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Dear Shareholder;

n 2008, EnPro Industries once again

completed a record-setting year, It was the

sixth consecutive year in which our sales
and our segment profits grew — our sales by
13% over 2007, reaching $1.17 hillion, and
segment profits by 10%, reaching $179.3 milion.
While many factors have contributed to the
congistency of our growth, none is more notewarthy
than the dedication of people at every level of
our company to supporting our corporate goals.
Their efforts are critical to our achievements, and
to them | offer my sincere thanks.

Our sales in 2008 reflected the benefits of
initiatives o expand our markets, introduce new
products and acauire complementary businesses.
These activities contributed about 11% of our
growth, with approximately equal portions coming
from businesses we acquired during 2007 and
2008 and from organic sources. The remainder
came from beneficial foreign exchange rates.

Segment profit, the primary measure of our
operating performance, increased as a result of
improvements in our Sealing Products and our
Engine Products and Services segments, which
reported increases of 16% and 36%, respectively.
However, our Engineered Products segment

reported a 2% decling in profits as it encountered

increasingly difficutt market conditions as the year
progressed. Lower profits in this segment put
pressure on our segment profit margins, which
decreased 10 15.4% from 15.8%.

Higher segment profits and lower asbestos-
related expenses helped us achieve a 33%
improvement in net income, which rose to
$53.5 million, and a 41% increase in eamings
per share, which grew to $2.54. Adjusted for
ashestos-related expenses and other selected
items, income improved by about 8% to
$90.3 million, while our earnings per share
increased 14% to $4.29.

During the year, our cash flows gave us sufficient
liquidity to use $69 million to repurchase 1.95 milion
common shares, close nine acquisitions at a
net cost of $43 milion, make $37 million of net
asbestos payments and invest $49 million on
capital projects. After spending nearly $200 million
on these items, we ended the year with $76 millon
in cash compared to $129 milion at the beginning
of the year.

We used much of our cash to invest in our future.
We made acquisitions that expand our product fines
or introduce us to new industries and geographic
markets. We also invested in programs that reduce

00sts and increase productivity. The most significant

example of these investments is the modernization
of Garlock Sealing Technologies’ Palmyra, New
York manufacturing complex, where in 2008 we
opened the second of two new faciliies on the
site. We have now completed new construction
associated with this ambitious five-year project,
which will transform a facility developed during
the first half of the 20th century into a modern
and efficient operation,

Even as we produced record results in 2008,
we began 1o see the effects of a weakening world
economy on our markets, We started the year
with the strongest performance we have recorded
in the first six months of any year, but as the year
progressed, we experienced growing weakness
in our markets. This became increasingly apparent
in the fourth quarter. The most dramatic example
of these declines came in our automotive markets,
which accounts for about 8% of our sales. Late
in the year, many automakers in the United States
and Europe shut down production and closed
manufacturing plants due to lack of demand.

We've seen similar changes in other markets,
and after several years of solid, stable growth,
we expect sales and eamings to decline in 2009.
Industry forecasts indicate that most of our markets

will be less active than in 2008. In some ¢ases,
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activity levels are expected to fall by a few
percentage points, while in ather instances they
are expected to fall by 20% or more. On a
consolidated basis, we expect that the overall
level of activity in our markets could decling by
8% to 10% during 2009.

In addition to weaker markets, lower exchange
rates for many foreign currencies are also likely
to affect our results.

Despite these deteriorating conditions, we enter
2009 with confidence In our operations and our
ability to take advantage of opportunities that arise
during the year.

Our businesses have long histories, and they

have been through tough times before. The
fact that they remain market leaders, in some
cases for more than a century, proves their
resilience. As economic conditions create
changes in the competitive landscape, we
believe market leadership will bring opportuni-
ties for our businesses to gain market share.
We serve a diverse set of markets, which
should temper our exposure to the global
economic decline. We expect certain segments
of our markets, such as the oil and gas and
power generation industries and the market
created by U.S. Navy shipbuilding programs, to

