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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K
(Mark One)

x ANNUAL REPORT PURSUANT TO SECTION 13 OR 15 OF THE SECURITIES EXCHANGE ACT OF
1934

For the fiscal year ended: June 30, 2012

Or

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15 OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from                    to

Commission File Numbers 1-1000

Sparton Corporation
(Exact name of registrant as specified in its charter)

Ohio 38-1054690
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(State or other jurisdiction of
incorporation or organization)

(I.R.S. Employer
Identification No.)

425 N. Martingale Road, Suite 2050

Schaumburg, Illinois 60173

(Address of principal executive offices)

Registrant�s telephone number, including area code: (847) 762-5800

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Common Stock, par value $1.25 per share New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act:

None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.    Yes  ¨    No  x

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.    Yes  ¨    No  x

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  ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate website, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
such shorter period that the registrant was required to submit and post such files).    Yes  x    No  ¨

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant�s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form
10-K or any amendment to this Form 10-K.  x

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

Large accelerated filer  ¨ Accelerated filer  x Non-accelerated filer  ¨ Smaller reporting company  ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).    Yes  ¨    No  x

The aggregate market value of the voting and non-voting common equity held by non-affiliates computed by reference to the price at which the
common equity was last sold (based on the closing price on the New York Stock Exchange) as of December 31, 2011 (the last business day of
the registrant�s most recently completed second fiscal quarter) was approximately $83,458,000. For purposes of this computation, affiliates of the
registrant include the registrant�s executive officers and directors and their respective affiliates as of December 31, 2011.

As of August 31, 2012, there were 10,105,759 shares of common stock, $1.25 par value per share, outstanding.
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Documents Incorporated by Reference

Part III incorporates information by reference to the registrant�s definitive proxy statement for its 2012 Annual Meeting of Shareholders to be
filed with the Securities and Exchange Commission within 120 days after the end of the fiscal year.
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FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains statements about future events and expectations that are �forward-looking statements.� We may also
make forward-looking statements in our other reports filed with the SEC, in materials delivered to our shareholders and in press releases. These
statements relate to future events or our future financial performance and involve known and unknown risks, uncertainties and other factors that
may cause our actual results, levels of activity, performance or achievements to be materially different from any future results, levels of activity,
performance or achievements expressed or implied by these forward-looking statements. Certain of these risks, uncertainties and other factors
are described in Item 1A, �Risk Factors� of this report. In some cases, you can identify forward-looking statements by terminology such as �may,�
�will,� �should,� �expects,� �intends,� �plans,� �anticipates,� �believes,� �estimates,� �predicts,� �potential,� or the negative use of these terms or other comparable
terminology that convey the uncertainty of future events or outcomes. Although we believe these forward-looking statements are reasonable,
they are based on a number of assumptions concerning future conditions, any or all of which may ultimately prove to be inaccurate. These
forward-looking statements are based on management�s views and assumptions at the time originally made, and we undertake no obligation to
update these statements whether as a result of new information or future events. There can be no assurance that our expectations, projections or
views will materialize, and you should not place undue reliance on these forward-looking statements. Any statement in this report that is not a
statement of historical fact may be deemed to be a forward-looking statement and subject to the safe harbor created by the Private Securities
Litigation Reform Act of 1995.
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PART I

ITEM 1. BUSINESS
General

Sparton Corporation and subsidiaries (the �Company� or �Sparton�) has been in continuous existence since 1900. It was last reorganized in 1919 as
an Ohio corporation. The Company is a provider of complex and sophisticated electromechanical devices with capabilities that include concept
development, industrial design, design and manufacturing engineering, production, distribution, and field service. The Company serves the
Medical, Military & Aerospace and Industrial & Instrumentation markets through three reportable business segments; Medical Device
(�Medical�), Complex Systems (�CS�) and Defense & Security Systems (�DSS�). Financial information by segment is presented in Note 16, Business
Segments, of the Notes to Consolidated Financial Statements included in this Annual Report on Form 10-K. All of the Company�s facilities are
registered to ISO standards, including 9001 or 13485, with most having additional certifications. The Company�s products and services include
products for Original Equipment Manufacturers (�OEM�) and Emerging Technology (�ET�) customers that are microprocessor-based systems that
include transducers, printed circuit boards and assemblies, sensors, and electromechanical components, as well as development and design
engineering services relating to these product sales. Sparton also develops and manufactures sonobuoys, anti-submarine warfare (�ASW�) devices
used by the United States Navy and other free-world countries. Many of the physical and technical attributes in the production of sonobuoys are
similar to those required in the production of the Company�s other electrical and electromechanical products and assemblies.

The Company�s website address is www.sparton.com. Information contained on our website is not part of this Annual Report on Form 10-K. Our
website provides public access to, among other items, the Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Quarterly Earnings
Releases, News Releases, Governance Guidelines, and the Code of Ethics, as well as various Board of Director committee charters. Upon
request, the Company provides, free of charge, copies of its periodic and current reports (e.g., Forms 10-K, 10-Q and 8-K) and amendments to
such reports that are filed with the Securities and Exchange Commission (�SEC�), as well as the Board of Director committee charters. Reports are
available as soon as reasonably practicable after such reports are filed with or furnished to the SEC, either at the Company�s website, through a
link to the SEC�s website or upon request through the Company�s Shareholders Relations Department.

Medical Segment

Medical Device operations, with locations in Ohio and Colorado, are comprised of contract development, design, production and fulfillment of
complex and sophisticated medical class I, class II and class III devices, as well as biotech devices and sub-assemblies for industry leading
OEM�s, ET�s, and start-ups. In manufacturing devices for its customers, this business unit follows specific design and manufacturing processes to
assure product reliability and safety in accordance with Food and Drug Administration (�FDA�) guidelines and approvals. This group specializes
in technologies, systems and processes required by medical OEM and ET customers primarily in the Diagnostic, Therapeutic and Surgical
segments of the Medical Device and Biotech market spaces.

Our Medical segment�s objective is to be the preferred contract design and manufacturer of medical devices/instruments for market leading
OEM�s as well as ET�s. The market is driven by providing the total solution concept, at a competitive price to the customer. Our market advantage
is our experience and knowledge of the market, breadth of services that we offer, and the referral relationships which have developed over the
past 20 years. The major corporations on the customer side want to focus their time and energy supporting their major profit areas of
consumables and new innovation through research and development. In addition, many companies are outsourcing certain engineering activities
finding it costly and inefficient to have full time engineers available for new product development which cycles with new projects every three to
five years. This is the niche that has proven to be successful to Sparton Medical.
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The contract manufacturing of highly complex medical instrumentation is a fairly young industry with no dominant player in the market. In the
past, large Printed Circuit Board contract manufacturers have sold their �box build� capabilities and have been very successful. The industry has
continued to grow with more companies developing Printed Circuit Board Assembly (�PCBA�) capabilities and others entering the market via
mergers and acquisitions of smaller companies. This has led to stronger competition with larger companies that have the financial resources to
offer the services that the customers are requiring. Customers will assume that quality will be 100% and will drive their decisions based on
pricing and services offered that best fit their total solutions needs.

