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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    ☐ No

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

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 the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer ☒Accelerated filer ☐
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 Exchange Act).   ☐
Yes    ☒ No

As of February 25, 2013, The Valspar Corporation had 89,114,482 shares of common stock outstanding, excluding
29,328,142 shares held in treasury. We had no other classes of stock outstanding.
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PART I. FINANCIAL INFORMATION

ITEM 1.  FINANCIAL STATEMENTS

THE VALSPAR CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

(DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

ASSETS January 25,
2013

October
26,
2012

January 27,
2012

(Unaudited) (Note) (Unaudited)
CURRENT ASSETS:
Cash and cash equivalents $248,642 $253,327 $305,712
Restricted cash 19,893 19,907 20,108
Accounts and notes receivable less allowance
(1/25/13 - $10,100; 10/26/12 - $13,223; 1/27/12 - $16,529) 585,539 681,099 596,752

Inventories 425,590 360,427 380,944
Deferred income taxes 43,637 42,083 48,942
Prepaid expenses and other 89,956 92,334 74,759
TOTAL CURRENT ASSETS 1,413,257 1,449,177 1,427,217

GOODWILL 1,075,692 1,056,669 1,056,008
INTANGIBLES, NET 551,131 550,106 552,792
OTHER ASSETS 28,488 14,738 20,597
LONG-TERM DEFERRED INCOME TAXES 5,194 5,178 1,964

Property, plant and equipment, gross 1,428,427 1,413,434 1,371,322
Less accumulated depreciation (871,522 ) (862,466 ) (826,129 )
PROPERTY, PLANT AND EQUIPMENT, NET 556,905 550,968 545,193

TOTAL ASSETS $3,630,667 $3,626,836 $3,603,771
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NOTE:  The Balance Sheet at October 26, 2012 has been derived from the audited consolidated financial statements
at that date.

See Notes to Condensed Consolidated Financial Statements
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THE VALSPAR CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS - CONTINUED

(DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

LIABILITIES AND STOCKHOLDERS’ EQUITY January 25,
2013

October
26,
2012

January 27,
2012

(Unaudited) (Note) (Unaudited)
CURRENT LIABILITIES:
Short-term debt $217,283 $94,441 $8,760
Current portion of long-term debt 39,737 44,090 200,000
Trade accounts payable 470,187 502,967 447,437
Income taxes 15,277 4,612 9,006
Other accrued liabilities 298,669 380,662 309,450
TOTAL CURRENT LIABILITIES 1,041,153 1,026,772 974,653

LONG-TERM DEBT, NET OF CURRENT PORTION 1,012,563 1,012,578 1,066,763
DEFERRED INCOME TAXES 217,025 216,314 208,531
OTHER LONG-TERM LIABILITIES 155,094 147,649 140,295
TOTAL LIABILITIES 2,425,835 2,403,313 2,390,242

STOCKHOLDERS’ EQUITY:
Common stock (Par Value - $0.50; Authorized –
250,000,000 shares; Shares issued, including shares in
treasury – 118,442,624)

59,220 59,220 59,220

Additional paid-in capital 422,735 421,281 400,682
Retained earnings 1,475,246 1,440,896 1,258,887
Accumulated other comprehensive income (loss) 55,313 50,272 60,200
Less cost of common stock in treasury
(1/25/13 – 28,901,406 shares; 10/26/12 - 28,276,819 shares; 1/27/12 -
25,514,371 shares)

(807,682 ) (748,146 ) (565,460 )

TOTAL STOCKHOLDERS’ EQUITY 1,204,832 1,223,523 1,213,529

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY $3,630,667 $3,626,836 $3,603,771
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NOTE:  The Balance Sheet at October 26, 2012 has been derived from the audited consolidated financial statements
at that date.

See Notes to Condensed Consolidated Financial Statements
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THE VALSPAR CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)

(DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

Three Months Ended
January 25,
2013

January 27,
2012

Net sales $875,242 $885,647
Cost of sales 580,891 592,331
Gross profit 294,351 293,316
Research and development 30,783 26,893
Selling, general and administrative 170,037 175,708
Operating expenses 200,820 202,601
Income (loss) from operations 93,531 90,715
Interest expense 15,873 15,789
Other (income)/expense – net 950 (522 )
Income (loss) before income taxes 76,708 75,448
Income taxes 21,679 19,666
Net income (loss) $55,029 $55,782

Net income (loss) per common share – basic $0.62 $0.60
Net income (loss) per common share – diluted $0.60 $0.58

Average number of common shares outstanding
             - basic 89,477,591 92,861,129
             - diluted 92,397,428 95,485,354

Dividends paid per common share $0.23 $0.20

See Notes to Condensed Consolidated Financial Statements
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THE VALSPAR CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (UNAUDITED)

(DOLLARS IN THOUSANDS)

Three Months
Ended
January
25,
2013

January
27,
2012

Net income (loss) $55,029 $55,782
Other comprehensive income (loss):
Foreign currency translation 4,865 2,205
Net gain (loss) on financial instruments 299 (7,874 )
Income tax benefit (expense) (123 ) 3,090
Other comprehensive income (loss) 5,041 (2,579 )
Comprehensive income (loss) $60,070 $53,203

See Notes to Condensed Consolidated Financial Statements
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THE VALSPAR CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

(DOLLARS IN THOUSANDS)