remain relatively stable over the course of the

EnPro Industries, Inc.
Financial Highlights

year. In addition, we believe demand in other
industry segments may stabilize as customers
begin to replenish inventories during the year.
Many of our products are proprietary and are
used in applications that are critical to the safety
and efficiency of our customers’ equipment and
facllities. A high proportion of these products go
into service and maintenance-related activities.
Demand from the aftermarket provided just over
half of our sales in 2008 at profit margins that
tend to be higher than those we obtain in the
original equipment sector. While aftermarket
demand is likely to fall in the current environment,

we expect the decline to be less severe than in

For the Years Ended December 31 Percentage
(Stated in Milions of Dollars, Except Per Share Data) 2008 2007 Increase
Sales $1,167.8 $1,030.0 13%
o Segment Profit $ 1793 $ 1627 10% o
Segment Profit Margins 15.4% 15.8%
Adjusted Net Income* $90.3 $ 838 8%
Adjusted Eamings Per Share” $ 429 $ 375 14%

“Non-GAAP measures. In 2008, GAAP net income was $53.5 million and earnings per share were $2.54: in 2007,
GAAP net income was $40.2 million and earnings per share were $1.80. Piease refer to the Reconciliation of income Before
Ashestos-Related Expenses and Other Seiected ltems to Net Income {Unaudited) on the inside back cover of this report,




our original equipment markets as our customers
continue to maintain their facilities and equipment.

Finally, we have established clear priorities for
our businesses — designed to provide benefits
not only in these demanding times but also when
the world economy recovers. Our first priority is
to pursue excellence in everything we do. The
efficiency of our operations has improved over
ihe past several years as we have implemented
our Total Customer Value (TCV) lean manufacturing
program. Now, we will expand the techniques of
TCV into other areas of our company, including the
way we market, price and sell our products, and
our procurement and purchasing practices. At the
same time, TCV remains vital to our operational
efficiency, as we seek to increase our level of
excellence in this critical area.

COur second priority is sound management of our
cash flows. We will continue to focus on reducing
the effect of asbestos claims and expenses on
our cash flows while we retain the flexibility to invest
in programs that will return increasing value to
our shareholders.

An important element in creating value will come
from our third priority, which is consistent growth

of our company. We expect o achieve growth

through the acquisition of businesses that support

our entry into new markets or new geographic
regions or that expand our presence in markets
we already serve. We will also invest in the
development of new products that will bring
our customers added benefit and stimulate
renewed demand.

There is no doubt that as 2008 ended and
2009 began, EnPro Industries arrived at an
important juncture. For the first time, we were
confronted with weakening markets and
declining demand for a broad range of our
products. While we can't predict when these
conditions will end, we are confident that we
enter this environment on sound foating.

Our businesses are well positioned, our
priorities are clear and, as new opportunities
arise, we are prepared to take advantage

of them.

Regards,

Stephen E. Macadam

President and Chief Executive Officer
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o Forward-Looking Statements

This report contains certain statements that are “forward-looking statements” as that term is defined under the Private Securities Litigation Reform Act of 1995
(the “Act”) and releases issued by the Securities and Exchange Commission. The words “may,” “hope,” “will,” “should,” “expect,” “plan,” “anticipate,” “intend,”
“believe,” “estimate,” “predicf,” “potential,” “continue,” “likely,” and other expressions which are predictions of or indicate future events and trends and which
do not relate to historical matters identify forward-looking statements. We beligve that it is important to communicate our future expectations to our shareholders,
and we therefore make forward-looking statements in reliance upon the safe harbor provisions of the Act. However, there may be events in the future that we
are not able to accurately predict or control, and our actual results may differ materially from the expectations we describe in our forward-looking statements.

Forward-looking statements involve known and unknown risks, uncertainties and other factors, which may cause our actual resutts, performance or achievements
to differ materially from anticipated future results, performance or achievements expressed or implied by such forward-looking statements. We advise you
to read further about certain of these and other risk factors set forth in Item 1A of the included - Annual Report on Form 10-K. We undertake no obligation to
publicly update or revise any forward-looking statement, either as a result of new information, future events or otherwise. Whenever you read or hear any
subsequent written or oral forward-looking statements attributed to us or any person acting on our behalf, you should keep in mind the cautionary statements

contained or referred to in this section.
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ENPRO INDUSTRIES, INC.
PART 1

ITEM 1. BUSINESS

As used in this report, the terms “we,” “us,” “our,” “EnPro” and “Company” mean EnPro
Industries, Inc. and its subsidiaries (unless the context indicates another meaning). The term “common
stock” means the common stock of EnPro Industries, Inc., par value $0.01 per share. The terms
“convertible debentures” and “debentures” mean the 3.9375% Convertible Senior Debentures due 2015
issued by the Company in October 2005.

