide system resilience. We believe that our PSG customer solutions
represent a scalable, cost-effective and intelligent automation option through their embedded programming and logic
to synchronize multiple on-site power sources, and the capability to operate them in concert with the utility feed(s).

Low Voltage Panelboards and Switchboards

Our low voltage electric power distribution panelboards and switchboards are manufactured by our Pioneer CEP
business unit in Southern California. Pioneer CEP specializes in quick-turn, manufactured-to-order circuit protection
equipment, primarily serving electrical distributors in its region.

Business Strategy

We believe we have established a stable platform from which to develop and grow our business lines, revenues,
earnings and shareholder value. We intend to expand rapidly over the next several years through a two-pronged
strategy. First, we are focused on internal growth through operating efficiencies, customer focus and our continued
migration towards more highly-engineered products and specialized services. We intend to significantly increase the
percentage of our sales derived from engineered-to-order products and believe this can be accomplished by targeting

12
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market segments, such as data centers and renewable energy, which have growth characteristics exceeding the norm in
our industry. The second element of our growth strategy is to pursue strategic acquisitions that provide us with
complementary product and service offerings, new sales channels, end-markets and scalable operations.

Internal Growth

We intend to build our revenue and earnings at rates exceeding industry norms by continuing our sales and product
mix advancement towards more highly valued, specialized products. We intend to accomplish this goal within our
liquid-filled transformer business by emphasizing the sale of more small and medium power, network and subsurface
transformers to new and existing utility customers, particularly in the U.S. In 2012, we completed an expansion of our
Granby, Quebec facility to increase our manufacturing capacity for these larger and more complex products.

13
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We expect our internal growth objectives for dry-type transformers to be met primarily through the 2011 addition of
medium voltage units to our customer offering. During 2012, we purchased the land and building in Farnham, Quebec
where these products are manufactured and added 16,000 square feet of production space dedicated entirely to these
products. The building expansion is complete and the new production space became fully operational during the
fourth quarter of 2013. In addition, we intend to meet our growth objectives by expanding the geographic coverage,
productivity and range of products available through our national distribution network, as well as by continuing to
expand our direct sales channel with original equipment manufacturers (OEMs) and brand label customers.

Acquisitions

We believe a disciplined acquisition program is a key component to accelerating our growth and we intend to acquire
businesses that broaden the range of customer solutions we provide, increase our market share or expand our
geographic reach. In addition to transformer and switchgear manufacturers, we also intend to acquire producers and
service businesses focused on other technically-advanced, customized, ancillary or complementary products that
address market segments where we seek further penetration — such as in data centers, rail transportation, mining, oil
drilling and refining, backup power and renewable energy. We operate in a highly fragmented industry that is served
by a few global diversified electrical equipment manufacturers and numerous small manufacturing companies that
provide niche products and services to various sub-segments of the power transmission and distribution market. We
favor candidates that have competencies and business characteristics similar to our own, and those that we expect will
benefit from some of the major trends affecting our industry. Our acquisitions since 2010 of Jefferson Electric, Inc.,
Bemag Transformer Inc., Power Systems Solutions, Inc. and Pico Electrical Equipment, Inc. are examples of the
implementation of our acquisition strategy.

Our Industry

The market for electric transmission and distribution (T&D) equipment is large and has grown over the last several
decades. According to a May 2013 study by The Freedonia Group, a market research firm, total U.S. demand for
electric T&D equipment was $24.0 billion in 2012 and was distributed by product category as follows: switchgear
(54%), transformers (34%), meters (6%) and pole/transmission line hardware (6%). The Freedonia Group forecasts
demand to climb 4.8% annually to $30.4 billion in 2017, as compared to 2.2% annually between 2007 and 2012,
driven by rising utilization of renewable energy sources and increasing demand from the industrial and non-utility
generator markets.

Most of our business today consists of manufacturing power, distribution and non-utility transformers. Utilities
purchase transformers to replace old equipment, maintain system reliability, achieve efficiency improvements and for
grid expansion. Demand is also sensitive to overall economic conditions, particularly with respect to the level of
industrial production and investment in commercial and residential construction. Other market demand factors include
voltage conversion, voltage unit upgrades, electrical equipment failures, higher energy costs, stricter environmental

14
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regulations and investment in sources of renewable and distributed energy generation.