Three Months Ended
January
25,
2013

January
27,
2012

OPERATING ACTIVITIES:
Net income (loss) $55,029 $55,782
Adjustments to reconcile net income (loss) to net cash (used in)/provided by operating
activities:
Depreciation 18,933 21,404
Amortization 1,636 1,661
Stock-based compensation 7,954 2,462
(Gain)/loss on asset divestitures (2,071 ) (336 )
Changes in certain assets and liabilities, net of effects of acquired businesses:
(Increase)/decrease in accounts and notes receivable 100,104 66,315
(Increase)/decrease in inventories and other assets (59,169 ) (47,549 )
Increase/(decrease) in trade accounts payable and other accrued liabilities (126,637) (87,593 )
Increase/(decrease) in income taxes payable 4,087 (12,649 )
Increase/(decrease) in other deferred liabilities 5,295 5,700
Settlement of treasury lock contracts — (27,875 )
Other (3,297 ) (1,806 )
Net Cash (Used In)/Provided By Operating Activities 1,864 (24,484 )

INVESTING ACTIVITIES:
Purchases of property, plant and equipment (13,950 ) (14,487 )
Acquisition of businesses, net of cash acquired (34,811 ) —
Cash proceeds on disposal of assets 1,796 2,911
(Increase)/decrease in restricted cash 14 270
Net Cash (Used In)/Provided By Investing Activities (46,951 ) (11,306 )

FINANCING ACTIVITIES:
Net proceeds from issuance of debt — 396,816
Net change in other borrowings (3,896 ) (29,508 )
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Net proceeds (repayments) of commercial paper 120,972 (153,955)
Proceeds from sale of treasury stock 9,832 11,608
Treasury stock purchases (72,992 ) (49,012 )
Excess tax benefit from stock-based compensation 8,643 3,400
Dividends paid (20,679 ) (18,645 )
Net Cash (Used In)/Provided By Financing Activities 41,880 160,704

Increase/(Decrease) in Cash and Cash Equivalents (3,207 ) 124,914
Effect of exchange rate changes on Cash and Cash Equivalents (1,478 ) 2,631

Cash and Cash Equivalents at Beginning of Period 253,327 178,167
Cash and Cash Equivalents at End of Period $248,642 $305,712

See Notes to Condensed Consolidated Financial Statements
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THE VALSPAR CORPORATION AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

JANUARY 25, 2013

DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS

NOTE 1 – BASIS OF PRESENTATION

The accompanying unaudited condensed consolidated financial statements of The Valspar Corporation have been
prepared in accordance with accounting principles generally accepted in the United States for interim financial
information and with the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not
include all of the information and footnotes required by generally accepted accounting principles (GAAP) for
complete financial statements. In the opinion of management, all adjustments (consisting of normal recurring
accruals) considered necessary for a fair presentation have been included. Operating results for the quarter ended
January 25, 2013 are not necessarily indicative of the results that may be expected for the year ending October 25,
2013.

Certain amounts in the 2012 financial statements have been reclassified to conform to the 2013 presentation. Such
reclassifications had no effect on net income or stockholders’ equity as previously reported.

The Condensed Consolidated Balance Sheet at October 26, 2012 has been derived from the audited consolidated
financial statements at that date but does not include all of the information and footnotes required by GAAP for
complete financial statements.

For further information, refer to the consolidated financial statements and footnotes thereto included in our annual
report on Form 10-K for the year ended October 26, 2012.

NOTE 2 – ACQUISITIONS AND DIVESTITURES
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On December 28, 2012, we purchased Ace Hardware Corporation’s paint manufacturing business, including two
manufacturing facilities near Chicago, IL for approximately $34,811 in cash. We will manufacture and supply paint to
Ace Hardware Corporation for sale at Ace retail locations. The acquisition was recorded in our Paints segment in the
first quarter of fiscal year 2013 at preliminary fair values and a preliminary allocation of the purchase price has been
completed. The assets and operating results have been included in our financial statements from the date of
acquisition.

Pro forma results of operations for the acquisition noted above are not presented, as they were immaterial to the
reported results.

NOTE 3 – INVENTORIES

The major classes of inventories consist of the following:

January
25,
2013

October
26,
2012

January
27,
2012

Manufactured products $250,932 $215,790 $231,330
Raw materials, supplies and work-in-progress 174,658 144,637 149,614
Total Inventories $425,590 $360,427 $380,944

NOTE 4 – GOODWILL AND OTHER INTANGIBLE ASSETS

The carrying amount of goodwill as of January 25, 2013 is $1,075,692, an increase of $19,023 from the end of fiscal
year 2012. The increase is due to an acquisition (see Note 2 for further details) and foreign currency translation.

Total intangible asset amortization expense for the three months ended January 25, 2013 was $1,636, compared to
$1,661 for the same period last year. Estimated annual amortization expense for each of the five succeeding fiscal
years based on the intangible assets as of January 25, 2013 is expected to be approximately $7,000.

NOTE 5 – ACCOUNTS PAYABLE

Trade accounts payable includes $37,039 at January 25, 2013, $39,762 at October 26, 2012 and $28,792 at January
27, 2012, of issued checks that had not cleared our bank accounts.
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THE VALSPAR CORPORATION AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

JANUARY 25, 2013

DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS

NOTE 6 – GUARANTEES AND CONTRACTUAL OBLIGATIONS

We sell extended furniture protection plans and offer warranties for certain products. Revenue related to furniture
protection plans is deferred and recognized over the contract life. Historical claims data is used to forecast claims
payments over the contract period and revenue is recognized based on the forecasted claims payments. Actual claims
costs are reflected in earnings in the period incurred. Anticipated losses on programs in progress are charged to
earnings when identified. For product warranties, we estimate the costs that may be incurred under these warranties
based on historical claims data and record a liability in the amount of such costs at the time revenue is recognized.