Background

We were incorporated under the laws of the State of North Carolina on January 11, 2002, as a
wholly owned subsidiary of Goodrich Corporation (“Goodrich”) in anticipation of Goodrich’s announced
distribution of its Engineered Industrial Products segment to existing Goodrich shareholders, which took
place on May 31, 2002 (the “Distribution”). We are a leader in the design, development, manufacturing,
and marketing of proprietary engineered industrial products. We have 43 primary manufacturing
facilities located in the United States and 10 other countries.

Our sales by geographic region in 2008, 2007 and 2006 were as follows:

2008 2007 2006
(in millions)
United StAteS ...ooveeeeieerieeeeetereeeeeeeees e $ 610.6 $ 565.7 $543.0
EUrOPE ..o 329.7 277.8 222.8
OthET ...t 227.5 186.5 162.6
Total e $1,167.8 $1,030.0 $928.4

We maintain an Internet website at www.enproindustries.com. We will make this annual report,
in addition to our other annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on
Form 8-K and amendments to these reports, available free of charge on our website as soon as reasonably
practicable after we electronically file such material with, or furnish it to, the Securities and Exchange
Commission. Our Corporate Governance Guidelines and the charters for each of our Board Committees
(Audit and Risk Management, Compensation and Human Resources, Executive, and Nominating and
Corporate Governance committees) are also available on our website, and copies of this information are
available in print to any shareholder who requests it. Information included on or linked to our website is
not incorporated by reference into this annual report.

Operations

We manage our business as three segments: a sealing products segment, which includes our
sealing products, heavy-duty wheel end components, polytetrafluoroethylene (“PTFE”) products, and
rubber products; an engineered products segment, which includes our bearings, rotary and reciprocating
air compressors, vacuum pumps, air systems and reciprocating compressor components; and an engine
products and services segment, which manufactures heavy-duty, medium-speed diesel, natural gas and
dual fuel reciprocating engines. For financial information with respect to our business segments, see Item
7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations — Results of



Operations,” and Note 16 to our Consolidated Financial Statements. Item 7 and Note 16 contain
information about sales and profits for each segment, and Note 16 contains information about each
segment’s assets.

Sealing Products Segment

Overview. Our Sealing Products segment designs, manufactures and sells sealing products,
including metallic, non-metallic and composite material gaskets, rotary seals, compression packing,
resilient metal seals, elastomeric seals, hydraulic components and expansion joints, as well as wheel-end
components and component systems, PTFE products, conveyor belting and sheeted rubber products.
These products are used in a variety of industries, including chemical and petrochemical processing,
petroleum extraction and refining, pulp and paper processing, heavy-duty trucking, power generation,
food and pharmaceutical processing, primary metal manufacturing, mining, water and waste treatment,
aerospace, medical, filtration and semiconductor fabrication. In many of these industries, performance
and durability are vital for safety and environmental protection. Many of our products are used in
applications that are highly demanding, e.g., where extreme temperatures, extreme pressures, COIrosive
environments and/or worn equipment make sealing difficult.

Products. Our Sealing Products segment includes the product lines described below, which are
designed, manufactured and sold by our Garlock Sealing Technologies, Stemco, Plastomer Technologies
and Garlock Rubber Technologies operations.

Gasket products are used for sealing flange joints in chemical, petrochemical and pulp and paper
processing facilities where high pressures, high temperatures and corrosive chemicals create the need for
specialized and highly engineered sealing products. We sell these gasket products under the Garlock®,
Gylon®, Blue-Gard®, Stress-Saver®, Edge®, Graphonic® and Flexseal® brand names. These products
have a long-standing reputation within the industries we serve for performance and reliability.

