
BARNES GROUP INC
Form 10-K
February 25, 2008
Table of Contents

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

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

For the fiscal year ended December 31, 2007

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

For the transition period from             to            

Commission file number 1-4801

BARNES GROUP INC.
(Exact name of registrant as specified in its charter)

Delaware 06-0247840
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(State of incorporation) (I.R.S. Employer Identification No.)

123 Main Street, Bristol, Connecticut 06011-0489
(Address of Principal Executive Office) (Zip Code)

(860) 583-7070

Registrant�s telephone number, including area code

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

Title of each class Name of each exchange on which registered

Common Stock, $0.01 Par Value 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  x    No  ¨

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 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.  ¨

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  x Accelerated filer  ¨
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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 stock (Common Stock) held by non-affiliates of the registrant as of the close of business on June 30,
2007 was approximately $1,556,111,969, based on the closing price of the Common Stock on the New York Stock Exchange on that date. The
registrant does not have any non-voting common equity.

The registrant had outstanding 54,145,766 shares of common stock as of February 20, 2008.

Documents Incorporated by Reference

Portions of the registrant�s definitive proxy statement to be delivered to stockholders in connection with the Annual Meeting of Stockholders to
be held May 8, 2008 are incorporated by reference into Part III.
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PART I

Item 1. Business

BARNES GROUP INC.(1)

Barnes Group Inc. is an international aerospace and industrial components manufacturer and full service distributor serving a wide range of end
markets and customers. The products and services provided by Barnes Group are critical components for far-reaching applications that provide
transportation, communication, manufacturing and technology to the world. These vital needs are met by our skilled workforce, a critical
component of Barnes Group. Founded in 1857 and headquartered in Bristol, Connecticut, Barnes Group was organized as a Delaware
corporation in 1925. We have paid cash dividends to stockholders on a continuous basis since 1934. As of December 31, 2007, we had 6,523
employees at over 70 locations worldwide. We have three operating segments:

Barnes Aerospace, a specialized manufacturer and repairer of highly engineered components and assemblies for commercial and military
aviation;

Barnes Distribution, an international, full-service vendor managed inventory (�VMI�) distributor of industrial maintenance, repair, operating and
production (�MROP�) parts and supplies; and

Barnes Industrial, a global manufacturer of precision components for critical applications and one of the world�s largest manufacturers of
precision mechanical and nitrogen gas products.

BARNES AEROSPACE

Barnes Aerospace produces precision-machined and fabricated components and assemblies for original equipment manufacturer (�OEM�) turbine
engine, airframe and industrial gas turbine builders throughout the world, and the military. Barnes Aerospace also provides jet engine component
overhaul and repair services for many of the world�s major turbine engine manufacturers, commercial airlines and the military. Barnes Aerospace
participates in aftermarket Revenue Sharing Programs (�RSPs�) each of which is with General Electric Company (�General Electric�) and under
which Barnes Aerospace receives the exclusive right to supply designated aftermarket parts for the life of the related aircraft engine program.
Barnes Aerospace products and services are sold primarily through its sales force. Sales to General Electric by Barnes Aerospace accounted for
approximately 64% of its sales in 2007.

Barnes Aerospace�s machining and fabrication operations, with facilities in Arizona, Connecticut, Michigan, Ohio, Utah and Singapore, produce
critical engine and airframe components through technically advanced processes such as creep-feed grinding, multi-axis milling and turning, and
electrical discharge machining. Barnes Aerospace also specializes in hot and cold forming of complex parts made from difficult-to-process
materials such as titanium, cobalt, inconel and other aerospace alloys. Additional capabilities include superplastic forming and diffusion
bonding, machining of high temperature superalloys and various automated and manual welding processes. Customers include airframe and gas
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turbine engine manufacturers for commercial and military jets, business jets, and land-based industrial gas turbines. Barnes Aerospace has
long-standing customer relationships which enable it to participate in the design phase of components and assemblies through which customers
are provided with manufacturing research, testing and evaluation.

Barnes Aerospace�s manufacturing business competes with both the leading jet engine OEMs and a large number of machining and fabrication
companies. Competition is based mainly on quality, engineering and technical capability, product breadth, service and price.

(1) As used in this annual report, �Company,� �Barnes Group,� �we� and �ours� refer to the registrant and its consolidated subsidiaries except where
the context requires otherwise, and �Barnes Aerospace,� �Barnes Distribution,� and �Barnes Industrial,� refer to the registrant�s businesses, but
not to separate corporate entities.

1
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Barnes Aerospace�s aftermarket facilities, located in Connecticut, Ohio and Singapore, specialize in the refurbishment of select jet engine
components such as cases, rotating air seals, shrouds and honeycomb air seals. Processes performed at these facilities include electron beam
welding, laser welding, plasma coating, vacuum brazing and water jet cleaning. Customers include airlines and engine overhaul businesses
throughout the world and the military.

Competition for the repair and overhaul of turbine engine components comes from three principal sources: OEMs, major commercial airlines
and other independent service companies. Some major commercial airlines own and operate their own service centers and sell repair and
overhaul services to other aircraft operators. OEMs also maintain service centers that provide repair and overhaul services for the components
that they manufacture. Other independent service organizations also compete for the repair and overhaul business of users of aircraft
components. Turnaround time, technical capability, price, quality and overall customer service are important competitive factors.

BARNES DISTRIBUTION

Barnes Distribution is an industry leader in vendor managed inventory for maintenance, repair, operating and production supplies. Since 1927, it
has grown to be one of the largest value-added MROP distributors in North America, providing a wide variety of high-volume replacement parts
and other products as well as inventory management and logistic services to a diversified customer base. Barnes Distribution also distributes
products in more than 40 countries supported by distribution or sales centers in the United States, Belgium, Canada, Denmark, France, Germany,
Holland, Italy, Spain and the United Kingdom.