The understanding of the medical market needs is critical for our success. We are well positioned with our engineering development, reliability
engineering, manufacturing/testing, and support services to meet our current organic growth plans. Additional growth may be gained through an
acquisition strategy employed to expand our market reach and footprint into other geographic areas of the U.S and abroad.

On August 6, 2010, the Company completed the acquisition of certain assets related to the contract manufacturing business of Delphi Medical
Systems, LLC (�Delphi Medical� or �Delphi�) in an approximate $8.4 million all-cash transaction. The acquired business, which is reported in the
Company�s Medical segment, provides a new and diversified customer base and provides Sparton with a geographic presence in the western
United States. Delphi Medical primarily manufactures OEM medical devices including blood separation equipment, spinal surgery products and
3-D eye mapping devices. It also provides engineering and manufacturing support to a market-leading environmental sensor company whose
markets include meteorology, weather critical operations and controlled environment applications.

On March 4, 2011, the Company completed the acquisition of certain assets and assumption of certain liabilities of Byers Peak, Incorporated
(�Byers Peak�) in an approximate $4.1 million all-cash transaction. The acquired business, which is reported in the Company�s Medical segment,
provides further expansion into the therapeutic device market, diversifies Sparton�s customer base, and further expands the Company�s geographic
reach into the western United States. Additionally, the acquisition increases Sparton�s offerings with the inclusion of field service and
refurbishment capabilities. Byers Peak primarily manufactures medical devices for OEM and emerging technology companies in the Therapeutic
device market, including devices for surgical navigation, radio frequency energy generation, arterial disease, and kidney dialysis. It also has a
field service and installation group that primarily provides water filtration and disinfection systems for the medical industry as well as device
refurbishment programs. Additionally, Byers Peak provides electromechanical device manufacturing support for a limited number of customers
outside of the medical industry.

Fenwal Blood Technologies, which became a customer with the Delphi acquisition, contributed 15% and 12% of consolidated revenue during
the years ended June 30, 2012 and 2011, respectively. Medical sales to Siemens Diagnostics accounted for 11%, 18% and 21% of consolidated
revenue for the fiscal years ended June 30, 2012, 2011 and 2010, respectively. The loss of either Siemens Diagnostics or Fenwal Blood
Technologies as a customer could have a material adverse financial effect on the Company. We are dependent on a few large customers and the
loss of such customers or reduction in their demand could substantially harm our business and operating results. See Item 1A, �Risk Factors�, for a
further discussion regarding these customers. While the overall relationships with Siemens Diagnostics and Fenwal Blood Technologies are
important to Sparton, the contracts with these companies are such as ordinarily accompany the kind of business conducted by Sparton and the
Company does not believe that it is substantially dependent on any individual contract or agreement with these customers. The contractual
arrangements entered into with Siemens Diagnostics and Fenwal Blood Technologies are represented by master agreements which include
certain master terms and conditions of Sparton�s relationship with these customers. These agreements do not commit the customers to any
specific volume of purchases. Moreover, these terms can be amended in appropriate circumstances. Thus, until these customers submit a
purchase order to Sparton, there is no guarantee of any revenue to Sparton. Rather than depending on these contracts for revenue, the Company
accepts purchase orders from these customers which determine volume and delivery requirements. Medical backlog was approximately $46.2
million and
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$42.3 million at June 30, 2012 and 2011, respectively. A majority of the June 30, 2012 Medical backlog is currently expected to be realized
within the next 12 months.

As a medical device manufacturer, Sparton Medical Systems operates in a heavily regulated environment. Despite efforts to harmonize domestic
and international regulations, inconsistencies still exist. Quality Management System requirements are generally compatible but device approval,
licensing and environmental requirements vary widely and change frequently. RoHS (Restriction of Hazardous Substances) and REACH
(Registration, Evaluation and Authorization of Chemicals) directives are among the more recent regulatory challenges. Similar environmental
regulations are expected from other countries and the United States. Non-compliance risks range from variance notifications to
production/shipping prevention depending upon the agency and form of non-compliance.

Complex Systems Segment

Sparton�s Complex Systems Business Unit, with locations in Florida and Vietnam, provides complex electronics systems to multiple industries,
offering end-to-end development and manufacturing solutions focused on high expectations of quality and delivery performance through an
international footprint. As a vertically integrated business unit, we assist in providing our customers with seamless development of circuit card
and sub-assemblies for integration into electro-mechanical solutions. Complex Systems has a diverse and highly skilled group of engineers that
focus on maximizing efficiency and cost containment at the various steps in the design, engineering, and manufacturing process. These
electronic specialists act as an intelligent source and ideal partner for development firms and OEMs. This business unit is a trusted source and
supplier for low to medium volume/high complexity commercial and military aerospace applications, telecommunications, energy, and industrial
controls. Current portfolio of applications includes: flight controls, cockpit displays, fuel system controls, secure communications, early warning
detection, diagnostics systems, security systems, detection systems, lighting, satellite communications, audio, nuclear detection, inventory
control, and defense.

The segment competes against numerous foreign and domestic companies in addition to the internal capabilities of some of our customers. Some
of our competitors have substantially greater financial, manufacturing or marketing resources than we do. Sparton�s Complex Systems Business
Unit excels in providing low-volume, high-mix services. OEM�s in our market segments are continually driving costs out of their respective
businesses through outsourcing strategies, allowing opportunity for Sparton to capture additional value add opportunities. We believe that the
principal competitive factors in our targeted electronic manufacturing services (�EMS�) markets are engineering capabilities, product quality,
flexibility, cost and timeliness in responding to design and schedule changes, reliability in meeting product delivery schedules, pricing, rapid
prototyping, technological sophistication and geographic location.

Complex Systems provides to its customers support services that include engineering services, design, material management, obsolescence
analysis and management, documentation development, and process improvement. Our engineering services, led by our rapid prototype and
pilot build process, offer our customers a high quality product that can quickly be placed into their channels of distribution. Once a product has
been proven viable, we offer domestic and low cost country manufacturing and distribution solutions.

The segment strives to exceed customers� expectations of low cost with high delivery and quality performance. As these attributes are demanded
by Complex Systems customers that produce the aforementioned products, Complex Systems strives to exceed those expectations through
utilization of contemporary management tools to ascertain the effectiveness of all business operating systems. This has allowed Complex
Systems to gain competitive traction in the market place.

Sparton Complex Systems continues to engage in ongoing strategic initiatives to expand market awareness of Sparton capabilities. As we
continue to execute to our growth strategy, we anticipated adding additional resources in business development, marketing, program
administration and product launch services. We further
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intend to expand our internet presence and continue the direct participation in trade shows and regional and national networking forums. We are
also engaged with local and regional economic development authorities and have developed alliances with higher education institutionals�
research and development programs as well as county and regional economic leadership teams. Our Vietnam location continues to be engaged
with the local government authority assisting North American companies seeking to conduct business in Vietnam. These additional efforts will
allow focused marketing for each of our identified markets optimizing our ability to selectively target new customers.