Rotary seals are used in rotating applications to contain the lubricants that protect the bearings
from excessive friction and heat generation. Because these sealing products are utilized in dynamic
applications, they are subject to wear. Durability, performance, and reliability are, therefore, critical
requirements of our customers. These rotary seals are used in demanding applications in the steel
industry, mining and pulp and paper processing under well-known brand names including Klozure® and
Model 64®.

Compression packing is used to provide sealing in pressurized, static and dynamic applications
such as pumps and valves. Major markets for compression packing products are the pulp and paper,
mining, petrochemical and hydrocarbon processing industries. Branded products for these markets
include EVSP™, Synthepak® and Graph-lock®.

Resilient metal seals provide extremely tight sealing performance for highly demanding
applications such as nuclear power generation, semiconductor fabrication facilities, specific chemical
processing applications and race car engines. Branded products for these markets include Helicoflex®
and Ultraflex®.

Critical service flange gaskets, seals and electrical flange isolation kits are used in high-pressure
wellhead equipment, flow lines, water injection lines, sour hydrocarbon process applications and crude oil
and natural gas pipeline/transmission line applications. These products are sold under the brand names
Pikotek®, VCS™, Flowlok™ and PGE™.

Stemco manufactures a variety of high performance wheel-end, steering and suspension
components used by the heavy-duty trucking industry to improve the performance and longevity of
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commercial tractors and trailers. Products for this market include hub oil seals, axle fasteners, hub caps,
wheel bearings, mileage counters, king pin kits and suspension kits. We sell these sealing products under
the Stemco®, Stemco Kaiser®, Grit Guard®, Guardian®, Guardian HP®, Voyager®, Discover®, Pro-
Torq®, Sentinel®, DataTrac®, Qwikkit™, Pluskit™ and Econokit™ brand names. We also sell products
under our RFID sensor-based BAT RF® product line.

Plastomer Technologies manufactures PTFE specialty tape, formed PTFE products, and PTFE
sheets and shapes. These PTFE products provide highly specialized and engineered solutions to our
customers in the aircraft, fluid handling and semiconductor industries, and are sold under the Plastolon®,
Texolon™ and Amicon™ brand names.

Garlock Rubber Technologies manufactures rubber bearing pads, conveyor belts and other rubber
products for industrial applications under the DuraKing®, FlexKing®, Viblon™, Techflex™ and
HeatKing™ brand names.

Customers. Our Sealing Products segment sells products to industrial agents and distributors,
original equipment manufacturers (“OEMs”), engineering and construction firms and end users
worldwide. Sealing products are offered to global customers, with approximately 43% of sales delivered
to customers outside the United States in 2008. Representative customers include Saudi Aramco, Motion
Industries, Applied Industrial Technologies, Electricite de France, AREVA, Bayer, BASF Corporation,
General Flectric Company, Georgia-Pacific Corporation, Eastman Chemical Company, Exxon Mobil
Corporation, Minara Resources, Queensland Alumina, AK Steel Corporation, Volvo Corporation, Utility
Trailer, Great Dane, Mack Trucks, International Truck, PACCAR and Applied Materials. In 2008, no
single customer accounted for more than 2% of segment revenues.

Competition. Competition in the sealing markets in which we operate is based on proven product
performance and reliability, as well as price, customer service, application expertise, delivery terms,
breadth of product offering, reputation for quality and the availability of product. Our leading brand
names, including Garlock® and Stemco®, have been built upon long-standing reputations for reliability
and durability. In addition, the breadth, performance and quality of our product offerings allow us to
achieve premium pricing and have made us a preferred supplier among our agents and distributors. We
believe that our record of product performance in the major markets in which this segment operates is a
significant competitive advantage for us. Major competitors include A.W. Chesterton Company, Klinger
Group, Teadit, Lamons, SIEM/Flexitallic, SKF USA Inc., Freudenberg-NOK, Federal-Mogul
Corporation and Saint-Gobain.

Raw Materials and Components. Our Sealing Products segment uses PTFE resins, aramid fibers,
specialty elastomers, elastomeric compounds, graphite and carbon, common and exotic metals, cold-
rolled steel, leather, aluminum die castings, nitrile rubber, powdered metal components, and various fibers
and resins. We believe that all of these raw materials and components are readily available from various
suppliers.