We periodically assess the adequacy of these recorded amounts and adjust as necessary. Provisions for estimated
losses on uncompleted contracts are made in the period in which such losses can be estimated, and estimates are
revised as soon as such changes in estimates become known. The extended furniture protection plans that we enter
into have fixed prices. To the extent the actual costs to complete contracts are higher than the amounts estimated as of
the date of the financial statements, gross margin would be negatively affected in future quarters when we revise our
estimates.

Changes in the recorded amounts included in other liabilities, both short-term and long-term, during the period are as
follows:

Three Months
Ended
January
25,
2013

January
27,
2012
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Beginning balance, October $80,272 $73,679
Additional net deferred revenue/accrual made during the period 4,107 7,839
Payments made during the period (2,353 ) (2,104 )
Ending Balance $82,026 $79,414

NOTE 7 – FAIR VALUE MEASUREMENT

We measure certain assets and liabilities at fair value or disclose the fair value of certain assets and liabilities recorded
at cost in the Condensed Consolidated Financial Statements on both a recurring and non-recurring basis. Fair value is
defined as an exit price, or the amount that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. The fair value accounting rules establish a hierarchy
for inputs used in measuring fair value that maximizes the use of observable inputs and minimizes the use of
unobservable inputs. Observable inputs must be used when available. Observable inputs are inputs that market
participants would use in valuing the asset or liability based on market data obtained from independent sources.
Unobservable inputs are inputs that reflect our assumptions about the factors market participants would use in valuing
the asset or liability based upon the best information available. Assets and liabilities measured at fair value are to be
categorized into one of the three hierarchy levels based on the inputs used in the valuation. We classify assets and
liabilities in their entirety based on the lowest level of input significant to the fair value measurement. There were no
transfers between levels for all periods presented. The three levels are defined as follows:

ŸLevel 1: Observable inputs based on quoted prices (unadjusted) in active markets for identical assets or liabilities.

ŸLevel 2: Observable inputs based on quoted prices for similar assets and liabilities in active markets, or quoted prices
for identical assets and liabilities in inactive markets.

ŸLevel 3: Unobservable inputs that reflect an entity’s own assumptions about what inputs a market participant would
use in pricing the asset or liability based on the best information available in the circumstances.
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THE VALSPAR CORPORATION AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

JANUARY 25, 2013

DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS

Recurring Fair Value Measurements

The following tables provide information by level for assets and liabilities that are recorded at fair value on a recurring
basis:

Fair Value at Fair Value Measurements Using Inputs Considered as
January 25, 2013 Level 1 Level 2 Level 3

Assets
Cash equivalents $ 92,296 $ 92,296 $ — $ —
Restricted cash 1 19,893 19,893 — —
Total Assets $ 112,189 $ 112,189 $ — $ —

Liabilities
Foreign currency contracts 2 $ 5 $ — $ 5 $ —
Total Liabilities $ 5 $ — $ 5 $ —

Fair Value at Fair Value Measurements Using Inputs Considered as
October 26, 2012 Level 1 Level 2 Level 3

Assets
Cash equivalents $ 122,273 $ 122,273 $ — $ —
Restricted cash 1 19,907 19,907 — —
Foreign currency contracts 2 16 — 16 —
Total Assets $ 142,196 $ 142,180 $ 16 $ —

Fair Value at Fair Value Measurements Using Inputs Considered as
January 27, 2012 Level 1 Level 2 Level 3

Assets
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Cash equivalents $ 125,333 $ 125,333 $ — $ —
Restricted cash 1 20,108 20,108 — —
Foreign currency contracts 2 157 — 157 —
Total Assets $ 145,598 $ 145,441 $ 157 $ —

1
Restricted cash represents cash that is restricted from withdrawal and primarily serves as collateral for our liability
insurance programs.

2
Foreign currency contracts are included in prepaid expenses and other in the Condensed Consolidated Balance
Sheets. The fair market value was estimated using observable market data for similar financial instruments. See Note
8 for additional information on derivative financial instruments.
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THE VALSPAR CORPORATION AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

JANUARY 25, 2013

DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS

The following tables provide information regarding the estimated fair value of our outstanding debt. We did not elect
the option to report our debt at fair value in our Condensed Consolidated Balance Sheets.

Fair Value at Fair Value Measurements Using Inputs Considered as
January 25, 2013 Level 1 Level 2 Level 3

Debt 3
Publicly traded debt $ 1,155,541 $ 1,155,541 $ — $ —
Non-publicly traded debt 269,102 — 269,102 —
Total Debt $ 1,424,643 $ 1,155,541 $ 269,102 $ —

Fair Value at Fair Value Measurements Using Inputs Considered as
October 26, 2012 Level 1 Level 2 Level 3

Debt 3
Publicly traded debt $ 1,141,105 $ 1,141,105 $ — $ —
Non-publicly traded debt 150,575 — 150,575 —
Total Debt $ 1,291,680 $ 1,141,105 $ 150,575 $ —

Fair Value at Fair Value Measurements Using Inputs Considered as
January 27, 2012 Level 1 Level 2 Level 3

Debt 3
Publicly traded debt $ 1,328,165 $ 1,328,165 $ — $ —
Non-publicly traded debt 74,579 — 74,579 —
Total Debt $ 1,402,744 $ 1,328,165 $ 74,579 $ —

3Debt is recorded at carrying value of $1,269,583, $1,151,109 and $1,275,523 on the Condensed Consolidated
Balance Sheet as of January 25, 2013, October 26, 2012 and January 27, 2012, respectively. The fair value of our

Edgar Filing: VALSPAR CORP - Form 10-Q

22



publicly traded debt is based on quoted prices (unadjusted) in active markets. The fair market value of our
non-publicly traded debt was estimated using a discounted cash flow analysis based on our current borrowing costs
for debt with similar maturities. In addition, the carrying values of our commercial paper included in non-publicly
traded debt approximate the financial instrument’s fair value as the maturities are less than three months. See Note 9
for additional information on debt.