Complex Systems backlog was approximately $25.5 million and $29.5 million at June 30, 2012 and 2011, respectively. A majority of the
June 30, 2012 Complex Systems backlog is currently expected to be realized within the next 12 months.

The majority of Sparton�s Complex Systems customers are in highly regulated industries where strict adherence to regulations is required such as
the FDA, the International Tariff and Arms Regulations (�ITAR�) and the Federal Aviation Administration (�FAA�). These requirements are highly
technical in nature and require strict adherence and documentation related to operational processes. Sparton�s quality system provides us the
ability to service such markets, differentiating Sparton from some potential competitors which lack such systems.

DSS Segment

DSS operations, located in Florida, are comprised of design, development and production of products for a number of technologically significant
programs aimed at fulfilling defense and commercial needs. Specializing in the development and production of complex electromechanical
equipment, DSS designs and manufactures sonobuoys, anti-submarine warfare (�ASW�) devices for the U.S. Navy and foreign governments that
meet Department of State licensing requirements. This business unit also performs an engineering development function for the United States
military and prime defense contractors for advanced technologies ultimately leading to future defense products as well as replacements for
existing products. The sonobuoy product line is built to the customer�s demanding specifications. These products are ITAR restricted and
qualified by the U.S. Navy, which limits opportunities for foreign competition.

DSS is partner to a 50/50 joint venture (�JV�) with UnderSea Sensor Systems, Inc. (�USSI�), the only other major producer of U.S. derivative
sonobuoys. USSI�s parent company is Ultra Electronics Holdings PLC, based in the United Kingdom. The JV operates under the name
ERAPSCO and allows Sparton and USSI to consolidate their own unique and complementary backgrounds to jointly develop and produce U.S.
derivative sonobuoy designs for the U.S. Navy as well as foreign countries friendly to the U.S. In concept, and in practice, ERAPSCO serves as
a pass-through entity maintaining no funds or assets. While the JV provides the opportunity to maximize efficiencies in the design and
development of the related sonobuoys, both venture companies function independently as subcontractors; therefore, there is no separate entity to
be accounted for or consolidated. The Board of Directors of ERAPSCO has the responsibility for the overall management and operation of the
JV. The six member board consists of equal representation (full time employees) from both JV partners for three year terms. Manpower for
ERAPSCO, specifically a president, vice president, general manager, contract administrator and financial manager, are similarly assigned by the
JV partners for rotating three year terms and the costs of these assigned individuals are borne by the party assigning the personnel. In response to
a customer request for proposal (�RFP�) that ERAPSCO will bid on, the Board of Directors of ERAPSCO determines both the composition of a
response to the RFP and the composite bid to be submitted to the customer. The Board of Directors strives to divide the aggregate contract
awards at a 50/50 share ratio. Each JV partner bears the costs it incurs associated with the preparation and submission of proposals. Each JV
partner submits to ERAPSCO a proposal for the estimated price of performing that portion of the RFP applicable to it. Upon award of a contract
to the JV, separate subcontracts are generated between ERAPSCO and each of the JV partners defining the responsibilities and compensation for
each JV partner. These subcontracts contain terms and conditions consistent with the prime contract. Each JV partner is responsible for the
successful performance of its bid to the JV for its respective scope of work and each JV partner is responsible for profit or losses sustained in the
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execution of the subcontract against its respective bid. Under ERAPSCO, individual contract risk exposures are reduced, while the likelihood of
achieving U.S. Navy and other ASW objectives is enhanced. ERAPSCO has been in existence for approximately twenty years and historically,
the agreed upon products included under the JV were generally developmental or sonobuoys with low volume demand. Five years ago, the JV
expanded to include all future sonobuoy development and substantially all U.S. derivative sonobuoy products for customers outside of the
United States. The JV was further expanded to include all sonobuoy products for the U.S. Navy beginning with U.S. Navy�s 2010 fiscal year
contracts.

While the ERAPSCO agreement provides certain benefits to Sparton as described above, the Company does not believe that it is substantially
dependent upon this agreement to conduct its business. If in the future, Sparton determines that this commercial arrangement is no longer
beneficial, the Company has the ability to terminate the joint venture in relation to future business awards and return to independent bidding for
U.S. Navy and foreign government ASW awards.

New internally funded products are under development for sale as commercial products to the navigation and underwater acoustic systems
markets. Markets for these products include autonomous underwater and ground vehicles, as well as unattended aerial vehicles as our product
offerings grow. The principal example of such products is a family of precision navigation sensors for applications such as navigation or
undersea petroleum exploration. Competition among companies that build these products is intense and dynamic. As such, development of our
commercial products requires the identification of sustainable competitive advantages (�SCA�) prior to investment to ensure there is a viable
market for our products. Each new product must advance the technology available to the market enough to overcome the inherent inertia
preventing potential customers from switching from competitor�s products. Likewise, existing products are evaluated periodically to ensure their
SCA is still maintained and if not, either redesign or end-of-life occurs. The expansion of our commercial product lines leverages the intrinsic
engineering talent at DSS and capitalizes on the sonobuoy product volumes to provide technological as well as economies of scale advantages.
Pursuit of commercial markets and all sales and profits from this endeavor are not a part of the ERAPSCO JV.

Sonobuoy and related engineering services, including sales to the U.S. Navy, accounted for approximately 33%, 33% and 36% of consolidated
revenue for the fiscal years ended June 30, 2012, 2011 and 2010, respectively. Sales to the U.S Navy, including subcontract sales through
ERAPSCO, accounted for 20%, 30% and 28% of consolidated revenue for the fiscal years ended June 30, 2012, 2011 and 2010, respectively.
The U.S. Navy issues multiple contracts annually for its sonobuoy and engineering requirements. The loss of U.S. Navy sonobuoy sales would
have a material adverse financial effect on the Company. While the overall relationship with the U.S. Navy is important to Sparton, the contracts
with the U.S. Navy, including subcontracts through ERAPSCO, ordinarily accompany the kind of business conducted by Sparton and the
Company does not believe that it is substantially dependent on any individual contract or agreement with this customer.

DSS backlog was approximately $76.7 million and $65.5 million at June 30, 2012 and 2011, respectively. A majority of the June 30, 2012 DSS
backlog is currently expected to be realized within the next 12 to 16 months.

United States Navy contracts allow Sparton to submit advance billings, which are then applied against inventories purchased and manufacturing
costs incurred by the Company throughout its performance under these contracts. Inventories were reduced by advance billings to the U.S. Navy
for costs incurred related to long-term contracts, thereby establishing inventory to which the U.S. Navy then has title, of approximately $10.6
million and $9.0 million, respectively, at June 30, 2012 and 2011. At June 30, 2012 and 2011, current liabilities include advance billings of
$25.8 million and $13.0 million, respectively, on Navy contracts. As these billings are in excess of cost, there is no inventory to which the
government would claim title and, therefore, no offset to inventory has been made.