Engineered Products Segment

Overview. Our Engineered Products segment includes operations that design, manufacture and
sell self-lubricating, non-rolling bearing products, aluminum blocks for hydraulic applications, rotary and
reciprocating air compressors, vacuum pumps, air systems and compressor components.

Products. Our Engineered Products segment includes the product lines described below, which
are designed, manufactured and sold by GGB, Quincy Compressor and Compressor Products
International.



GGB produces self-lubricating, non-rolling, metal polymer, solid polymer and filament wound
bearing products. The metal-backed or epoxy-backed bearing surfaces are made of PTFE or a mixture
that includes PTFE to provide maintenance-free performance and reduced friction. These products
typically perform as sleeve bearings or thrust washers under conditions of no lubrication, minimal
lubrication or pre-lubrication. These products are used in a wide variety of markets such as the
automotive, pump and compressor, construction, power generation and machine tool markets. We have
over 20,000 bearing part numbers of different designs and physical dimensions. GGB™ is a leading and
well recognized brand name in this product area.

Quincy Compressor® designs and manufactures rotary screw and reciprocating air compressors
and vacuum pumps, ranging from one-third to 500 horsepower, used in a wide range of industrial
applications, including the pharmaceutical, pulp and paper, gas transmission, health, construction,
petrochemical and automotive industries. Quincy® also sells a comprehensive line of dryers, filters and
air treatment products. In addition, Quincy performs comprehensive compressed air system audits under
the Air Science Engineering™ brand name and manufactures a complete line of pneumatic and hydraulic
cylinders under the Ortman™ brand name.

Compressor Products International designs, manufactures and services components for
reciprocating compressors and engines. These components (packing and wiper assemblies and rings,
piston and rider rings, compressor valve assemblies and components) are primarily utilized in the
refining, petrochemical, natural gas gathering, storage and transmission, and general industrial markets.
Brand names for our products include Hi-Flo™, Valvealert™, Mentor™, Triple Circle™, CPI Special
Polymer Alloys™, Twin Ring™ and Liard™. Compressor Products International also designs and
manufactures the Gar-Seal® family of PTFE lined butterfly valves.

Customers. Our Engineered Products segment sells its products to a diverse customer base using
a combination of direct sales and independent distribution networks. GGB has customers worldwide in
all major industrial sectors, and supplies products both directly to customers through their own local
distribution system and indirectly to the market through independent agents and distributors with their
own local network. Quincy Compressor products are sold through a global network of independent
agents and distributors. Quincy Compressor also sells directly to national accounts, OEMs and climate
control houses. Compressor Products International sells its products globally through a network of
company salespersons, independent sales representatives and distributors. In 2008, no single customer
accounted for more than 3% of segment revenues.

Competition. GGB has a number of competitors, including Kolbenschmidt Pierburg AG, Norton
Company and Federal-Mogul Corporation. In the markets in which GGB competes, competition is based
primarily on performance of the product for specific applications, product reliability, delivery and price.
Quincy Compressor's major competitors include Gardner Denver, Inc., Sullair Corporation, Ingersoll-
Rand Company, Atlas Copco North America Inc. and Kaeser Compressors, Inc. In the markets in which
Quincy Compressor competes, competition generally is based on reliability, quality, delivery times,
energy efficiency, service and price. Compressor Products International competes against other
component manufacturers, such as Cook Compression, Hoerbiger Corporation, OEMs and numerous
smaller component manufacturers worldwide. Price, availability, product quality, engineering support
and reliability are the primary competitive drivers in the markets served by Compressor Products
International.

Raw Materials and Components. GGB's major raw material purchases include steel coil, bronze
powder and PTFE. GGB sources components from a number of external suppliers. Quincy Compressor's
primary raw materials are iron castings. Components used by Quincy Compressor are motors, coolers
and accessories such as air dryers, filters and electronic controls. Compressor Products International’s
major raw material purchases include PTFE, PEEK (Polyetheretherketone), compound additives, cast
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iron, bronze, steel and stainless steel bar stock. We believe that all of these raw materials and
components are readily available from various suppliers.