Nonrecurring Fair Value Measurements

We measure certain assets at fair value on a nonrecurring basis. These assets include (i) goodwill, long-lived tangible
and intangible assets as part of our annual impairment testing and (ii) assets acquired and liabilities assumed as part of
an acquisition.

NOTE 8 – DERIVATIVE FINANCIAL INSTRUMENTS

We use derivative financial instruments to manage well-defined interest rate and foreign currency exchange risks. We
enter into derivative financial instruments with high-credit quality counterparties and diversify our positions among
such counterparties to reduce our exposure to credit losses. We do not have any credit-risk-related contingent features
in our derivative contracts as of January 25, 2013.

At January 25, 2013, we had $6,412 notional amount of foreign currency contracts that mature during fiscal year
2013. These foreign currency contracts have been designated as cash flow hedges with unrealized gains or losses
recorded in accumulated other comprehensive income (loss). Gains and losses are reclassified from accumulated other
comprehensive income (loss) to other expense (income) in the Statement of Operations when the underlying hedged
item is realized. At January 27, 2012, we had $10,010 notional amount of foreign currency contracts maturing in fiscal
year 2012. There was no material ineffectiveness related to these hedges during the quarters ended January 25, 2013
or January 27, 2012. 

At January 25, 2013, we had no treasury lock contracts in place. During the first quarter of 2012, we settled $200,000
notional amount of treasury lock contracts as a result of issuing $400,000 of Senior Notes, yielding a pretax loss of
$27,875. This loss was recognized net of tax, in accumulated other comprehensive income (loss) in the first quarter of
fiscal year 2012. The accumulated other comprehensive loss amount in our Condensed Consolidated Balance Sheets
as of January 25, 2013 and January 27, 2012 represents the unamortized gains and losses, net of tax, from our settled
contracts. Unamortized gains and loss are reclassified ratably to interest expense in our Condensed Consolidated
Statements of Operations over the term of the related debt. There was no material ineffectiveness related to these
hedges for the quarters ended January 25, 2013 and January 27, 2012. 
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THE VALSPAR CORPORATION AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

JANUARY 25, 2013

DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS

Our derivative assets and liabilities subject to fair value measurement (see Note 7) include the following:

Fair
Value at
January
25,
2013

Fair
Value at
October
26, 2012

Fair
Value at
January
27,
2012

Assets
Prepaid expenses and other:
Foreign currency contracts $ — $ 16 $ 157
Total Assets $ — $ 16 $ 157

Liabilities
Accrued liabilities other:
Foreign currency contracts $ 5 $ — $ —
Total Liabilities $ 5 $ — $ —

Derivative gains (losses) recognized in AOCI1 and on the Condensed Consolidated Statements of Operations for the
quarters ended January 25, 2013 and January 27, 2012, respectively, are as follows:

Quarter Ended January 25, 2013

Amount of
Gain
(Loss)
recognized
in AOCI1

Statement of Operations Classification
Gain
(Loss) in
Income1

Derivatives designated as cash flow hedges
Foreign currency contracts $ (20 )Other income / (expense), net $ (55 )
Treasury lock contracts 319 Interest expense (319 )
Total derivatives designated as cash flow hedges $ 299 Total $ (374 )
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Quarter Ended January 27, 2012

Amount of
Gain
(Loss)
recognized
in AOCI1

Statement of Operations Classification
Gain
(Loss) in
Income1

Derivatives designated as cash flow hedges
Foreign currency contracts $ 154 Other income / (expense), net $ 182
Treasury lock contracts (8,028 )Interest expense 157
Total derivatives designated as cash flow hedges $ (7,874 )Total $ 339

1
Accumulated other comprehensive income (loss) (AOCI) is included in the Condensed Consolidated Balance Sheets
in the Stockholders’ Equity section and is reported net of tax. The amounts disclosed in the above table are reported
pretax and represent the quarterly derivative activity.

NOTE 9 – DEBT

Our debt consists of the following:

January 25,
2013

October
26,
2012

January 27,
2012

Short-term debt $217,283 $94,441 $8,760
Current portion of long-term debt 39,737 44,090 200,000
Long-term debt 1,012,563 1,012,578 1,066,763
Total Debt $1,269,583 $1,151,109 $1,275,523

The increase in short-term debt from October 26, 2012 was primarily due to commercial paper borrowings for share
repurchases and the purchase of Ace Hardware Corporation’s paint manufacturing business.

In the first quarter of 2012, we issued $400,000 of unsecured Senior Notes that mature on January 15, 2022 with a
coupon rate of 4.20%. The proceeds, net of issuance costs, were $396,816. The public offering was made pursuant to a
registration statement filed with the U.S. Securities and Exchange Commission. We used the net proceeds for general
corporate purposes, including paying down our commercial paper borrowings and retiring our $200,000 of 5.625%
Senior Notes that matured on May 1, 2012.
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THE VALSPAR CORPORATION AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

JANUARY 25, 2013

DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS

Our credit facilities have covenants that require us to maintain certain financial ratios. We were in compliance with
these covenants as of January 25, 2013. Our debt covenants do not limit, nor are they reasonably likely to limit, our
ability to obtain additional debt or equity financing.

To ensure availability of funds, we maintain uncommitted bank lines of credit sufficient to cover outstanding
short-term borrowings. These arrangements are reviewed periodically for renewal and modification.