During fiscal 2012 and 2011, DSS incurred internally funded research and development (�R&D�) expenses of $1.3 million and $1.1 million,
respectively, for the internal development of technologies for use in navigation
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and oil and gas exploration. During fiscal 2010, DSS incurred no expenditures for R&D not funded by customers. Customer funded R&D costs,
which are usually part of a larger production agreement, totaled approximately $8.6 million, $9.1 million and $10.0 million for the years ended
June 30, 2012, 2011 and 2010, respectively.

DSS�s business is affected by numerous laws and regulations relating to the award, administration and performance of U.S. Navy contracts. The
U.S. Navy generally has the ability to terminate DSS contracts, in whole or in part, without prior notice, for convenience or for default based on
performance. If any of these contracts were terminated for convenience, Sparton would generally be protected by provisions covering
reimbursement for costs incurred on the contracts and profit on those costs, but not the anticipated profit that would have been earned had the
contract been completed.

Other

Non-sonobuoy related manufacturing and services are sold primarily through a direct sales force. In addition, our divisional and executive
management teams are an integral part of our sales and marketing teams.

While overall sales can fluctuate during the year in each of our segments, revenues for our Complex Systems and DSS segments are typically
higher in the second half of the Company�s fiscal year as compared to the first half. Various factors can affect the distribution of our revenue
between accounting periods, including the timing of customer orders, including U.S. Navy and friendly foreign government contract awards, the
availability of government funding, production calendars, product deliveries and customer acceptance.

Materials for our operations are generally available from a variety of worldwide sources, except for selected components. Access to
competitively priced materials is critical to success in our businesses. In certain markets, the volume purchasing power of our larger competitors
creates a cost advantage for them. The Company has encountered availability and extended lead time issues on some electronic components due
to strong market demand, and this condition resulted in higher prices and late deliveries. However, the Company does not expect to encounter
significant long-term problems in obtaining sufficient raw materials. The risk of material obsolescence in our businesses is less significant than
that which exists in many other markets since raw materials and component parts are generally purchased only upon receipt of a customer�s
order. However, excess material resulting from order lead-time is a risk factor due to potential order cancellation or design changes by
customers.

Sparton earns revenues from United States based customers as well as foreign country based customers. Additionally, the Company has a
manufacturing facility in Vietnam. Financial information regarding the Company�s geographic sales concentration and locations of long-lived
assets is presented in Note 17, Business, Geographic and Sales Concentration, of the Notes to Consolidated Financial Statements included in this
Annual Report on Form 10-K.

At June 30, 2012, Sparton employed 950 people, including 83 contractors. None of the Company�s employees are represented by a labor union.
The Company considers employee relations to be good.
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Executive Officers of the Registrant

Information with respect to executive officers of the Registrant is set forth below. The positions have been held for the periods noted.

Cary B. Wood Chief Executive Officer since November 2008 and President since April 2009. Previously Mr. Wood held the
position of Chief Operating Officer for Citation Corporation in Novi, MI since August 2004. (Age 45)

Gregory A. Slome Senior Vice President and Chief Financial Officer since April 2009. Previously, Mr. Slome was an independent
financial contractor since November 2007. Prior to that date, Mr. Slome was Director of Treasury and
International Finance for U.S. Robotics Corporation in Schaumburg, IL since July 2000. (Age 49)

Gordon B. Madlock Senior Vice President, Operations since January 2009. Previously, Mr. Madlock held the position of Senior Vice
President of Operations for Citation Corporation in Novi, MI since September 1999. (Age 54)

Michael W. Osborne Senior Vice President, Corporate Development since June 2012. Previously Mr. Osborne held the position of
Senior Vice President, Corporate and Business Development since January 2009. Prior to that date, Mr. Osborne
held the position of Vice President, Operations at The Niven Marketing Group in Carol Stream, IL since January
2006. Prior to that date, Mr. Osborne held the position of Vice President, Operations & Engineering at Gardner
Bender in Milwaukee, WI since March 2004. (Age 41)

Steven M. Korwin Senior Vice President, Quality, Engineering and Information Systems since September 2010 and Senior Vice
President, Quality and Engineering since September 2009. Previously, Mr. Korwin held the position of Group
Vice President, Electronic Manufacturing Services since December 2008. Prior to that date, Mr. Korwin held the
position of Vice President of Quality and Engineering for Citation Corporation in Novi, MI since October 2005.
(Age 49)

Lawrence R. Brand Vice President, Human Resources since May 2011. Previously, Mr. Brand held the position of Director,
Corporate Human Resources since February 2010. Prior to that date, Mr. Brand held the position of Senior
Manager, Human Resources for Fellowes, Inc. in Itasca, IL since November 2004. (Age 45)

Jake Rost Vice President, Business Development since June 2012. Previously, Mr. Rost held the position of Vice
President/General Manager, Medical Business Unit since March 2011. Prior to that date, Mr. Rost held the
position of Vice President, Business Development for Byers Peak since January 2007. (Age 43)

James M. Lackemacher Vice President/General Manager, Defense and Security Systems Business Unit since April 2005. Previously Mr.
Lackemacher held the position of Director of Government Engineering since September 2003. (Age 50)

Robert L. Grimm II Vice President/General Manager, Complex Systems Business Unit since July 2010. Previously Mr. Grimm held
the position of General Manager, Electronic Manufacturing Services since January 2009. Prior to that date, Mr.
Grimm held the position of General Manager for Citation Corporation in Novi, Michigan. (Age 46)

There are no family relationships among the persons named above. All officers are elected annually and serve at the discretion of the Board of
Directors.
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ITEM 1A. RISK FACTORS
We operate in a changing economic, political and technological environment that presents numerous risks, many of which are driven by factors
that we cannot control or predict. The following discussion, as well as our �Critical Accounting Policies and Estimates� and �Management�s
Discussion and Analysis� in Item 7, highlight some of these risks. The terms �Sparton,� �the Company,� �we,� �us,� and �our� refer to Sparton Corporation
and subsidiaries.

The industry is extremely competitive and we depend on continued outsourcing by OEMs.

The Complex Systems and Medical industries in general are highly fragmented and intensely competitive. Our contract manufacturing services
are available from many sources, and we compete with numerous domestic and foreign firms. Within Sparton�s target market, the high-mix, low-
to medium-volume sector of the Complex Systems and Medical industries, there are substantially fewer competitors, but competition remains
strong. Some competitors have substantially greater manufacturing, R&D, marketing or financial resources and, in some cases, have more
geographically diversified international operations. Sparton expects competition to intensify further as more companies enter our target markets
and our customers consolidate. In the future, increased competition from large electronic component manufacturers that are selling, or may begin
to sell, electronics manufacturing services may occur. Future growth will depend on new outsourcing opportunities, and could be limited by
OEMs performing such functions internally or delaying their decision to outsource.