Barnes Distribution distributes approximately 95,000 stocked replacement parts and other products and has developed or acquired quality brand
names such as Bowman®, Curtis®, Kar® Products, Mechanics Choice®, Autoliaisons, Motalink, and KENT. These parts and products include
fasteners, electrical supplies, hydraulic components, chemicals and security products. The products sold by Barnes Distribution are obtained
from outside suppliers.

Barnes Distribution faces active competition. The products sold by Barnes Distribution are not unique, and its competitors carry substantially
similar products. Barnes Distribution competes based on service alternatives, timeliness and reliability of supply, price, and product breadth and
quality. In addition, Barnes Distribution positions itself as a partner in the operations of its customers and helps them increase their profitability
by working with them to provide supply management solutions based on its VMI model.

Barnes Distribution offers an array of service options, built around a VMI business model, which are designed to improve the productivity of its
customers while substantially reducing procurement and transaction costs. Barnes Distribution has a well-diversified customer base ranging
from small repair shops to the largest railroads, utilities, food processors, chemical producers, and vehicle fleet operators. Barnes Distribution�s
products are sold through its technically trained direct sales force of over 1,700 employees and through its distributors.

BARNES INDUSTRIAL

Barnes Industrial is a global provider of precision components for critical applications; it is the largest manufacturer and supplier of precision
mechanical springs, compressor reed valves, and nitrogen gas products based in North America and among the world�s largest manufacturers of
precision mechanical products and nitrogen gas products. Barnes Industrial manufactures high-precision punched and fine-blanked components
used in transportation and industrial applications, nitrogen gas springs and manifold systems used to precisely control stamping presses;
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retention rings that position parts on a shaft or other axis; reed valves that are critical custom-engineered components used in compressors;
injection-molded plastic-on-metal and metal-in-plastic components and assemblies used in electronics, medical devices and consumer products.
It is equipped to produce virtually every type of precision spring, from fine hairsprings for electronics and instruments to large heavy-duty
springs for machinery.

2
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Barnes Industrial provides complete engineering solutions from concept to manufacturing. These include product design and development,
product and material testing, rapid prototyping and reduction of manufacturing cycle times. Barnes Industrial�s products are sold globally to
manufacturers in many industries, chiefly for use as components in their own products. Products are sold primarily through Barnes Industrial�s
direct sales force. Die springs and nitrogen gas springs, mechanical struts and standard parts, such as coil and flat springs, are distributed under
the brand names of Raymond® and SPEC®. Most of the products sold under the Raymond and SPEC brand names are manufactured by Barnes
Industrial.

Nearly all of Barnes Industrial�s products are highly engineered custom solutions that are designed and developed in collaboration with its
customers from concept through manufacturing. Barnes Industrial has a diverse customer base with products purchased primarily by durable
goods manufacturers located around the world in industries such as transportation, consumer products, farm equipment, telecommunications,
medical devices, home appliances and electronics. In the transportation industry, the customers include both OEMs and tier suppliers. Sales by
Barnes Industrial to its three largest customers accounted for approximately 20% of its sales in 2007.

Barnes Industrial has manufacturing operations in the United States, Brazil, Canada, China, Germany, Korea, Mexico, Singapore, Sweden,
Switzerland and the United Kingdom. The Associated Spring Raymond business unit has distribution locations in the United States, Brazil,
Canada, China, France, Mexico, Singapore, Spain and the United Kingdom.

Barnes Industrial competes with many large and small companies engaged in the manufacture and sale of custom metal components and
assemblies. Barnes Industrial competes on the basis of quality, service, reliability of supply, technology, innovation, design, and price.

FINANCIAL INFORMATION

The backlog of the Company�s orders believed to be firm at the end of 2007 was $580 million as compared with $496 million at the end of 2006.
Of the 2007 year-end backlog, $473 million was attributable to Barnes Aerospace and the balance was attributable to Barnes Industrial. Barnes
Aerospace�s backlog included $177 million which is scheduled to be shipped after 2008. Substantially all of the remainder of the Company�s
backlog is scheduled to be shipped during 2008. General Electric and its affiliates accounted for 18% of the Company�s total sales in 2007.

We continue to expand our global manufacturing footprint to service our worldwide customer base. The global economies have a significant
impact on the financial results of the business. Barnes Aerospace has significant manufacturing locations in Singapore; Barnes Distribution has
distribution centers and sales offices as well as a significant amount of business within Europe and Canada; and Barnes Industrial has
manufacturing operations in Europe, Canada, Asia, Mexico and South America. For an analysis of our revenue from sales to external customers,
and operating profit and assets by business segment as well as revenues from sales to external customers and long-lived assets by geographic
area, see Note 16 of the Notes to the Consolidated Financial Statements of this Annual Report on Form 10-K (�Annual Report�). During 2007, the
Company realigned its reportable business segments as described in Item 7.

RAW MATERIALS

The principal raw materials used by Barnes Aerospace to manufacture its products are titanium and inconel; however, Barnes Aerospace also
requires special materials such as cobalt and other complex aerospace alloys. Many of the products distributed by Barnes Distribution are made
of steel, copper or brass. The principal raw materials used by Barnes Industrial to manufacture its products are high-grade steel spring wire and
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flat rolled steel. Prices for steel, titanium and inconel, as well as other specialty materials, have periodically increased due to higher demand and,
in some cases, reduction of the availability of materials. If this combination of events occurs, the availability of certain raw materials used by us
or products sold by us may be negatively impacted.