NOTE 10 – STOCK-BASED COMPENSATION

Compensation expense associated with our stock-based compensation plans was $7,954 ($5,095 after tax) for the three
months ended January 25, 2013, compared to $2,462 ($1,615 after tax) for the three months ended January 27, 2012.

NOTE 11 – PENSIONS AND OTHER POSTRETIREMENT BENEFITS

We sponsor a number of defined benefit pension plans for certain hourly and salaried employees. The benefits for
most of these plans are generally based on stated amounts for each year of service. We fund the plans in amounts
consistent with the limits of allowable tax deductions.

The net periodic benefit cost of the pension benefits is as follows:
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Three Months
Ended
January
25,
2013

January
27,
2012

Service cost $1,405 $1,052
Interest cost 3,345 3,525
Expected return on plan assets (4,941) (4,843)
Amortization of prior service cost 112 109
Recognized actuarial (gain)/loss 2,457 1,716
Net Periodic Benefit Cost $2,378 $1,559

The net periodic benefit cost of the post-retirement medical benefits is as follows:

Three Months
Ended
January
25,
2013

January
27,
2012

Service cost $60 $ 31
Interest cost 90 112
Amortization of prior service cost (32 ) (32 )
Recognized actuarial loss 117 118
Net Periodic Benefit Cost $235 $ 229

NOTE 12 – INCOME TAXES

At October 26, 2012, we had a $9,965 liability recorded for gross unrecognized tax benefits (excluding interest and
penalties). Of this total, $8,718 represents the amount of unrecognized tax benefits that, if recognized, would affect
the effective tax rate.

We recognize interest and penalties related to unrecognized tax benefits in income tax expense. As of October 26,
2012, we had accrued approximately $2,582 of interest and penalties relating to unrecognized tax benefits.

During the first quarter of fiscal year 2013, we recorded a $1,750 benefit to income tax expense related to the
retroactive extension of the U.S. Research and Development Credit. In the first quarter of fiscal year 2012, we
recorded a $3,600 benefit to income tax expense related to an increase in the tax basis of assets for a foreign
subsidiary.
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THE VALSPAR CORPORATION AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

JANUARY 25, 2013

DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS

The company and its subsidiaries file income tax returns in the U.S. federal jurisdiction, and numerous state and
foreign jurisdictions. With few exceptions, we are no longer subject to U.S. federal, state and local, or non-U.S.
income tax examinations by tax authorities for years before 2007. The Internal Revenue Service (IRS) concluded its
examination of our U.S. federal tax returns for the fiscal years ended 2009 and 2010 in October 2012. There were no
material adjustments to our income tax expense or balance of unrecognized tax benefits as a result of the IRS
examination. We are currently under audit in several state and foreign jurisdictions. We also expect various statutes of
limitation to expire during the next 12 months. Due to the uncertain response of taxing authorities, a range of
outcomes cannot be reasonably estimated at this time.

NOTE 13 – NET INCOME (LOSS) PER COMMON SHARE

The following table presents the net income (loss) per common share calculations for the three months ended January
25, 2013 and January 27, 2012:

Three Months Ended
January 25,
2013

January 27,
2012

Basic
Net income (loss) $55,029 $55,782
Weighted-average common shares outstanding – basic 89,477,591 92,861,129
Net Income (Loss) per Common Share – Basic $0.62 $0.60

Diluted
Net income (loss) $55,029 $55,782
Weighted-average common shares outstanding – basic 89,477,591 92,861,129
Dilutive effect of stock options and unvested restricted stock 2,919,837 2,624,225
Equivalent average common shares outstanding – diluted 92,397,428 95,485,354
Net Income (Loss) per Common Share – Diluted $0.60 $0.58
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Basic earnings per share are based on the weighted-average number of common shares outstanding during each
period. In computing diluted earnings per share, the number of common shares outstanding is increased by common
stock options with exercise prices lower than the average market prices of common shares during each period and
reduced by the number of shares assumed to have been purchased with proceeds from the exercised options. If we are
in a net loss position, these shares are excluded as they are antidilutive. Potential common shares of 213,210 and
326,044 related to our outstanding stock options were excluded from the computation of diluted earnings per share for
the three months ended January 25, 2013 and January 27, 2012, respectively, as inclusion of these shares would have
been antidilutive.

NOTE 14 – ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)

Accumulated other comprehensive income (loss), net of tax, consists of the following for the first quarter of 2013 and
2012:

Foreign
Currency
Translation1

Change in
Benefit
Obligations

Unrealized
Gain (Loss)
on Financial
Instruments

Accumulated
Other
Comprehensive
Income (Loss)

Balance, October 26, 2012 $ 159,610 $ (99,407 ) $ (9,931 ) $ 50,272
Other comprehensive income (loss), net of tax 4,865 — 176 5,041
Balance, January 25, 2013 $ 164,475 $ (99,407 ) $ (9,755 ) $ 55,313

Balance, October 28, 2011 152,791 (84,432 ) (5,580 ) 62,779
Other comprehensive income (loss), net of tax 2,205 — (4,784 ) (2,579 )
Balance, January 27, 2012 $ 154,996 $ (84,432 ) $ (10,364 ) $ 60,200

1
We deem our foreign investments to be permanent in nature and therefore do not provide for taxes on foreign
currency translation adjustments.
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THE VALSPAR CORPORATION AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

JANUARY 25, 2013

DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS

NOTE 15 – SEGMENT INFORMATION

Based on the nature of our products, technology, manufacturing processes, customers and regulatory environment, we
aggregate our operating segments into two reportable segments: Coatings and Paints. We are required to report
segment information in the same way that management internally organizes its business for assessing performance and
making decisions regarding allocation of resources. We evaluate the performance of operating segments and allocate
resources based on profit or loss from operations before interest expense and taxes (EBIT).