DSS is partner to a 50/50 joint venture agreement with USSI, the only other major producer of U.S. derivative sonobuoys. If USSI were to
terminate this joint venture, DSS would be required to return to independent bidding and production for U.S. Navy and other foreign country
sonobuoy business. If this was to happen, it is possible that the Company�s future results could be negatively impacted. Starting with the 2014
U.S. Government fiscal year, the U.S. Navy will open up its sonobuoy contract bidding process potentially allowing additional competitors to
vie for this business. While the Company believes that there are significant barriers to entry into the sonobuoy market, if a new competitor was
able to successfully develop the necessary technical capabilities and gain entry into the market space, the Company�s future results could be
negatively impacted.

In some cases, Sparton may not be able to offer prices as low as some competitors for a host of reasons. For example, those competitors may
have lower cost structures for their services, they may be willing to accept business at lower margins in order to utilize more of their excess
capacity, or they may be willing to take on business at low or even zero gross margins to gain entry into the Company�s markets. Upon the
occurrence of any of these events, our net sales would likely decline. Periodically, we may be operating at a cost disadvantage compared to some
competitors with greater direct buying power. As a result, competitors may have a competitive advantage and obtain business from our
customers.

Principal competitive factors in our targeted markets are believed to be quality, reliability, the ability to meet delivery schedules, customer
service, technological sophistication, geographic location and price. During periods of recession in the Complex Systems and Medical industries,
our competitive advantages in the areas of adaptive manufacturing and responsive customer service may be of reduced importance due to
increased price sensitivity. We also expect our competitors to continue to improve the performance of their current products or services, to
reduce their current products or service sales prices and to introduce new products or services that may offer greater performance and improved
pricing. Any of these could cause a decline in sales, loss of market acceptance of our products or services, profit margin compression, or loss of
market share.

Our operating results are subject to general economic conditions and may vary significantly from period to period due to a number of
factors.

We are subject to inflation, interest rate changes, availability of capital markets, consumer spending rates, the effects of governmental plans to
manage economic conditions and other national and global economic
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occurrences beyond our control. Such factors, economic weakness, and constrained customer spending have resulted in the past, and may result
in the future, in decreased revenue, gross margin, earnings or growth rates.

We can experience significant fluctuations in our annual and quarterly results of operations. In addition to general economic conditions, other
factors that contribute to these fluctuations are our effectiveness in managing manufacturing processes and costs, as well as the level of capacity
utilization of our manufacturing facilities and associated fixed costs, in order to maintain or increase profitability. The timing of our sonobuoy
sales to the U.S. Navy is dependent upon access to the test range and successful passage of product tests performed by the U.S. Navy.
Additionally, we rely on our customers� demands, which can and do change dramatically, sometimes with little notice. Such factors also could
affect our results of operations in the future.

Start-up costs and inefficiencies related to new or transferred programs can adversely affect our operating results and may not be
recoverable.

Start-up costs, the management of labor and equipment resources in connection with new programs and new customer relationships and the need
to estimate the extent and timing of required resources can adversely affect our profit margins and operating results. These factors are
particularly evident with the introduction of new products and programs. The effects of these start-up costs and inefficiencies can also occur
when new facilities are opened or programs are transferred from one facility to another.

If new programs or customer relationships are terminated or delayed, our operating results may be harmed, particularly in the near term. We may
not be able to recoup our start-up costs or quickly replace these anticipated new program revenues.

We depend on limited or single source suppliers for some critical components; the inability to obtain components as required, with favorable
purchase terms, could harm our business.

A significant portion of our costs are related to electronic components purchased to produce our products. In some cases our customers dictate
that we purchase particular components from a single or limited number of suppliers. Supply shortages for a particular component can delay
production, and thus delay shipments to customers and the associated revenue of all products using that component. This could cause the
Company to experience a reduction in sales, increased inventory levels and costs, and could adversely affect relationships with existing and
prospective customers. In the past, we have secured sufficient allocations of constrained components so that revenue was not materially
impacted. The Company believes that alternative suppliers are available to provide the components, including unique components, necessary to
manufacture our customers� products. If, however, we are unable to procure necessary components under favorable purchase terms, including at
favorable prices and with the order lead times needed for the efficient and profitable operation of our factories, our results of operations could
suffer.

The Dodd-Frank Wall Street Reform and Consumer Protection Act (the �Dodd-Frank Act�) contains provisions to improve the transparency and
accountability concerning the supply of minerals originating from the conflict zones of the Democratic Republic of Congo (�DRC�) and adjoining
countries. As a result, the SEC is required to establish new annual disclosure and reporting requirements for those companies who use �conflict�
minerals mined from the DRC and adjoining countries in their products. When these new requirements are implemented, they could affect the
sourcing and availability of minerals used in the manufacturing of our electrical components. As a result, we may not be able to obtain products
at competitive prices and there may be additional costs associated with complying with the new due diligence procedures as required by the
SEC. Also, since our supply chain is complex, we may face reputational challenges with our customers and other stakeholders if we are unable
to sufficiently verify the origins for all metals used in our products through the due diligence procedures that we implement. We may also
encounter challenges to satisfy those customers who require that all of the components of our products are certified as conflict free. If we are not
able to meet customer requirements, customers may choose to disqualify us as a supplier.
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We are dependent on a few large customers; the loss of such customers or reduction in their demand could substantially harm our business
and operating results.

For the fiscal year ended June 30, 2012, our sixteen largest customers, including the U.S. Navy, accounted for approximately 80% of total net
sales. The U.S. Navy, a DSS customer through the Company�s ERAPSCO agreement, represented 20% of our total net sales in the same period.
Fenwal Blood Technologies and Siemens Diagnostics, both Medical customers, contributed 15% and 11%, respectively, of total net sales in
fiscal 2012. We expect to continue to depend upon a relatively small number of customers, but we cannot ensure that present or future large
customers will not terminate, significantly change, reduce, or delay their manufacturing arrangements with us. In July 2012, Fenwal agreed to be
purchased by Fresenius SE. It is unclear what impact this transaction, if consummated, will have on Fenwal�s future business with the Company.
Because our major customers represent such a large part of our business, the loss of any of our major customers or reduced sales to these
customers could negatively impact our business.

During the fourth quarter of fiscal 2011, Siemens notified the Company that it intended to dual source two of its larger programs with the
Company beginning in fiscal 2012. Annual sales related to these programs aggregated $27.8 million in fiscal 2011 and $13.7 million in fiscal
2012. This dual sourcing is expected to have a continued adverse impact on fiscal 2013 sales from the Company�s Ohio facility. Related in part to
this event and in conjunction with the Company�s annual goodwill impairment, the Company recorded impairments of $13.2 million and $3.7
million in fiscal 2011 against its goodwill and customer relationships intangible asset, respectively, related to its Ohio reporting unit. See Item 7.
Management�s Discussion and Analysis of Financial Condition and Results of Operations � Critical Accounting Policies and Estimates � Goodwill
and Intangible Assets for a further description of these impairments.