3
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RESEARCH AND DEVELOPMENT

Although most of the products manufactured by us are custom parts made to customers� specifications, we are engaged in continuing efforts
aimed at discovering and implementing new knowledge that is useful in developing new products or services and significantly improving
existing products or services. In particular, Barnes Industrial�s Product Development Center is focused on design, development, and prototype
work and testing of new products and material for the Barnes Industrial segment. We spent approximately $6 million on research and
development activities in each of 2007, 2006 and 2005.

PATENTS AND TRADEMARKS

Patents, trademarks, licenses, franchises and concessions are not significant to any of our businesses.

EXECUTIVE OFFICERS OF THE COMPANY

For information regarding the Executive Officers of the Company, see Part III, Item 10 of this Annual Report.

ENVIRONMENTAL

Compliance with federal, state, and local laws, as well as those of other countries, which have been enacted or adopted regulating the discharge
of materials into the environment or otherwise relating to the protection of the environment has not had a material effect, and is not expected to
have a material effect, upon our capital expenditures, earnings, or competitive position.

AVAILABLE INFORMATION

Our Internet address for our website is www.barnesgroupinc.com. Our annual report on Form 10-K, quarterly reports on Form 10-Q, current
reports on Form 8-K, and amendments to those reports are available without charge on our website as soon as reasonably practicable after they
are filed with, or furnished to, the Securities and Exchange Commission. In addition, we have posted on our website, and will make available in
print to any stockholder who makes a request, our corporate governance guidelines, our code of business ethics and conduct and the charters of
the Audit Committee, Compensation and Management Development Committee and Corporate Governance Committee (the responsibilities of
which include serving as the nominating committee) of the Company�s Board of Directors.

FORWARD-LOOKING STATEMENTS
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Certain of the statements in this Annual Report may contain forward-looking statements as defined in the Private Securities Litigation Reform
Act of 1995. Forward-looking statements are made based upon management�s good faith expectations and beliefs concerning future
developments and their potential effect upon the Company and can be identified by the use of words such as �anticipated,� �believe,� �expect,� �plans,�
�strategy,� �estimate,� �project,� and other words of similar meaning in connection with a discussion of future operating or financial performance.
These forward-looking statements are subject to risks and uncertainties that may cause actual results to differ materially from those expressed in
the forward-looking statements. The risks and uncertainties, which are described in this Annual Report, include, among others, uncertainties
arising from the behavior of financial markets; future financial performance of the industries or customers that we serve; changes in market
demand for our products and services; integration of acquired businesses; changes in raw material prices and availability; our dependence upon
revenues and earnings from a small number of significant customers; uninsured claims; and numerous other matters of global, regional or
national scale, including those of a political, economic, business, competitive, regulatory and public health nature. The Company assumes no
obligation to update our forward-looking statements.

Item 1A. Risk Factors

Our business, financial condition or results of operations could be materially adversely affected by any of these risks. Please note that additional
risks not presently known to us or that we currently deem immaterial may also impact our business and operations.

4
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RISKS RELATED TO OUR BUSINESS

We depend on revenues and earnings from a small number of significant customers. Any loss, cancellation, reduction or delay in
purchases by these customers could harm our business. In 2007, our net sales to General Electric and its subsidiaries accounted for 18% of
our total sales and approximately 64% of Barnes Aerospace�s net sales were to General Electric. Approximately 20% of Barnes Industrial�s sales
in 2007 were to its three largest customers. Some of our success will depend on our continued ability to develop and manage relationships with
significant customers. We cannot assure you that we will be able to retain our largest customers. Some of our customers may in the future shift
their purchases from us to our competitors, in-house or to other sources. Our long-term sales agreements provide that until a firm order is placed
by a customer for a particular product, the customer may unilaterally reduce or discontinue its projected purchases without penalty. The loss of
one or more of our largest customers, any reduction or delay in sales to these customers, our inability to successfully develop relationships with
new customers, or future price concessions we make to retain customers could significantly reduce our sales and profitability.

Our ability to execute on capacity expansion and transfer-of-work initiatives may affect future revenues and profitability. Effective
capacity planning and execution and the transfer of work among facilities are key components for meeting customer demand. If we are unable to
effectively meet capacity requirements or transfer work among facilities, it may adversely impact our net sales, results of operations and cash
flows.

The global nature of our business exposes us to foreign currency fluctuations that may affect our future revenues and profitability. We
have manufacturing, sales and distribution facilities around the world, and the majority of our foreign operations use the local currency as their
functional currency. These include, among others, the Brazilian real, British pound sterling, Canadian dollar, Chinese yuan, Euro, Korean won,
Mexican peso, Singapore dollar, Swedish krona, Swiss franc and Thai baht. Because our financial statements are denominated in U.S. dollars,
changes in currency exchange rates between the U.S. dollar and other currencies expose us to translation risk when the local currency financial
statements are translated to U.S. dollars. Changes in currency exchange rates may also expose us to transaction risk. We may buy protecting or
offsetting positions or hedges in certain currencies to reduce our exposure to currency exchange fluctuations; however, these transactions may
not be adequate or effective to protect us from the exposure for which they are purchased. We have not engaged in any speculative hedging
activities. Currency fluctuations may impact our revenues and profitability in the future.

Our operations depend on our manufacturing, distribution, sales and service facilities in various parts of the world which are subject to
physical, financial, regulatory and other risks that could disrupt our operations. During 2007, approximately 40% of our sales were from
facilities outside of the United States. Also, we have 12 manufacturing facilities and 23 distribution/sales centers outside the United States and
Canada. The international scope of our business subjects us to risks such as threats of war, terrorism or instability of governments and legal
systems in countries in which we or our customers conduct business. In addition, because we depend upon our information systems to help
process orders, to manage inventory and accounts receivable collections, to purchase, sell and ship products efficiently and on a timely basis, to
maintain cost-effective operations, and to help provide superior service to our customers, any disruption in the operation of our information
systems, including widespread power outages, could have a material adverse effect on our business, financial condition, results of operations and
cash flows. Some of our facilities are located in areas that may be affected by natural disasters, including earthquakes or tsunamis, which could
cause significant damage and disruption to the operations of those facilities and, in turn, could have a material adverse effect on our business,
financial condition, results of operations and cash flows. Additionally, some of our manufacturing equipment and tooling is custom-made and is
not readily replaceable. Loss of such equipment or tooling could have a negative impact on our manufacturing business, financial condition,
results of operations and cash flows.