According to the Freedonia Group report, total demand for transformers is forecast to grow from $8.1 billion in 2012
to approximately $10.3 billion by 2017. Based on the classes of transformers surveyed by the market research firm,
we estimate that our product scope addresses a $4.7 billion U.S. market (in 2012) which is expected to grow to $6.1
billion by 2017, or by approximately 5.5% per year. The market for switchgear and related equipment is larger and
significantly more complex given the number and classes of products available. We believe that our paralleling
switchgear products, which are designed to meet the specific requirements of critical power applications, address
annual demand of approximately $1.0 billion. We believe several of the key industry trends supporting this growth
estimate are as follows:

Aging and Overburdened North American Power Grid — The aging and overburdened North American power grid is
expected to require significant capital expenditures to upgrade the existing infrastructure over the next several years

to maintain adequate levels of reliability and efficiency. According to the North American Electric Reliability Corp.
(NERC), Level 5 Transmission Load Relief (TLR) events, which are triggered when power outages are imminent or
-in progress, grew at a 27% compounded annual growth rate from 2002 to 2012. These events demonstrate the current
power grid’s inadequate capacity to accommodate all requests for reliable power. Significant capital investment will
be required to relieve congestion, meet growing demand, achieve targets for efficiency, emissions and use of
renewable sources, and to replace components of the U.S. power grid operating at, near or past their planned service
lives.

15
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Increasing Long-Term Demand for Electricity and Reliable Power — The Department of Energy’s Energy
Information Administration, or EIA, forecasts that total electricity use in the U.S. will increase by approximately
28% from 2011 to 2040. This increase is driven by anticipated population growth, economic expansion, increasing
dependence on computing power throughout the economy and the increased use of electrical devices in the home. In
-order to meet growing demand for electricity in North America, substantial investment in increased electrical grid
capacity and efficiency will be required, as well as the addition of specialized equipment to help ensure the reliability
and quality of electricity for critical applications. In response to these challenges, there is an increasing trend among
commercial and industrial companies to invest in on-site power sources, both for standby purposes in the event of a
catastrophic power outage, or to reduce the amount of electricity they draw from the utility grid during peak periods.

Growth in Critical Power Applications and the Data Center Market — The number of mission-critical facilities, sites
where a power disturbance or outage could cause failure of business operations, safety concerns or regulatory
non-compliance, continues to grow exponentially worldwide. In the U.S., the single largest driver for demand in
critical power applications is the data center market, followed by the health care industry. The amount of information
managed by data centers is expected to grow by a factor of 50 over the next decade, according to General Electric,
fueling increasing needs for data storage (for corporate data, content delivery, social networking, handheld devices,
online retail and gaming) and the information technology evolution (cloud computing and outsourced hosting). The
2013 DatacenterDynamics Industry Census projects that North American investment in data centers will increase
'10.4% in 2014 to $36.2 billion. Much of this growth will be for spending in the electrical sector, including
switchgear, uninterruptible power supplies and generators, systems that typically represent over 40% of data center
development cost. Coinciding with demand for mission-critical facilities is the need for efficient, reliable primary
power to support their essential applications, and for backup generator plants in case the utility feed becomes
unavailable. Electricity is the highest operating cost of a data center, a factor supporting investment in on-site
alternative energy systems to reduce peak-demand expenses. These systems require paralleling switchgear, such as
we provide, operated by hardware embedded with sophisticated programming and logic to synchronize multiple
power sources reliably and efficiently.

The market for electrical transmission and distribution equipment is very fragmented due to the range of sizes,
voltages and technological standards required by different categories of end users for their specific applications. Many
orders are custom-engineered and tend to be time-sensitive since other critical work is frequently being coordinated
around the customer’s electrical equipment installation. The vast majority of North American demand for transmission
and distribution is satisfied by producers in the U.S. and Canada. According to an industry report by IBISWorld Inc.,
there are over 2,400 electrical equipment manufacturers in the U.S., of which we believe at least 75 manufacture
products similar to ours.