Additionally, the U.S. Navy generally has the ability to terminate DSS contracts, in whole or in part, without prior notice, for convenience or for
default based on performance. If any of these U.S. Navy contracts were to be terminated for convenience, Sparton would generally be protected
by provisions covering reimbursement for costs incurred on the contracts and profit on those costs, but not the anticipated profit that would have
been earned had the contract been completed.

We rely on the continued growth and financial stability of our customers, including our major customers. Adverse changes in the end markets
they serve can reduce demand from our customers in those markets and/or make customers in these end markets more price sensitive.
Furthermore, mergers or restructurings among our customers or our customers� customers could increase concentration or reduce total demand as
the combined entities rationalize their business and consolidate their suppliers. Future developments, particularly in those end markets which
account for more significant portions of our revenues, could harm our business and our results of operations.

Sparton also generates large accounts receivable in connection with electronic contract manufacturing. If one or more of our customers
experiences financial difficulty and is unable to pay for the services provided, our operating results and financial condition could be adversely
affected. If our customers seek bankruptcy protection, they could act to terminate all or a portion of their business with us, originate new
business with our competitors and terminate or assign our long-term supply agreements. Any loss of revenue from our major customers,
including the non-payment or late payment of our invoices, could materially adversely affect our business, results of operations and financial
condition.

Congressional budgetary constraints or reallocations can reduce our government sales.

Our U.S. Government contracts have many inherent risks that could adversely impact our financial results. Future governmental sales could be
affected by a change in defense spending by the U.S. Government, or by changes in spending allocation that could result in one or more of our
programs being reduced, delayed or terminated, which could adversely affect our financial results. The Company�s U.S. governmental sales are
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funded by the federal budget. Changes in negotiations for program funding levels or unforeseen world events can interrupt the funding for a
program or contract. The timing of sonobuoy sales to the U.S. Navy is dependent upon access to their test facilities and successful passage of
their product tests. Any future reduction or interruption in access to the test range or changes in sonobuoy testing criteria may impact the
consistency or predictability of our reported revenues.

Customer cancellations, reductions, or delays could adversely affect our operating results.

We generally do not obtain long-term purchase commitments from our customers. Customers may cancel orders, delay the delivery of orders or
release orders for fewer products than we previously anticipated for a variety of reasons, including decreases in demand for their products and
services. Such changes by a significant customer, by a group of customers, or by a single customer whose production is material to an individual
facility could seriously harm results of operations in that period. In addition, since much of our costs and operating expenses are relatively fixed,
a reduction in customer demand would adversely affect our margins and operating income. Although we are always seeking new opportunities,
we cannot be assured that we will be able to replace deferred, reduced or cancelled orders.

Our inability to forecast the level of customer orders with much certainty makes it difficult to schedule production and maximize utilization of
manufacturing capacity. Additionally, we are often required to place materials orders from vendors, some of which are non-cancelable, based on
an expected level of customer volume. At June 30, 2012, non-cancelable purchase orders with vendors totaled approximately $27.3 million. If
actual demand is higher than anticipated, we may be required to increase staffing and other expenses in order to meet such demand of our
customers. Alternatively, anticipated orders from our customers may be delayed or fail to materialize, thereby adversely affecting our results of
operations. Such customer order fluctuations and deferrals have had a material adverse effect on us in the past, and we may experience similar
effects in the future.

Such order changes could cause a delay in the repayment to us for inventory expenditures we incurred in preparation for the customer�s orders or,
in certain circumstances, require us to return the inventory to our suppliers, resell the inventory to another customer or continue to hold the
inventory. In some cases, excess material resulting from longer order lead time is a risk due to the potential of order cancellation or design
changes by customers. Additionally, dramatic changes in circumstances for a customer could also negatively impact the carrying value of our
inventory for that customer.

The Company and its customers may be unable to keep current with technological changes.

Our customers participate in markets that have rapidly changing technology, evolving industry standards, frequent new product introductions,
and relatively short product life cycles. The introduction of products embodying new technologies or the emergence of new industry standards
can render existing products obsolete or unmarketable. Our success depends upon our customers� ability to enhance existing products and to
develop and introduce new products, on a timely and cost-effective basis, that keep pace with technological developments and emerging industry
standards, and address increasingly sophisticated customer requirements. There is no assurance that our customers will do so, and any failure to
do so could substantially harm our customers and us.

Additionally, our future success will depend upon our ability to maintain and enhance our own technological capabilities, develop and market
manufacturing services and products which meet changing customer needs, and successfully anticipate or respond to technological changes in
manufacturing processes on a cost-effective and timely basis. If we are unable to do so, business, financial condition and operating results could
be materially adversely affected.

Our growth strategies could be ineffective due to the risks of further acquisitions.

Our growth strategy has included acquiring complementary businesses. We could fail to identify, finance or complete suitable acquisitions on
acceptable terms and prices. Acquisition efforts could increase a number of

14

Edgar Filing: SPARTON CORP - Form 10-K

Table of Contents 16



Table of Contents

risks, including diversion of management�s attention, difficulties in integrating systems and operations, potential loss of key employees and
customers of the acquired companies and exposure to unanticipated liabilities, as well as the price we pay may exceed the value we realize. Our
discovery of, or failure to discover, material issues during due diligence investigations of acquisition targets, either before closing with regard to
potential risks of the acquired operations, or after closing with regard to the timely discovery of breaches of representations or warranties, could
materially harm our business. Acquisitions also may result in the recording of goodwill and other intangible assets which are subject to potential
impairments in the future that could harm our financial results.

Our current use of advance billings within Government contracts may not continue.

Our current contracts with the U.S. Navy include provisions for certain billing and collection of funds from the Government in advance of
related inventory purchases and incurrence of manufacturing expenses. These contractual provisions are an integral part of our capital and
liquidity profile. While we have other sources of liquidity including, but not limited to, our operations, existing cash balances and our revolving
line-of-credit, and we believe we have sufficient liquidity for our anticipated needs over the next 12 months, no assurances regarding liquidity
can be made. The discontinuance of advance billing provisions from future U.S. Navy contracts would require us to fund the working capital
requirements related to these contracts from other sources and otherwise could materially adversely impact our business, results of operations
and financial condition.

Fluctuations in foreign currency exchange rates could increase operating costs.

A portion of the Company�s operations and some customers are in foreign locations. As a result, transactions may occur in currencies other than
the U.S. dollar. Currency exchange rates fluctuate on a daily basis as a result of a number of factors and cannot be easily predicted. Volatility in
the U.S. dollar could seriously harm our business, operating results and financial condition. The primary impact of currency exchange
fluctuations is on the adjustments related to the remeasurement of the Company�s Vietnamese financial statements into U.S. dollars, which are
included in current earnings, as well as impacting the cash, receivables, payables, property and equipment of our operating entities. The
Company currently does not use financial instruments to hedge foreign currency fluctuation and unexpected expenses could occur from future
fluctuations in exchange rates.