Although we have obtained property damage and business interruption insurance, a major catastrophe such as an earthquake, hurricane, flood or
other natural disaster at any of our sites, or significant labor strikes, work
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stoppages, political unrest, or any of the events described above, some of which may not be covered by our insurance, in any of the areas where
we conduct operations could result in a prolonged interruption of our business. Any disruption resulting from these events could cause
significant delays in the manufacture or shipment of products or the provision of repair and other services that may result in our loss of sales and
customers. Our insurance will not cover all potential risks, and we cannot assure you that we will have adequate insurance to compensate us for
all losses that result from any insured risks. Any material loss not covered by insurance could have a material adverse effect on our financial
condition, results of operations and cash flows. We cannot assure you that insurance will be available in the future at a cost acceptable to us or at
a cost that will not have a material adverse effect on our profitability, net income and cash flows.

Our significant international operations and assets subject us to additional financial and regulatory risks. We have operations and assets
in various parts of the world. In addition, we sell our products and services in foreign countries and seek to increase our level of international
business activity. Accordingly, we are subject to various risks, including: U.S.-imposed embargoes of sales to specific countries; foreign import
controls (which may be arbitrarily imposed or enforced); import regulations and duties; export regulations (which require us to comply with
stringent licensing regimes); anti-dumping regulations; price and currency controls; exchange rate fluctuations; dividend remittance restrictions;
expropriation of assets; war, civil uprisings and riots; government instability; the necessity of obtaining governmental approval for new and
continuing products and operations; legal systems or decrees, laws, taxes, regulations, interpretations and court decisions that are not always
fully developed and that may be retroactively or arbitrarily applied; and difficulties in managing a global enterprise. We have experienced
inadvertent violations of some of these regulations, including export regulations and regulations prohibiting air transport of aerosol products, in
the past, none of which has had or, we believe, will have a material adverse effect on our business. However, any significant violations of these
regulations in the future could result in civil or criminal sanctions, and the loss of export or other licenses which could have a material adverse
effect on our business. We may also be subject to unanticipated income taxes, excise duties, import taxes, export taxes or other governmental
assessments. In addition, our organizational structure may limit our ability to transfer funds between countries, particularly into and out of the
United States, without incurring adverse tax consequences. Any of these events could result in a loss of business or other unexpected costs that
could reduce sales or profits and have a material adverse effect on our financial condition, results of operations and cash flows.

Our ability to recover our significant deferred tax assets related to tax operating loss carryforwards depends on future income. We have
significant deferred tax assets related to operating loss carryforwards. The realization of these assets is dependent on our ability to generate
future taxable income during the operating loss carryforward period. Failure to realize this tax benefit could have a material adverse effect on
our financial conditions and results of operations.

Changes in the availability or price of materials and energy resources could adversely affect our costs and profitability. We may be
adversely affected by the availability or price of raw materials and energy resources, particularly related to certain manufacturing operations that
utilize high-grade steel spring wire and titanium. The availability and price of raw materials and energy resources may be subject to curtailment
or change due to, among other things, new laws or regulations, global economic or political events including strikes, terrorist attacks and war,
suppliers� allocations to other purchasers, interruptions in production by suppliers, changes in exchange rates and prevailing price levels. In some
instances there are limited sources for raw materials and a limited number of primary suppliers for some of our products for resale. Although we
are not dependent upon any single source for any of our principal raw materials or products for resale, and such materials and products have,
historically, been readily available, we cannot assure you that such raw materials and products will continue to be readily available. Disruption
in the supply of raw materials, products or energy resources or our inability to come to favorable agreements with our suppliers could impair our
ability to manufacture, sell and deliver our products and require us to pay higher prices. Any increase in prices for such raw materials, products
or energy resources could materially adversely affect our costs and our profitability.

6

Edgar Filing: BARNES GROUP INC - Form 10-K

Table of Contents 15



Table of Contents

We maintain pension and other postretirement benefit plans in the U.S. and certain international locations. Declines in the stock market,
prevailing interest rates and rising medical costs may cause an increase in our pension and other postretirement benefit expenses in the future
and result in reductions in our pension fund asset values and increases in our pension and other postretirement benefit obligations. These changes
have caused and may continue to cause a significant reduction in our net worth and may require us to make higher cash contributions to our
pension and postretirement plans in the future.

We have significant indebtedness that could affect our operations and financial condition. At December 31, 2007, we had consolidated
debt and capitalized lease obligations of $434.5 million, representing approximately 40% of our total capital (indebtedness plus stockholders�
equity) as of that date. We may incur additional indebtedness to finance future acquisitions. Our level of indebtedness and the significant debt
servicing costs associated with that indebtedness could have important effects on our operations and financial condition and may adversely
affect the value or trading price of our outstanding equity securities and debt securities. For example, our indebtedness could require us to
dedicate a substantial portion of our cash flows from operations to payments on our debt, thereby reducing the amount of our cash flows
available for working capital, capital expenditures, investments in technology and research and development, acquisitions, dividends and other
general corporate purposes; limit our flexibility in planning for, or reacting to, changes in the industries in which we compete; place us at a
competitive disadvantage compared to our competitors, some of whom have lower debt service obligations and greater financial resources than
we do; limit our ability to borrow additional funds; or increase our vulnerability to general adverse economic and industry conditions.