The Coatings segment aggregates our industrial and packaging product lines. Industrial products include a broad range
of decorative and protective coatings for metal, wood and plastic. Packaging products include both interior and
exterior coatings used in metal packaging containers, principally food containers and beverage cans. The products of
this segment are sold throughout the world.

The Paints segment aggregates our consumer paints and automotive refinish product lines. Consumer paint products
include interior and exterior decorative paints, stains, primers, varnishes, high performance floor paints and specialty
decorative products, such as enamels, aerosols and faux varnishes primarily distributed for the do-it-yourself and
professional markets in Australia, China and North America. Automotive paint products include refinish paints and
aerosol spray paints sold through automotive refinish distributors, body shops and automotive supply distributors and
retailers.

Our remaining activities are included in All Other. These activities include specialty polymers and colorants that are
used internally and sold to other coatings manufacturers, as well as gelcoats and related products and furniture
protection plans. In the fourth quarter of fiscal year 2012, we exited the gelcoat products market. Also included within
All Other are our corporate administrative expenses. The administrative expenses include amortization expense,
certain environmental-related expenses and other expenses not directly allocated to any other operating segment.
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It is not practicable to obtain the information needed to disclose revenues attributable to each of our identified product
lines within our reportable segments.

In the following table, sales between segments are recorded at selling prices that are below market prices, generally
intended to recover internal costs. Segment EBIT includes income realized on inter-segment sales. Comparative
segment data for the first quarter of 2013 and 2012 are as follows:

Three Months Ended
January
25,
2013

January
27,
2012

Net Sales
Coatings $497,616 $494,649
Paints 329,079 339,557
All Other 81,617 81,855
Less Intersegment Sales (33,070 ) (30,414 )
Total Net Sales $875,242 $885,647

EBIT
Coatings $74,340 $73,872
Paints 22,543 23,365
All Other (4,302 ) (6,000 )
Total EBIT 92,581 91,237
Interest expense 15,873 15,789
Income Before Income Taxes $76,708 $75,448
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THE VALSPAR CORPORATION AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

JANUARY 25, 2013

DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS

NOTE 16 – RESTRUCTURING

There were no restructuring charges in the first quarter of fiscal year 2013. In fiscal year 2012, we exited the gelcoat
products market and initiated the consolidation of a manufacturing facility in our Paints segment. Our gelcoat product
line was categorized in All Other. During the 2011 fiscal year, we initiated restructuring actions in our Coatings
segment, primarily in our wood product line, which further rationalized our manufacturing capacity and reduced our
overall global headcount. We also initiated restructuring actions to improve the profitability of our Australian
operations, which included facility consolidations in manufacturing and distribution, store rationalization and other
related costs.

These restructuring activities resulted in pre-tax charges of $5,097 or $0.04 per share after tax in the first quarter of
fiscal year 2012. The total resulting expenses included severance and employee benefits, asset impairments,
professional services and site clean-up.

The following restructuring charges by segment were recorded in the first quarter of 2013 and 2012:

Three Months Ended January 25, 2013

Liability
Beginning
Balance
10/26/2012

Expense Activity

Liability
Ending
Balance
1/25/2013

Coatings
Severance and employee benefits $ 2,234 $ — $(123 ) $ 2,111
Exit costs (consulting/site clean-up) 390 — (129 ) 261
Total Coatings 2,624 — (252 ) 2,372
Paints
Severance and employee benefits 2,104 — (1,695 ) 409
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Exit costs (consulting/site clean-up) 3,984 — (553 ) 3,431
Total Paints 6,088 — (2,248 ) 3,840
All Other
Severance and employee benefits 297 — (52 ) 245
Total All Other 297 — (52 ) 245
Total $ 9,009 $ — $(2,552 ) $ 6,457

Three Months Ended January 27, 2012

Liability
Beginning
Balance
10/28/2011

Expense Activity

Liability
Ending
Balance
1/27/2012

Coatings
Severance and employee benefits $ 3,884 $ 136 $(1,455 ) $ 2,565
Asset impairments — 89 (89 ) —
Exit costs (consulting/site clean-up) 2,802 164 (393 ) 2,573
Total Coatings 6,686 389 (1,937 ) 5,138
Paints
Severance and employee benefits 2,915 2,082 (1,478 ) 3,519
Asset impairments — 1,265 (1,265 ) —
Exit costs (consulting/site clean-up) 408 679 (809 ) 278
Total Paints 3,323 4,026 (3,552 ) 3,797
All Other
Severance and employee benefits 437 682 (331 ) 788
Total All Other 437 682 (331 ) 788
Total $ 10,446 $ 5,097 $(5,820 ) $ 9,723

The ending liability balance at January 25, 2013 and at January 27, 2012 is included in other accrued liabilities on our
Condensed Consolidated Balance Sheets. The restructuring reserve balances presented are considered adequate to
cover committed restructuring actions. The restructuring expenses recorded are included in the Condensed
Consolidated Statements of Operations. For the three months ended January 27, 2012, $2,954 was charged to cost of
sales and $2,143 was charged to selling, general and administrative expenses.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

JANUARY 25, 2013

DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS

NOTE 17 – RECENTLY ISSUED ACCOUNTING STANDARDS

In February 2013, the FASB further amended the disclosure requirements for comprehensive income. The update
requires companies to disclose items reclassified out of accumulated other comprehensive income (AOCI) and into net
income in a single location either in the notes to the consolidated financial statements or parenthetically on the face of
the Statements of Operations. The change is effective for fiscal years, and interim periods within those years,
beginning after December 15, 2012, which means the first quarter of our fiscal year 2014, and is to be applied
prospectively. We do not expect the adoption of these updated disclosure requirements to affect our consolidated
results of operations, financial condition or liquidity.