Failure to attract and retain key personnel and skilled associates could hurt operations.

Our success depends to a large extent upon the continued services of key management personnel. While we have employment contracts in place
with several of our executive officers, we nevertheless cannot be assured that we will retain our key employees, and the loss of service of any of
these officers or key management personnel could have a material adverse effect on our business growth and operating results.

Our future success will require an ability to attract and retain qualified employees. Competition for such key personnel is intense, and we cannot
be assured that we will be successful in attracting and retaining such personnel. Changes in the cost of providing pension and other employee
benefits, including changes in health care costs, investment returns on plan assets, and discount rates used to calculate pension and related
liabilities, could lead to increased costs in any of our operations.

Certain of our U.S. government contracts require our employees to maintain various levels of security clearances, and we are required to
maintain certain facility security clearances complying with U.S. Government requirements. If our employees are unable to obtain security
clearances in a timely manner, or at all, or if our employees who hold security clearances are unable to maintain the clearances or terminate
employment with us, then a customer requiring classified work could terminate the contract or decide not to renew it upon its expiration. In
addition, we expect that many of the contracts on which we will bid will require us to demonstrate our ability to obtain facility security
clearances and employ personnel with specified types of security clearances.
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To the extent we are not able to obtain facility security clearances or engage employees with the required security clearances for a particular
contract, we may not be able to bid on or win new contracts, or effectively bid on expiring contracts.

We are involved in legal proceedings and unfavorable decisions could materially affect us.

Our business activities expose us to risks of litigation with respect to our customers, suppliers, creditors, shareholders, product liability, or
environmental-related matters. We may incur significant expense to defend or otherwise address current or future claims. Any litigation, even a
claim without merit, could result in substantial costs and diversion of resources, and could have a material adverse effect on our business and
results of operations. Although we maintain insurance policies, we cannot assure you that this insurance will be adequate to protect us from all
material judgments and expenses related to potential future claims or that these levels of insurance will be available in the future at economical
prices or at all.

Adverse regulatory developments could harm our business.

Our business operates, and certain of our customers� businesses operate, in heavily regulated environments. We must manage the risk of changes
in or adverse actions under applicable law or in our regulatory authorizations, licenses and permits, governmental security clearances,
government procurement regulations or other legal rights in order to operate our business, manage our work force, or import and export goods
and services as needed. We also face the risk of other adverse regulatory actions, compliance costs, or governmental sanctions. The regulations
and regulatory bodies include, but are not limited to, the following: the Federal Acquisition Regulations, the Truth in Negotiations Act, the False
Claims Act and the False Statements Act, the Foreign Corrupt Practices Act, the Food and Drug Administration, the Federal Aviation
Administration and the International Traffic in Arms Regulations.

Our failure to comply with applicable regulations, rules and approvals or misconduct by any of our employees could result in the imposition of
fines and penalties, the loss of security clearances, the loss of our government contracts or our suspension or debarment from contracting with
the U.S. government generally, any of which would harm our business, financial condition and results of operations. See also additional risk
factors below relating to U.S. Government contract audits, securities laws regulations, environmental law regulations and foreign law
regulations.

U.S. Government audits and investigations could adversely affect our business.

Federal government agencies, including the Defense Contract Audit Agency (�DCAA�) and the Defense Contract Management Agency (�DCMA�),
routinely audit and investigate government contracts and government contractors� administrative processes and systems. These agencies review
the Company�s performance on contracts, pricing practices, cost structure and compliance with applicable laws, regulations and standards. They
also review the adequacy of the Company�s internal control systems and policies, including the Company�s purchasing, accounting, estimating,
compensation and management information processes and systems. Any costs found to be improperly allocated to a specific contract will not be
reimbursed, while such costs already reimbursed must be refunded. If an audit or investigation of our business were to uncover improper or
illegal activities, then we could be subject to civil and criminal penalties and administrative sanctions, including termination of contracts,
forfeiture of profits, suspension of payments, fines and suspension or prohibition from doing business with the U.S. Government. In addition,
responding to governmental audits or investigations may involve significant expenses and divert management attention. If any of the forgoing
were to occur, our financial condition and operating result could be materially adversely affected.

The Company responded in November 2011 to DCAA review comments received in the first quarter of fiscal 2012 regarding corrective actions
to improve the reliability for accumulating costs under government contracts. As a result, DCMA has determined our cost accounting system is
currently adequate and the Company
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remains eligible to receive costs reimbursable contracts from the U.S. Government. While the Company�s corrective actions remain open for
further review, the Company remains confident formal resolution of DCAA cost accounting practices findings will not have a material adverse
impact on the Company�s financial results.

The efficiency of our operations could be adversely affected by disruptions to our Information Technology (IT) Services, including
implementation of our new enterprise resource planning (�ERP�) system.

We rely in part on various IT systems to manage our operations and to provide analytical information to management. These systems are
vulnerable to, among other things, damage and interruption from power loss or natural disasters, computer system and network failures, loss of
telecommunication services, physical and electronic loss of data, security breaches and computer viruses. Any inefficiencies or production
down-times resulting from such disruptions could have a negative impact on our ability to meet customers� orders, resulting in a delay or
decrease to our revenue and a reduction to our operating margins. Further, we are in the process of implementing a new ERP system. While we
believe we are effectively managing the implementation, there are risks involved in the rollout of an enterprise wide project. Any disruption to
our financial or other systems as a result of the ERP rollout could have a material adverse impact on our business.

Business disruptions could seriously harm our business and results of operations.

Increased international political instability, evidenced by threats and occurrence of terrorist attacks, conflicts in the Middle East and Asia, and
strained international relations arising from these conflicts, may hinder our ability to do business. The political environment in communist
countries can contribute to the threat of instability. While we have not been adversely affected as yet due to this exposure, one of our facilities is
based in Vietnam, which is a communist country. These events have had and may continue to have an adverse impact on the U.S. and world
economies, particularly customer confidence and spending, which in turn could affect our revenue and results of operations. The impact of these
events on the volatility of the U.S. and world financial markets could increase the volatility of our securities and may limit the capital resources
available to us, our customers and our suppliers.

Our operations could be subject to natural disasters, disease and other business disruptions, including earthquakes, power shortages,
telecommunications failures, water shortages, tsunamis, floods, hurricanes, fires, pandemic outbreaks and other natural or manmade disasters,
which could seriously harm our financial condition and increase our expenses. In the past, hurricanes have adversely impacted the performance
of two of our production facilities located in Florida. We have a production facility outside Ho Chi Minh City, Vietnam. This area, in the tropics
and close to the sea, may be vulnerable to storms, floods and typhoons.

Changes in the securities laws and regulations have increased, and are likely to continue to increase our costs.