Our failure to meet certain financial covenants required by our debt agreements may materially and adversely affect our assets,
financial position and cash flows. Certain of our debt arrangements require us to maintain certain interest coverage and leverage ratios and a
minimum net worth and limit our ability to incur debt, make investments or undertake certain other business activities. These requirements could
limit our ability to obtain future financing and may prevent us from taking advantage of attractive business opportunities. Our ability to meet the
financial covenants or requirements in our debt arrangements may be affected by events beyond our control, and we cannot assure you that we
will satisfy such covenants and requirements. A breach of these covenants or our inability to comply with the restrictions could result in an event
of default under our debt arrangements which, in turn, could result in an event of default under the terms of our other indebtedness. Upon the
occurrence of an event of default under our debt arrangements, after the expiration of any grace periods, our lenders could elect to declare all
amounts outstanding under our debt arrangements, together with accrued interest, to be immediately due and payable. If this were to happen, we
cannot assure you that our assets would be sufficient to repay in full the payments due under those arrangements or our other indebtedness.

We have significant goodwill and an impairment of our goodwill could cause a decline in our net worth. Our total assets include
substantial goodwill. At December 31, 2007, our goodwill totaled $380.5 million. The goodwill results from our acquisitions, representing the
excess of the purchase price we paid over the net assets of the companies acquired. We assess whether there has been an impairment in the value
of our goodwill during each calendar year or sooner if triggering events warrant. If future operating performance at one or more of our
businesses does not meet expectations, we may be required to reflect, under currently applicable accounting rules, a non-cash charge to
operating results for goodwill impairment. The recognition of an impairment of a significant portion of goodwill would negatively affect our
results of operations and total capitalization, the effect of which could be material. A reduction in our stockholders� equity due to an impairment
of goodwill may affect our ability to maintain the required net worth ratios under our debt arrangements.

We could be adversely affected by changes in interest rates. Our profitability may be adversely affected as a result of increases in interest
rates. At December 31, 2007, we and our subsidiaries had approximately $434.5 million aggregate principal amount of consolidated debt and
capitalized lease obligations outstanding, of which approximately 38% had interest rates that float with the market. A 100 basis point increase in
the interest rate on the floating rate debt in effect at December 31, 2007 would have resulted in an approximate $1.6 million annualized increase
in interest expense.
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We may not realize all of the sales expected from our existing Barnes Aerospace and Barnes Industrial backlog or anticipated orders. At
December 31, 2007, Barnes Aerospace had $473 million of order backlog and Barnes Industrial had $107 million of order backlog. There can be
no assurances that the revenues projected in our backlog will be realized or, if realized, will result in profits. We consider backlog to be firm
customer orders for future delivery. From time to time, OEM customers of Barnes Aerospace and Barnes Industrial provide projections of
components and assemblies that they anticipate purchasing in the future under new and existing programs. Such projections are not included in
our backlog unless we have received a firm release from our customers. Our customers may have the right under certain circumstances and with
certain penalties or consequences to terminate, reduce or defer firm orders that we have in backlog. If our customers terminate, reduce or defer
firm orders, we may be protected from certain costs and losses, but our sales will nevertheless be adversely affected. Although we strive to
maintain ongoing relationships with our customers, there is an ongoing risk that orders may be cancelled or rescheduled due to fluctuations in
our customers� business needs or purchasing budgets.

Also, our realization of sales from new and existing programs is inherently subject to a number of important risks and uncertainties, including
whether our customers will execute the launch of product programs on time, or at all, the number of units that our customers will actually
produce and the timing of production. In addition, until firm orders are placed, our customers generally have the right to discontinue a program
or replace us with another supplier at any time without penalty. Our failure to realize sales from new and existing programs could have a
material adverse effect on our net sales, results of operations and cash flows.

We may not recover all of our up-front costs related to new or existing programs. New programs require significant up-front investments
and capital expenditures for engineering, design and tooling. As OEMs in the transportation and aerospace industries have looked to suppliers to
bear increasing responsibility for the design, engineering and manufacture of systems and components, they have increasingly shifted the
financial risk associated with those responsibilities to the suppliers as well. This trend is likely to continue and is most evident in the area of
engineering cost reimbursement. Historically, these investments have been fully reimbursed by OEMs, but in the future there may be other
mechanisms established by OEMs that could result in less than full reimbursement or no reimbursement. We cannot assure you that we will have
adequate funds to make such up-front investments and capital expenditures. In the event that we are unable to make such investments and
expenditures, or to recover them through sales or direct reimbursement of our engineering expenses from our customers, our profitability,
liquidity and cash flows may be adversely affected. In addition, we incur costs and make capital expenditures for new program awards based
upon certain estimates of production volumes. While we attempt to recover such costs and capital expenditures by appropriately pricing our
products, the prices of our products are based in part upon planned production volumes. If the actual production is significantly less than
planned, we may be unable to recover such costs. In addition, because a significant portion of our overall costs is fixed, declines in our
customers� production levels can adversely affect the level of our reported results even if our up-front investments and capital expenditures are
recovered.

We may not recover all of our up-front costs related to RSPs. Our total commitments in RSP participation fees as of December 31, 2007
equaled $293.7 million, of which $236.2 million had been paid at such time. We participate in aftermarket RSPs under which we receive an
exclusive right to supply designated aftermarket parts to a large aerospace manufacturer over the life of an aircraft engine program. As
consideration, we pay participation fees, which are recorded as long-lived intangible assets and are recognized as a reduction to sales over the
life of the program. The recoverability of the asset is dependent upon future revenues related to the program�s aftermarket parts. The potential
exists that actual revenues will not meet expectations. A shortfall in future revenues may result in the failure to recover the total amount of the
investments, which could adversely affect our financial condition and results of operations and cash flows.