In July 2012, the FASB amended the guidance on indefinite-lived intangible asset impairment testing to allow
companies the option to first perform a qualitative assessment to determine whether it is more likely than not that an
indefinite-lived intangible asset is impaired. If a company determines that it is more likely than not that the fair value
of such an asset exceeds its carrying amount, it would not need to calculate the fair value of the asset in that year.
However, if a company concludes otherwise, it must calculate the fair value of the asset, compare that value with its
carrying value and record an impairment charge if the carrying value exceeds the fair value of the asset. The change is
effective for fiscal years beginning after September 15, 2012, which is our fiscal year 2013, but early adoption is
permitted. We do not expect the adoption of this accounting guidance to affect our consolidated financial statements.

In September 2011, the FASB amended the guidance on goodwill impairment testing to allow companies the option of
first assessing qualitative factors to determine whether the two-step impairment test is required. If it is more likely
than not that the fair value of a reporting unit is less than its carrying value, the two-step impairment test must be
performed. Otherwise, the two-step impairment test is not necessary. The change is effective for fiscal years beginning
after December 15, 2011, which is our fiscal year 2013, but early adoption is permitted. We do not expect the
adoption of this accounting guidance to affect our consolidated financial statements.
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OVERVIEW

Net sales declined slightly for the first quarter of 2013 primarily due to uneven market demand outside the Americas,
partially offset by market share gains across all of our product lines. This decrease in net sales and a higher tax rate,
partially offset by lower restructuring costs, resulted in a 1.3% decline in net income.

On December 28, 2012, we purchased Ace Hardware Corporation’s paint manufacturing business, including two
manufacturing facilities near Chicago, IL for approximately $34,811. We will manufacture and supply paint to Ace
Hardware Corporation for sale at Ace retail locations.

Weighted average common shares outstanding – diluted for the first quarter of 2013 were 92,397,428, down 3,087,926
from the same period in the prior year. During the quarter, we repurchased 1,184,500 shares for $72,992. On
December 5, 2012, the board approved a new share repurchase authorization of 15,000,000 shares, with no
predetermined end date, which replaced a prior authorization. As of January 25, 2013, 14,430,000 shares remained
available for purchase under the new authorization.

Earnings Per Share

Net income per common share - diluted was $0.60 and $0.58 for the three months ended January 25, 2013 and January
27, 2012, respectively. The table below presents adjusted net income per common share – diluted, which excludes
restructuring charges in the 2012 period.

Three Months
Ended
January
25,
2013

January 27,
2012

Net income (loss) per common share - diluted $0.60 $ 0.58
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Restructuring charges — 0.04
Adjusted net income per common share - diluted $0.60 $ 0.62

“Adjusted net income per common share – diluted” is a non-GAAP financial measure. We disclose this measure because
we believe the measure may assist investors in comparing our results of operations without regard to restructuring
charges. This non-GAAP measure is provided to enhance investors’ overall understanding of our current financial
performance. We believe the non-GAAP measure provides useful information to both management and investors by
excluding certain expenses and non-cash charges, which may not be indicative of our core operating results. In
addition, because we have historically reported certain non-GAAP results to investors, we believe the inclusion of this
non-GAAP measure provides consistency in our presentation of financial information. See Note 16 in Notes to
Condensed Consolidated Financial Statements for further information on restructuring.

CRITICAL ACCOUNTING ESTIMATES

The discussion and analysis of our financial condition and results of operations are based upon our Condensed
Consolidated Financial Statements, which have been prepared in accordance with generally accepted accounting
principles in the United States (GAAP). The preparation of these financial statements requires us to make estimates
and assumptions that affect the reported amounts of assets and liabilities, revenues and expenses, and related
disclosure of any contingent assets and liabilities at the date of the financial statements. We regularly review our
estimates and assumptions, which are based on historical experience and on various other factors that are believed to
be reasonable under the circumstances, the results of which form the basis for making judgments about the carrying
values of assets and liabilities that are not readily apparent from other sources. Actual results may differ from these
estimates under different assumptions or conditions.

A comprehensive discussion of our critical accounting estimates is included in the Management’s Discussion and
Analysis of Financial Condition and Results of Operations in our Annual Report on Form 10-K for the year ended
October 26, 2012. There were no material changes to our critical accounting estimates in the first quarter of fiscal year
2013.
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OF OPERATIONS

DOLLARS IN THOUSANDS, EXCEPT PER SHARE AMOUNTS

OPERATIONS

Net Sales
Three Months Ended

January 25,
2013

January
27,
2012

%
Change

Coatings $497,616 $494,649 0.6 %
Paints 329,079 339,557 (3.1)%
All Other 48,547 51,441 (5.6)%
Consolidated Net Sales $875,242 $885,647 (1.2)%

Other Compensation

Officers (other than Mr. Bloch) and certain key employees are provided with a leased automobile to use for both business and personal purposes.  The operating costs of the vehicle are paid by the Company.  The value of any personal use is included in the taxable income of each employee.  Officers of the Company are also reimbursed for out-of-pocket medical expenses incurred by the officers and their families.  Such reimbursement is also included in the officers’ taxable income.

Outstanding Equity Awards at Fiscal Year-End

The following table includes certain information with respect to the value of all unexercised options or SARs previously awarded to the Named Executive Officers outstanding at the end of the fiscal year, April 30, 2013.  The Company has not made any stock awards which were outstanding at the end of such fiscal year.