Customers

In 2013, approximately 60% of our sales were to Canadian customers, including many of Canada’s electrical utilities,
municipal power systems, large industrial companies, engineering and construction firms and a number of electrical
distributors. Another 38% of our sales in 2013 were to U.S. customers, represented in large part by companies
involved in commercial construction. The remaining 2% of our sales were to export customers primarily serving the
Central and Latin American markets. We sold our electrical transformers to over 1,900 individual customers in 2013
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and our twenty five largest customers represented approximately 67% of our consolidated revenue.

We have a significant number of repeat customers and long-standing relationships with engineering, procurement and
construction (EPC) firms hired by end-users to select products such as ours. Our customers order from us as their
needs may require, and the level of such orders may change significantly from period to period based on changes in
the scheduling of their projects or size of their capital budget. Despite these factors causing variability in our revenue,
our repeat order frequency has been very consistent from year to year. Approximately 88% of our revenue in 2013
originated from customers who also ordered from us in 2012.

17
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Approximately 19% of our sales in 2013 and 2012 were made to Hydro-Quebec Utility Company, a provincial
government-owned utility in the Province of Quebec, Canada. The majority of our sales to Hydro-Quebec Utility
Company are made pursuant to a long-term contract for the supply of pad-mount transformers that was renewed in
2010, at which time we were also awarded an additional contract by Hydro-Quebec Utility Company for the supply of
submersible transformers. Both contracts had two-year initial terms that expired during the second quarter of 2012,
and two one-year extension options at Hydro-Quebec Utility Company’s option that provided for a maximum term of
four years each. In 2013, Hydro-Quebec Utility Company exercised its last remaining one year extension option, and
then requested and received an additional six month extension, thereby extending each contract through September
2014. The contracts set forth the terms, conditions and rights of the parties with respect to the supply of the subject
products including ordering and delivery procedures, required technical specifications, minimum performance
standards, product pricing and price adjustment mechanisms, terms of payment and rights of termination. The
contracts do not require Hydro-Quebec Utility Company to order any minimum quantity of products from us and do
not grant us any form of supply exclusivity. Hydro-Quebec Utility Company has been a customer of ours and our
predecessors for approximately 45 years, over which time we have been party to consecutive long-term contracts for
an uninterrupted period spanning several decades. We believe the status of our business relationship with
Hydro-Quebec Utility Company to be good.

In addition, Siemens Industry, Inc. and its affiliated companies accounted for 12% of our consolidated sales in 2013
and 2012, primarily through purchases from our Jefferson Electric, Inc. subsidiary. Our pricing agreement with
Siemens Industry, Inc. does not obligate Siemens Industry, Inc. to purchase transformers from us in quantities
consistent with the past or at all. While the loss of a significant number of customers would have a material adverse
effect on our business, aside from Hydro-Quebec Utility Company and Siemens Industry, Inc., we do not believe that
the loss of any specific customer would have a material adverse effect on our business.

Marketing, Sales and Distribution

A substantial portion of the transformers manufactured by us, and most of the switchgear products we offer, are sold
directly to customers by our 18 full-time sales personnel and 6 members of our executive management team operating
from our office locations in the U.S. and Canada. Our products are also sold through our network of more than 50
independent sales agencies throughout North America that sell primarily to full-line electrical distributors and to
maintenance, repair and overhaul organizations. Our direct sales force markets to end users and to third parties, such
as original equipment manufacturers and engineering firms that prescribe the specifications and parameters that
control the applications of our products.

Sales Backlog

Backlog reflects the amount of revenue we expect to realize upon the shipment of customer orders for our products
that are not yet complete or for which work has not yet begun. Our sales backlog as of December 31, 2013 was
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approximately $24.4 million, as compared to $23.6 million as of December 31, 2012. We anticipate that most of our
current backlog will be delivered during 2014. Orders included in our sales backlog are represented by customer
purchase orders and contracts that we believe to be firm.