Engine Products and Services Segment

Overview. Our Engine Products and Services segment designs, manufactures, sells and services
heavy-duty, medium-speed diesel, natural gas and dual fuel reciprocating engines. We market our
products and services under the Fairbanks Morse Engine™ brand name.

Products. Our Engine Products and Services segment manufactures licensed heavy-duty,
medium-speed diesel, natural gas and dual fuel reciprocating engines, in addition to its own designs. The
reciprocating engines range in size from 700 to 31,970 horsepower and from five to 20 cylinders. The
government and the general industrial market for marine propulsion, power generation, and pump and
compressor applications use these products. We have been building engines for over 115 years under the
Fairbanks Morse Engine™ brand name and we have a large installed base of engines for which we supply
aftermarket parts and service. Additionally, we have been the U.S. Navy's supplier of choice for medium-
speed diesel engines and have supplied engines to the U.S. Navy for over 70 years.

Customers. Our Engine Products and Services segment sells its products to customers
worldwide, including major shipyards, municipal utilities, institutional and industrial organizations,
sewage treatment plants, nuclear power plants and offshore oil and gas platforms. We market our
products through a direct sales force of engineers in North America and through independent agents
worldwide. Our representative customers include Northrop Grumman, General Dynamics, Lockheed
Martin, the U.S. Navy, the U.S. Coast Guard and Exelon. In 2008, the largest customer accounted for
approximately 25% of segment revenues.

Competition. Major competitors for our Engine Products and Services segment include MTU,
Caterpillar Inc. and Wartsila Corporation. Price, delivery time, engineering and service support, and
engine efficiency relating to fuel consumption and emissions drive competition.

Raw Materials and Components. Our Engine Products and Services segment purchases multiple
ferrous and non-ferrous castings, forgings, plate stock and bar stock for fabrication and machining into
engines. In addition, we buy a considerable amount of precision-machined engine components. We
believe that all of these raw materials and components are readily available from various suppliers.

Research and Development

We refer to our research and development efforts as our “EnNovation” program. The goal of the
program is to strengthen our product portfolios for traditional markets while simultaneously creating
distinctive and breakthrough products. “EnNovation” incorporates a process to move product innovations
from concept to commercialization, and to identify, analyze, develop and implement new product
concepts and opportunities aimed at business growth.

We employ scientists, engineers and technicians throughout our operations to develop, design and
test new and improved products. We work closely with our customers to identify issues and develop
technical solutions. The majority of our research and development expenditures are directed toward the
development of new sealing products for hostile environments, the development of truck and trailer fleet
information systems, the development of bearing products and materials with increased load carrying
capability and superior friction and wear characteristics, and the extension of our air compressor product
line. Prior to introduction, new products are subject to extensive testing at our various facilities and at
beta test sites in conjunction with our customers.



Backlog

At December 31, 2008, we had a backlog of orders valued at $259.4 million compared with
$268.6 million at December 31, 2007. Approximately 62% of the backlog, mainly at Fairbanks Morse
Engine, is expected to be filled beyond 2009. Backlog represents orders on hand that we believe to be
firm. However, there is no certainty that the backlog orders will in fact result in actual sales at the times
or in the amounts ordered. In addition, for most of our business, backlog is not particularly predictive of
future performance because of our short lead times and some seasonality.

Quality Assurance

We believe that product quality is among the most important factors in developing and
maintaining strong, long-term relationships with our customers. In order to meet the exacting
requirements of our customers, we maintain stringent standards of quality control. We routinely employ
in-process inspection by using testing equipment as a process aid during all stages of development, design
and production to ensure product quality and reliability. These include state-of-the-art CAD/CAM
equipment, statistical process control systems, laser tracking devices, failure mode and effect analysis and
coordinate measuring machines. We are also able to extract numerical quality control data as a statistical
measurement of the quality of the parts being manufactured from our CNC machinery. In addition, we
perform quality control tests on parts that we outsource. As a result, we are able to significantly reduce
the number of defective parts and therefore improve efficiency, quality and reliability.