We face risks of cost overruns and losses on fixed-price contracts. We sell certain of our products under firm, fixed-price contracts providing
for a fixed price for the products regardless of the production or purchase costs incurred by us. The cost of producing products may be adversely
affected by increases in the cost of labor,

8

Edgar Filing: BARNES GROUP INC - Form 10-K

Table of Contents 17



Table of Contents

materials, fuel, outside processing, overhead and other factors, including manufacturing inefficiencies. Increased production costs may result in
cost overruns and losses on contracts.

The departure of existing management and key personnel, a shortage of skilled employees or a lack of qualified sales professionals could
materially affect our business, operations and prospects. Our executive officers are important to the management and direction of our
business. Our future success depends, in large part, on our ability to retain these officers and other capable management personnel. Although we
believe we will be able to attract and retain talented personnel and replace key personnel should the need arise, our inability to do so could have
a material adverse effect on our business, financial condition, results of operations or cash flows. Because of the complex nature of many of our
products and services, we are generally dependent on an educated and highly skilled workforce. In addition, there are significant costs associated
with the hiring and training of sales professionals. We could be adversely affected by a shortage of available skilled employees or the loss of a
significant number of our sales professionals.

Any product liability claims in excess of insurance may adversely affect our financial condition. Our operations expose us to potential
product liability risks that are inherent in the design, manufacture and sale of our products and the products we buy from third parties and sell to
our customers. For example, we may be exposed to potential liability for personal injury or death as a result of the failure of a spring or other
part in a vehicle or an aircraft component designed, manufactured or sold by us, or the failure of an aircraft component that has been serviced by
us or of the components, including potentially hazardous substances, in a product purchased by us and sold by us to one of our customers. While
we believe that our liability insurance is adequate to protect us from these liabilities, our insurance may not cover all liabilities. Additionally,
insurance coverage may not be available in the future at a cost acceptable to us. Any material liability not covered by insurance or for which
third-party indemnification is not available could have a material adverse effect on our financial condition, results of operations and cash flows.

Our business, financial condition, results of operations and cash flows could be adversely impacted by strikes or work stoppages.
Approximately 12% of our U.S. employees are covered by collective bargaining agreements and 39% of our non-U.S. employees are covered by
collective bargaining agreements or statutory trade union agreements. In 2008 we will be negotiating collective bargaining agreements with
unionized employees at our Corry, Pennsylvania facility, representing 168 employees, and at our Elizabethtown, Kentucky facility, representing
30 employees. Although we believe that our relations with our employees are good, we cannot assure you that we will be successful in
negotiating new collective bargaining agreements, or that such negotiations will not result in significant increases in the cost of labor, including
healthcare, pensions or other benefits. Any potential strikes or work stoppages, and the resulting adverse impact on our relationships with
customers, could have a material adverse effect on our business, financial condition, results of operations or cash flows. Similarly, a protracted
strike or work stoppage at any of our major customers, suppliers or other vendors could materially adversely affect our business.

RISKS RELATED TO ACQUISITIONS

We may not be able to effectively integrate acquired companies into our operations. We have completed 15 acquisitions since 1999. We
seek acquisition opportunities that complement and expand our operations and that will help create stockholder value over the long term. We
cannot assure you that we will be able to effectively integrate our recent or future acquisitions into our operations. We may not be able to do so
successfully without substantial costs, delays or other difficulties. We could face significant challenges in consolidating functions and
integrating procedures, information technology systems, personnel, product lines and operations in a timely and efficient manner. We may
encounter difficulties in training our sales forces to work with new products and customers.

The integration process is complex and time-consuming, may be disruptive to our businesses, and may cause an interruption of, or a loss of
momentum in, our businesses as a result of a number of obstacles, such as: the loss of significant customers; the need to retrain skilled
engineering, sales and other personnel resulting from
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the loss of key employees; the failure to maintain the quality of customer service that each business has historically provided; the need to
coordinate geographically diverse organizations; retooling and reprogramming of equipment and information technology systems; and the
resulting diversion of management�s attention from our day-to-day business and the need to hire additional management personnel to address
integration obstacles.

If we are not successful in integrating our recent and future acquisitions into our operations, if the integration takes longer than anticipated, if the
companies or assets we acquire do not perform as we anticipate, or if the integrated product and service offerings fail to achieve market
acceptance, our business, financial position, results of operations and cash flows could be adversely affected.

We may not be able to realize the anticipated cost savings, synergies or revenue enhancements from acquisitions, and we may incur
significant costs to achieve these savings. Even if we are able to integrate successfully our operations and the operations of our recent and any
future acquisitions, we may not be able to realize the cost savings, synergies or revenue enhancements that we anticipate from these acquisitions,
either as to amount or in the time frame that we expect. Our ability to realize anticipated cost savings, synergies and revenue enhancements may
be affected by a number of factors, including the following: our ability to effectively eliminate duplicative back office overhead and overlapping
sales personnel, rationalize manufacturing capacity, synchronize information technology systems, consolidate warehousing and distribution
facilities and shift production to more economical facilities; our incurrence of significant cash and non-cash integration and implementation
costs or charges in order to achieve those cost savings, which could offset any such savings and other synergies resulting from our recent or
future acquisitions; and our ability to avoid labor disruption in connection with integration efforts. In addition, our growth to date has placed,
and future acquisitions could continue to place, significant demand on our administrative, operational and financial resources.