Competition

We experience intense competition from a large number of electrical equipment manufacturers and from distributors
of such equipment. The number and size of our competitors varies considerably by product line, with many of our
competitors tending to be small, highly specialized or focused on a certain geographic market area or customer.
However, several of our competitors have substantially greater financial and technical resources than us, including
some of the world’s largest electrical products companies. A representative list of our competitors includes ABB Ltd.,
Carte International, Inc., Eaton Corporation plc, Emerson Electric Company, General Electric Company, Schneider
Electric SA, Hammond Power Solutions Inc., Howard Industries, Inc., Partner Technologies, Inc. and Russelectric
Inc.
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We believe that we compete primarily on the basis of technical support and application expertise, engineering and
manufacturing capabilities, equipment rating, quality, scheduling and price. In all our electrical equipment businesses,
our objective is to focus our efforts on more specialized, proprietary and complex applications. Accordingly, a critical
element to the success of our business is responsiveness and flexibility in providing custom-engineered solutions to
satisfy customer needs. We believe that our strongest product niches are in the manufacture and design of small power
and distribution electrical transformers, custom-manufactured panelboard and switchboard products and in paralleling
switchgear solutions for on-site power applications serving data centers, hospitals and other businesses with critical
power needs. As a result of our long-time presence in the industry, we possess a number of special designs and
libraries of programming code for our equipment that were engineered and developed specifically for our customers.
We believe these factors give us a competitive advantage and that they are a major contributor to our frequency of
repeat customer orders and the longevity of our customer relationships.

Raw Materials and Suppliers

The principal raw materials purchased by us are core steel, copper wire, aluminum strip, insulating materials including
transformer oil and sheet metal. We also purchase certain electrical components from a variety of suppliers including
bushings, switches, fuses, protectors and circuit breakers. These raw materials and components are available from and
supplied by numerous sources at competitive prices, although there are more limited sources of supply for electrical
core steel and transformer oil. Unanticipated increases in raw material prices or disruptions in supply could increase
production costs and adversely affect our profitability. We attempt to minimize the effect on our profit margins of
unanticipated changes in the prices of raw materials by including index clauses in our customer contracts that allow us
to increase or reduce our prices if the costs of raw materials unexpectedly rise or decrease. Approximately 38% of our
annual sales are made pursuant to contracts that contain such index clauses, which, subject to various formulae and
limitations, permit us to adjust the final prices we charge. We do not anticipate any significant difficulty in satisfying
our raw material requirements on reasonable terms and have not experienced any such difficulty in the past several
years. Our largest suppliers during 2013 included Essex Group, Inc., National Material L.P., Three D Metals Canada
Inc., Metelec Ltée and Rea Magnet Wire Co. Inc.

Employees

At December 31, 2013, we had 351 employees consisting of 112 salaried staff and 239 hourly workers. We also had
five part-time employees. Our hourly employees located at our plant in Farnham, Quebec, Canada are covered by a
collective bargaining agreement with a provincial labor union that expired in March 2013. We are negotiating a new
labor agreement with our unionized workforce at this location which may take several months to complete. There can
be no assurance that we will be successful in obtaining a new labor agreement, or that the terms of any such agreement
will be favorable to us. Our hourly employees located at our plant in Granby, Quebec, Canada are covered by a
collective bargaining agreement with the United Steel Workers of America Local 9414 that expires in May 2015. The
hourly employees located at our manufacturing facility in Reynosa, Mexico are also covered by a collective
bargaining agreement with a local labor union that has an indefinite term, subject to annual review and negotiation of
key provisions. In addition, certain of our hourly employees located at our manufacturing facility in Santa Fe Springs,
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California are covered by a collective bargaining agreement with Local Union 1710 of the International Brotherhood
of Electrical Workers, AFL-CIO with an initial term ending in May 2014, with automatic one year renewals thereafter
unless terminated earlier by either party for review and negotiation of key provisions. We consider our relationship
with our employees to be good.

Environmental

We are subject to numerous environmental laws and regulations concerning, among other areas, air emissions,
discharges into waterways and the generation, handling, storing, transportation, treatment and disposal of waste
materials. These laws and regulations are constantly changing and it is impossible to predict with accuracy the effect
they may have on us in the future. Like many other industrial enterprises, our manufacturing operations entail the risk
of noncompliance, which may result in fines, penalties and remediation costs, and there can be no assurance that such
costs will be insignificant. To our knowledge, we are in substantial compliance with all federal, state, provincial and
local environmental protection provisions, and believe that the future compliance c