Option Awards or Stock Appreciation Rights

Name

Number of
Securities

Underlying
Unexercised 
Options or

SARs
(#)

Exercisable

Number of
Securities

Underlying
Unexercised 
Options or

SARs
(#)

Unexercisable

Option or SARs
Exercise

Price
($)

Option or SARs
Expiration
Date (1)

Martin B. Bloch 40,000
12,000
41,250
27,500
13,750

-0-
-0-
13,750
27,500
41,250

$ 7.835
3.150
4.60
9.70
7.25

 3/16/18
 1/29/19
 10/26/19
 4/11/21
 12/18/21
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-0- 55,000 8.82  9/13/22

Markus Hechler 8,000
8,000
10,000
7,500
10,000
3,000
7,500
6,000
5,000
2,500
-0-

-0-
-0-
-0-
-0-
-0-
-0-
2,500
6,000
5,000
7,500
10,000

$ 9.575
14.40
11.95
11.16
9.67
3.15
4.60
5.65
9.70
7.25
8.82

 7/31/13
 12/21/14
 7/30/16
 7/23/17
 12/10/17
 1/29/19
 10/26/19
 9/13/20
 4/11/21
 12/18/21
 9/13/22

Oleandro Mancini 10,000
7,500
10,000
15,000
10,000
5,000
6,000
7,500
6,000
6,000
2,500
-0-

-0-
-0-
-0-
-0-
-0-
-0-
-0-
2,500
6,000
6,000
7,500
10,000

$ 9.575
14.40
11.22
11.95
9.91
9.67
3.15
4.60
5.65
9.70
7.25
8.82

 7/31/13
 12/21/14
 4/24/15
 7/30/16
 8/28/17
 12/10/17
 1/29/19
 10/26/19
 9/13/20
 4/11/21
 12/18/21
 9/13/22
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(1) Stock options and SARs are generally exercisable cumulatively at 25% per year beginning one year after the date of grant.  In the case of Mr. Bloch’s award of 40,000 SARs on March 17, 2008, the SAR was 50% exercisable one year after the grant date and fully exercisable two years after the grant date.  In general, awards expire ten years after the date of grant but such terms may be modified at the discretion of the Company’s Compensation Committee.  Grants are made at the market value of Common Stock on the date of grant.

EQUITY COMPENSATION PLAN INFORMATION

Securities Authorized for Issuance under Equity Compensation Plans:

The following table sets forth as of April 30, 2013, the number of shares of Company Common Stock to be issued upon exercise of outstanding stock option grants and the number of shares available for future issuance under such plans:

Number of securities
remaining available for

Number of securities to Weighted-average future issuance under
be issued upon exercise exercise price of equity compensation plans
of outstanding options outstanding options (excluding securities

Plan Category warrants and rights warrants and rights reflected in column (a))
(see Notes below) (a) (b) (c)

Equity compensation plans 
  approved by security holders 1,678,625 $ 8.25 166,743

Equity compensation plans not 
 approved by security holders 67,500 $ 10.27 -
   TOTAL 1,746,125 $ 8.32 166,743

Notes:

Equity compensation plans approved by security holders consist of the Company’s 2005 Stock Award Plan, Senior Executive Stock Option Plan and Restricted Stock Plan.  Equity compensation plans not approved by security holders consist of:

i- Independent Contractor Stock Option Plan- Under the terms of this plan, adopted in fiscal year 1998, options to acquire shares of the
Company’s Common Stock may be granted to individuals who provide services to the Company but who are not employees.  The
option price, number of shares, timing and duration of option grants is at the discretion of the Independent Contractor Stock Option
Committee.  In recent grants, the option price was equal to the then fair market value of the Company’s Common Stock, a portion of
each grant was immediately exercisable and the options expire in ten years from date of grant.  With the adoption of the 2005 Stock
Award Plan, no additional shares may be issued from this plan.

ii- 1993 Non-Statutory Stock Option Plan- Under the terms of this plan, adopted in fiscal year 1993, stock options may be granted to
employees, officers and directors of the Company at a price at least equal to the fair market of the Company’s Common Stock on the
date of grant.  Options generally are exercisable over a four-year period beginning one year after date of grant and expire ten years
after the grant date.  After fiscal year 2003, no additional shares were issuable from this plan.  The remaining outstanding options not
exercised by the end of fiscal year 2013 are held by a consultant to the Company who is the son of the Company’s president.  These
options expire one year after termination of the consulting agreement.
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OTHER MATTERS

The Report of the Audit Committee is not to be considered as filed with the SEC or incorporated by reference into any other filings which the Company makes with the Exchange Commission under the Securities Act of 1933, as amended, or the Exchange Act, nor is this information considered as proxy soliciting material.  This portion of this proxy statement is not a part of any of those filings unless otherwise stated in those filings.

ANNUAL REPORT

A copy of the Company's Annual Report on Form 10-K, including the financial statements for the fiscal year ended April 30, 2013, is available under the Investor Relations section of the Company’s website at http://www.frequencyelectronics.com.  A Notice of Internet Availability of Proxy Materials is being mailed to stockholders which also includes instructions on how stockholders may obtain printed copies of the Annual Report on Form 10-K and the Proxy Statement.  Stockholders may also request printed copies of the Proxy Materials by calling the Company at (516) 794-4500, extension 5024 or by sending an email to investorrelations@freqelec.com.  For a charge of $50, the Company agrees to provide a copy of the exhibits to the Form 10-K to any stockholders who request such a copy.

By Order of the Board of Directors,

/s/ Alan Miller                                           
ALAN MILLER
Secretary/Treasurer and Chief Financial Officer

Dated:  August 28, 2013
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