Future acquisitions and strategic alliances are a key component of our anticipated growth. We may not be able to identify or complete
future acquisitions or strategic alliances. A significant portion of the industries that we serve are mature industries. As a result, our recent
growth has resulted in large part from, and our future growth will depend in part on, the successful acquisition and integration of businesses into
our existing operations. While we are focused on adding strategic pieces to our operations by acquiring companies, manufacturing and service
assets and technologies that complement our existing businesses, we may not be able to identify and successfully negotiate suitable acquisitions,
obtain financing for future acquisitions on satisfactory terms, obtain regulatory approval or otherwise complete acquisitions in the future. In
addition, opportunities to enter into additional aftermarket RSPs or alliances may be limited. Aftermarket RSPs will have an impact on the rate
of future growth and profitability as a result of the business mix between aftermarket and manufacturing, the number of new RSPs entered into,
the level of aftermarket volume, increasing management fees, the amortization of the participation fees, and the expiration of the Singapore
Pioneer tax incentives on these programs.

RISKS RELATED TO THE INDUSTRIES IN WHICH WE OPERATE

A general economic downturn could adversely affect our business and financial results. All of our businesses, and in particular Barnes
Distribution, are impacted by the health of the economies in which they operate. A decline in economies in which we operate could reduce
demand for our products and services or increase pricing pressures, thereby having an adverse impact on our business, financial condition,
results of operations and cash flows.

A downturn in the transportation industry could adversely affect our business and financial results. We derive a large portion of our sales
from the transportation industry. Recently, that industry has suffered from certain financial pressures which have had negative consequences for
companies in, and companies with customers in, the transportation industry. The transportation industry has generally suffered from unfavorable
pricing pressures in North America and may do so in other regions. The operation of our business within that industry subjects us to the
pressures applicable to all companies operating in it. While the precise effects of such instability on the transportation industry are difficult to
determine, they may negatively impact our business, financial condition, results of operations and cash flows.
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We operate in very competitive markets. We may not be able to compete effectively with our competitors, and competitive pressures
could adversely affect our business, financial condition and results of operations. Our three business segments compete with a number of
larger and smaller companies in the markets we serve. Some of our competitors have greater financial, production, research and development, or
other resources than we do. Within Barnes Aerospace, certain of our OEM customers compete with our repair and overhaul business. Some of
our OEM customers in the aerospace industry also compete with us where they have the ability to manufacture the components and assemblies
that we supply to them but have chosen, for capacity limitations, cost considerations or other reasons, to outsource the manufacturing to us. Our
three businesses compete on the basis of price, service, quality, reliability of supply, technology, innovation and, in the case of Barnes
Aerospace and Barnes Industrial, design. The products sold by Barnes Distribution are not unique, and its competitors carry substantially similar
products. We must continue to make investments to maintain and improve our competitive position. We cannot assure you that we will have
sufficient resources to continue to make such investments or that we will be successful in maintaining our competitive position. Our competitors
may develop products or services, or methods of delivering those products or services, that are superior to our products, services or methods.
Our competitors may also adapt more quickly than we to new technologies or evolving customer requirements. Pricing pressures could cause us
to adjust the prices of certain of our products to stay competitive. We cannot assure you that we will be able to compete successfully with our
existing or future competitors. Also, if consolidation of our existing competitors occurs, we expect the competitive pressures we face to increase.
Our failure to compete successfully could adversely affect our business, financial condition, results of operations and cash flows.

Our customers� businesses are generally cyclical. Weaknesses in the industries in which our customers operate could impact our
revenues and profitability. The industries to which we sell tend to decline in response to overall declines in industrial production. Barnes
Aerospace is heavily dependent on the commercial aerospace industry, which is cyclical. Barnes Industrial is dependent on the transportation
industry, general industrial and tooling markets, all of which are also cyclical. In addition, many of our customers have historically experienced
periodic downturns, which often have had a negative effect on demand for our products. For example, lower production rates in the
transportation markets and reduced overall sales of telecommunications and electronics products adversely affect the volume and price of orders
placed for products used to manufacture these products, including our springs. Prior industry downturns have negatively affected our net sales,
operating income, net income and cash flows. For example, there was a downturn in the aerospace industry in the beginning of this decade
which resulted in a sharp decrease globally in new commercial aircraft deliveries, order cancellations or deferrals by the major airlines and
reduced demand for our aerospace components and overhaul and repair services. While there has been a recovery in commercial air traffic, any
future downturn could adversely affect our business, financial condition, results of operations and cash flows.

Original equipment manufacturers in the transportation and aerospace industries have significant pricing leverage over suppliers and
may be able to achieve price reductions over time. There is substantial and continuing pressure from OEMs in the transportation, including
automotive and aerospace, industries to reduce the prices they pay to suppliers. We attempt to manage such downward pricing pressure, while
trying to preserve our business relationships with our customers, by seeking to reduce our production costs through various measures, including
purchasing raw materials and components at lower prices and implementing cost-effective process improvements. Our suppliers have
periodically resisted, and in the future may resist, pressure to lower their prices and may seek to impose price increases. In the past, our efforts to
convince our key transportation OEM customers to share in raw material price increases were met with limited success. If we are unable to
offset OEM price reductions through these measures, our profitability and cash flows could be adversely affected. In addition, OEMs have
substantial leverage in setting purchasing and payment terms, including the terms of accelerated payment programs under which payments are
made prior to the account due date in return for an early payment discount. OEMs can unexpectedly change their purchasing policies or payment
practices, which could have a negative impact on our short-term working capital.
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Demand for our defense-related products depends on government spending. A portion of Barnes Aerospace�s sales are derived from the
military market. The military market is largely dependent upon government budgets and is subject to governmental appropriations. Although
multi-year contracts may be authorized in connection with major procurements, funds are generally appropriated on a fiscal year basis even
though a program may be expected to continue for several years. Consequently, programs are often only partially funded and additional funds
are committed only as further appropriations are made. We cannot assure you that an increase in defense spending will be allocated to programs
that would benefit our business. Moreover, we cannot assure you that new military aircraft programs in which we participate will enter full-scale
production as expected. A decrease in levels of defense spending or the government�s termination of, or failure to fully fund, one or more of the
contracts for the programs in which we participate could have a material adverse effect on our financial position and results of operations.