The Sarbanes-Oxley Act of 2002 (the �Sarbanes-Oxley Act�) and more recently the Dodd-Frank Act required or will require changes in some of
our corporate governance, securities disclosure and compliance practices. In response to the requirements of the Sarbanes-Oxley Act, the SEC
and the New York Stock Exchange (�NYSE�) promulgated new rules on a variety of subjects. Similar rules are expected to be promulgated in
relation to the Dodd-Frank Act. Compliance with these new rules has increased and may increase further our legal, financial and accounting
costs. Absent significant changes in related rules, which we cannot assure, we anticipate some level of increased costs related to these new
regulations to continue indefinitely. We also expect these developments to make it more difficult and more expensive to obtain director and
officer liability insurance, and we may be forced to accept reduced coverage or incur substantially higher costs to obtain coverage. Likewise,
these developments may make it more difficult for us to attract and retain qualified members of our Board of Directors or qualified management
personnel.
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If we are unable to maintain effective internal control over our financial reporting, investors could lose confidence in the reliability of our
financial statements, which could result in a reduction in the value of our common stock.

As required by Section 404 of the Sarbanes-Oxley Act, the SEC adopted rules requiring public companies to include a report of management on
the company�s internal control over financial reporting in their annual reports on Form 10-K. The report must contain an assessment by
management of the effectiveness of our internal control over financial reporting. In addition, the independent registered public accounting firm
auditing a company�s financial statements must attest to and report on the effectiveness of the company�s internal control over financial reporting,
if the Company�s public equity float remains above certain thresholds.

We are continuing our comprehensive efforts to comply with Section 404 of the Sarbanes-Oxley Act. If we are unable to maintain effective
internal control over financial reporting, this could lead us to issue a financial restatement or otherwise cause us to fail to meet our reporting
obligations to the SEC or could result in a finding by our independent auditors of a significant deficiency or material weakness in our controls
over financial reporting, which, in turn, could result in an adverse reaction to our stock in the financial markets due to a loss of confidence in the
reliability of our financial statements.

We are subject to a variety of environmental laws, which expose us to potential liability.

Our operations are regulated under a number of federal, state, provincial, local and foreign environmental laws and regulations, which govern,
among other things, the discharge of hazardous materials into the air and water, as well as the handling, storage and disposal of such materials.
These laws and regulations include the Clean Air Act, the Clean Water Act, the Resource, Conservation and Recovery Act and the
Comprehensive Environmental Response, Compensation and Liability Act, as well as analogous state and foreign laws. Compliance with these
environmental laws is a significant consideration for us because we use various hazardous materials in our manufacturing processes. We may be
liable under environmental laws for the cost of cleaning up properties we own or operate if they are or become contaminated by the release of
hazardous materials, regardless of whether we caused the release, even if we fully comply with applicable environmental laws. In the event of
contamination or violation of environmental laws, we could be held liable for damages including fines, penalties and the costs of remedial
actions and could also be subject to revocation of our discharge permits. Any such penalties or revocations could require us to cease or limit
production at one or more of our facilities, thereby harming our business. In addition, such regulations could restrict our ability to expand our
facilities or could require us to acquire costly equipment, or to incur other significant expenses to comply with environmental regulations,
including expenses associated with the recall of any non-compliant product.

Sparton has been involved with ongoing environmental remediation since the early 1980�s related to one of its former manufacturing facilities,
located in Albuquerque, New Mexico. At June 30, 2012, Sparton had accrued approximately $3.7 million as its estimate of the remaining
minimum future undiscounted financial liability with respect to this matter. Uncertainties associated with environmental remediation
contingencies are pervasive and often result in wide ranges of reasonably possible outcomes. Estimates developed in the early stages of
remediation can vary significantly. Normally a finite estimate of cost does not become fixed and determinable at a specific point in time. Rather,
the costs associated with environmental remediation become estimable over a continuum of events and activities that help to frame and define a
liability. Factors which cause uncertainties for the Company include, but are not limited to, the effectiveness of the current work plans in
achieving targeted results and proposals of regulatory agencies for desired methods and outcomes. It is possible that cash flows and results of
operations could be materially affected by the impact of changes associated with the ultimate resolution of this contingency. At June 30, 2012,
the Company estimates that it is reasonably possible, but not probable, that future environmental remediation costs associated with the
Company�s past operations at the Coors Road property, in excess of amounts already recorded and net of DOE reimbursement, could be up to
$2.4 million before income taxes over the next eighteen years. See Item 3 � �Legal Proceedings� of this Annual Report on Form 10-K.

18

Edgar Filing: SPARTON CORP - Form 10-K

Table of Contents 20



Table of Contents

Operations outside of the United States may be affected by legal and regulatory risks, and government reviews, inquiries or investigations
could harm the Company�s business.

The Company�s operations in Vietnam and the business it conducts outside the United States are subject to risks relating to compliance with legal
and regulatory requirements in the United States as well as in local jurisdictions. Additionally, there is a risk of potentially higher incidence of
fraud or corruption in certain foreign jurisdictions and greater difficulty in maintaining effective internal controls. From time to time, the
Company may conduct internal investigations and compliance reviews to ensure that the Company is in compliance with applicable laws and
regulations. Additionally, the Company could be subject to inquiries or investigations by government and other regulatory bodies. Any
determination that the Company�s operations or activities are not in compliance with United States laws, including the Foreign Corrupt Practices
Act, or various international laws and regulations could expose the Company to significant fines, penalties or other sanctions that may harm the
business and reputation of the Company.

If we are not able to protect our intellectual property and other proprietary rights, we may be adversely affected.

Our success can be impacted by our ability to protect our intellectual property and other proprietary rights. We rely primarily on patents,
trademarks, copyrights, trade secrets and unfair competition laws, as well as license agreements and other contractual provisions, to protect our
intellectual property and other proprietary rights. However, a significant portion of our technology is not patented, and we may be unable or may
not seek to obtain patent protection for this technology. Moreover, existing U.S. legal standards relating to the validity, enforceability and scope
of protection of intellectual property rights offer only limited protection, may not provide us with any competitive advantages, and may be
challenged by third parties. The laws of countries other than the United States may be even less protective of intellectual property rights.
Accordingly, despite our efforts, we may be unable to prevent third parties from infringing upon or misappropriating our intellectual property or
otherwise gaining access to our technology. If we fail to protect our intellectual property and other proprietary rights, then our business, results
of operations or financial condition could be negatively impacted.

Certain shareholders have significant control and shares eligible for public sale could adversely affect the share price.

As of June 30, 2012, the directors, executive officers and 5% shareholders beneficially owned or controlled an aggregate of approximately 48%
of our common stock. Accordingly, certain persons have significant influence over the election of our Board of Directors, the approval or
disapproval of any other matters requiring shareholder approval, and the affairs and policies of the Company. Such voting power could also have
the effect of deterring or preventing a change in control of the Company that might otherwise be beneficial to other shareholders. Conversely,
such voting power could have the effect of deterring or preventing a change in control of the Company that might otherwise be detrimental to
other shareholders. In addition, the Company�s stock is thinly traded. Thinly traded stocks can be susceptible to sudden, rapid declines in price,
especially when holders of large blocks of shares seek exit positions. Sales of substantial amounts of common stock by s
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