As of December 31, 2008, 31 of our manufacturing facilities were ISO 9000, QS 9000 and/or TS
16949 certified with the remaining facilities working towards obtaining ISO and/or TS certification.
Twelve of our facilities are ISO 14001 certified. OEMs are increasingly requiring these standards in lieu
of individual certification procedures and as a condition of awarding business.

Patents, Trademarks and Other Intellectual Property

We maintain a number of patents and trademarks issued by the U.S. and other countries relating
to the name and design of our products and have granted licenses to some of these trademarks and
patents. We routinely evaluate the need to protect new and existing products through the patent and
trademark systems in the U.S. and other countries. We also have proprietary information, consisting of
know-how and trade secrets relating to the design, manufacture and operation of our products and their
use that is not patented. We do not consider our business as a whole to be materially dependent upon any
particular patent, patent right, trademark, trade secret or license.

In general, we are the owner of the rights to the products that we manufacture and sell. However,
we also license patented and other proprietary technology and processes from various companies and
individuals in order to broaden our product offerings. We are dependent on the ability of these third
parties to diligently protect their intellectual property rights. In several cases, the intellectual property
licenses are integral to the manufacture of our products. For example, Fairbanks Morse Engine licenses
technology from MAN Diesel for the four-stroke reciprocating engine, and Quincy Compressor licenses
from Svenska Rotor Maskiner AB its rotary screw compressor design and technology. A loss of these
licenses or a failure on the part of the third party to protect its own intellectual property could reduce our
revenues. Although these licenses are all long-term and subject to renewal, it is possible that we may not
successfully renegotiate these licenses or that they could be terminated for a material breach. If this were
to occur, our business, financial condition, results of operations and cash flows could be adversely
affected.



Employees and Labor Relations

We currently have approximately 5,100 employees worldwide. Approximately 2,800 employees
are located within the U.S. and approximately 2,300 employees are located outside the U.S., primarily in
Europe, Canada and Mexico. Approximately 30% of our U.S. employees are members of trade unions
covered by collective bargaining agreements. Union agreements relate, among other things, to wages,
hours and conditions of employment. The wages and benefits furnished are generally comparable to
industry and area practices.

We have collective bargaining agreements in place at four of our U.S. facilities. The hourly
employees who are unionized are covered by collective bargaining agreements with a number of labor
unions and with varying contract termination dates ranging from November 2010 to June 2012. In
addition, some of our employees located outside the U.S. are subject to national collective bargaining
agreements.

ITEM 1A. RISK FACTORS

In addition to the risks stated elsewhere in this annual report, set forth below are certain risk
Jfactors that we believe are material. If any of these risks occur, our business, financial condition, results
of operations, cash flows and reputation could be harmed. You should also consider these risk factors
when you read ‘forward-looking statements” elsewhere in this report. You can identify forward-looking
statements by terms such as “may,” “hope,” “will,” “should,” “expect,” “plan, anticipate,”
“intend,” “believe,” “estimate,” “predict,” or “continue,” the negative of those terms or other
comparable terms. Those forward-looking statements are only predictions and can be adversely affected

if any of these risks occur.
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Risks Related to Our Business
Certain of our subsidiaries are defendants in asbestos litigation.

The historical business operations of certain subsidiaries of our subsidiary, Coltec Industries Inc
(“Coltec”), principally Garlock Sealing Technologies LLC and The Anchor Packing Company
(“Anchor”), have resulted in a substantial volume of asbestos litigation in which plaintiffs have alleged
personal injury or death as a result of exposure to asbestos fibers. Those subsidiaries manufactured
and/or sold industrial sealing products, predominately gaskets and packing products, that contained
encapsulated asbestos fibers. Anchor is an inactive and insolvent indirect subsidiary of Coltec. There is
no remaining insurance coverage available to Anchor and it has no assets. Our subsidiaries’ exposure to
asbestos litigation and their relationships with insurance carriers are actively managed through another
Coltec subsidiary, Garrison Litigation Management Group, Ltd. Several risks and uncertainties may
result in potential liabilities to us in the future that could have a material adverse effect on our business,
financial condition, results of operations and cash flows. Those risks and uncertainties include the
following:

o the potential for a large number of future asbestos claims that