The consolidation occurring in the industries in which we operate could adversely affect our business and financial results. The
industries in which we operate have been experiencing consolidation, particularly in the aerospace industry. There has been consolidation of
both suppliers, including us and our competitors, and the customers we serve. Supplier consolidation is in part attributable to OEMs more
frequently awarding long-term sole source or preferred supplier contracts to the most capable suppliers in an effort to reduce the total number of
suppliers from whom components and systems are purchased. We cannot assure you that our business, financial condition, results of operations
or cash flows will not be adversely impacted as a result of consolidation by our competitors or customers.

The aerospace industry is highly regulated. Complications related to aerospace regulations may adversely affect Barnes Aerospace. A
substantial portion of our income is derived from our aerospace business. The aerospace industry is highly regulated in the United States by the
Federal Aviation Administration, or FAA, and in other countries by similar regulatory agencies. We must be certified by these agencies and, in
some cases, by individual OEMs in order to engineer and service systems and components used in specific aircraft models. If material
authorizations or approvals were delayed, revoked or suspended, Barnes Aerospace would be adversely affected. New or more stringent
governmental regulations may be adopted, or industry oversight heightened, in the future, and we may incur significant expenses to comply with
any new regulations or any heightened industry oversight.

Environmental regulations impose costs and regulatory requirements on our operations. Environmental compliance may be more costly
than we expect, and we may be subject to material environmental-based claims in the future. Our past and present business operations and
past and present ownership and operations of real property and the use, sale, storage and handling of chemicals and hazardous products subject
us to extensive and changing U.S. federal, state and local environmental laws and regulations, as well as those of other countries, pertaining to
the discharge of materials into the environment, enforcement, disposition of wastes (including hazardous wastes), the use, shipping, labeling, and
storage of chemicals and hazardous materials, or otherwise relating to protection of the environment. We have experienced, and expect to
continue to experience, costs to comply with environmental laws and regulations. In addition, new laws and regulations, stricter enforcement of
existing laws and regulations, the discovery of previously unknown contamination or the imposition of new clean-up requirements could require
us to incur costs or become subject to new or increased liabilities that could have a material adverse effect on our business, financial condition,
results of operations and cash flows.

We use and generate hazardous substances and wastes in our operations. In addition, many of our current and former properties are or have been
used for industrial purposes. Accordingly, we monitor hazardous waste management and applicable environmental permitting and reporting for
compliance with applicable laws at our locations in the ordinary course of our business. We may be subject to potential material liabilities
relating to any investigation and clean-up of our locations or properties where we delivered hazardous waste for handling or disposal that may be
contaminated, and to claims alleging personal injury.
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High fuel prices may impact our operating results. Fuel costs constitute a significant portion of operating expenses for companies in the
aerospace industry. Widespread disruption to oil production, refinery operations and pipeline capacity in certain areas of the United States can
increase the price of jet fuel significantly. Conflicts in the Middle East, an important source of oil for the U.S. and other countries where we do
business, cause prices for fuel to be volatile and often significantly higher than historic levels. Because many of our customers and we are in the
aerospace industry, increased fuel costs could have a material adverse effect on our financial condition or results of operations. The price of fuel
generally impacts the cost of operating our manufacturing and distribution operations. Additionally, higher fuel costs may increase our freight
expenses.

Products and services of the mature industries in which we operate may be rendered obsolete by new products, technologies and
processes. Our manufacturing operations focus on highly engineered components which require extensive engineering and research and
development time. Our competitive advantage may be adversely impacted if we cannot continue to introduce new products ahead of our
competition, or if our products are rendered obsolete by other products or by new, different technologies and processes.

Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

As shown on the following table, at December 31, 2007, we had 71 manufacturing, sales, and distribution sites worldwide. Thirteen of the
manufacturing sites are leased. The majority of the distribution centers are leased.

Type of Facility
U.S. &
Canada Europe

Mexico &
South
America Asia Total

Barnes Aerospace
Manufacturing 6 �  �  3 9
Sales �  1 �  �  1

Barnes Distribution
Distribution, sales and support centers 11 10 �  2 23

Barnes Industrial
Manufacturing 10 4 3 2 19
Sales, distribution & development 9 3 2 5 19

Total 36 18 5 12 71

The above table does not include our Corporate Office, which is owned, or the headquarters for each of the businesses units, one of which is
owned and the other two of which are leased.
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Item 3. Legal Proceedings

We are subject to litigation from time to time in the ordinary course of business. There are no material pending legal proceedings to which we or
any of our subsidiaries is a party, or of which any of our or their property is the subject.

Item 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of security holders during the fourth quarter of 2007.

13

Edgar Filing: BARNES GROUP INC - Form 10-K

Table of Contents 25



Table of Contents

PART II

Item 5. Market for Registrant�s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities

(a) Market Information

The Company�s common stock is traded on the New York Stock Exchange under the symbol �B�. The following table sets forth, for the periods
indicated, the low and high sales price per share, as reported by the New York Stock Exchange.

2007
Low High Dividends

Quarter ended March 31 $ 19.76 $ 23.71 $ 0.125
Quarter ended June 30 22.62 34.61 0.140
Quarter ended September 30 26.00 34.22 0.140
Quarter ended December 31 28.53 36.86 0.140

2006
Low High Dividends

Quarter ended March 31 $ 16.13 $ 20.27 $ 0.110
Quarter ended June 30 18.72 23.98 0.125
Quarter ended September 30 15.30 20.03 0.125
Quarter ended December 31 17.14 22.04 0.125

Stockholders
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