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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K includes forward-looking statements within the meaning of the Private Securities Litigation Reform Act of
1995. All statements other than statements of historical fact, including statements regarding industry prospects or future results of operations or
financial position made in this Annual Report on Form 10-K are forward-looking. We use words such as believe, expect, anticipate, intends,
estimate, forecast, project, should and similar expressions to identify forward-looking statements. Forward-looking statements are based on
management�s current expectations of our near-term results, based on current information available pertaining to us and are inherently uncertain.
We wish to caution investors that any forward-looking statements made by or on our behalf are subject to uncertainties and other factors that
could cause actual results to differ materially from such statements. These uncertainties and other risk factors include, but are not limited to: the
affect of the unfavorable global, national and local economic conditions on our customers and our businesses, the changing political conditions
in the United States and other countries, governmental laws and regulations surrounding various matters such as environmental remediation,
contract pricing, international trading restrictions, customer product acceptance, and continued access to capital markets, and foreign currency
risks. These risks and uncertainties, as well as other risks and uncertainties that could cause our actual results to differ significantly from
management�s expectations, are described in greater detail in Item 1A, �Risk Factors,� which describes some, but not all, of the factors that could
cause actual results to differ significantly from management�s expectations. New factors emerge from time to time and it is not possible for
management to predict all such factors, nor can it assess the impact of each such factor on the business or the extent to which any factor, or a
combination of factors, may cause actual results to differ materially from those contained in any forward-looking statements. We assume no
obligation to update or revise any forward-looking statements made herein or any other forward-looking statements we make, whether as a result
of new information, future events, or otherwise.

1

Edgar Filing: CECO ENVIRONMENTAL CORP - Form 10-K

Table of Contents 5



Table of Contents

PART I

Item 1. Business
General

CECO Environmental Corp. was incorporated in New York State in 1966 and reincorporated in Delaware in January 2002. We operate as a
provider of air pollution control products and services through four principal product groups: our Contracting/Services Group, which produces
air pollution control and industrial ventilation systems, our Engineered Equipment and Parts Group, which produces various types of air
pollution control equipment, our Component Parts Group, which manufactures products used by us and other air pollution control companies
and contractors, and our Engineering Group, which provides industrial ventilation engineering and source emission testing services. It is through
combining the efforts of some or all of these groups that we are able to offer complete turnkey systems to our customers and leverage the
operational efficiencies between our family of companies.

Unless the context indicates otherwise, the terms �CECO,� �Company,� �we,� �us,� and �our,� as used herein refer to CECO Environmental Corp. and its
subsidiaries.

Our business is characterized by the breadth and diversity of our product and service offerings, customer base, and end market applications. We
market our products and services under multiple brands, including �Kirk & Blum,� �kbd/Technic,� �CECO Filters,� �Busch International,� �CECO
Abatement Systems,� �K&B Duct,� �Effox,� �Fisher-Klosterman,� �Buell,� �A.V.C.,� �FKI,� and �Flextor,� to multiple end markets, a broad group of
customers and for a wide range of applications.

We have created a family of companies, each playing a specialized role in the creation of clean air solutions. In December 1999, we acquired
Kirk & Blum, one of the largest sheet metal fabricators in the country. This major acquisition significantly changed our focus and capabilities by
transforming the Company from a manufacturing operation to a full-service product, engineering and design service provider of air pollution
control solutions. We have built upon this end-to-end platform strategy by broadening our offerings through both acquisitions and the creation of
new service offerings. Other important organizational developments include the following:

� Acquired the assets of Effox, Inc., (�Effox�) a leading producer of dampers and expansion joints, in February 2007 to continue the
execution of our �horizontal integration� strategy, broadening our exposure to the multibillion-dollar energy, power and utility markets.

� Acquired in February 2008, the assets of Fisher-Klosterman, Inc., (�FKI�), which produces air pollution and particulate recovery
products in the fields of petroleum refinery, power production, petrochemicals, and manufacturing. The acquisition also expands our
operations into China with FKI�s 30,000 square foot facility in Shanghai, China.

� Acquired in August 2008, Flextor, Inc., (�Flextor�), of Montreal, Canada. Flextor, like Effox, is a producer of dampers and expansion
joints. The addition of Flextor gives us a greater international presence in that market, especially in Latin America.

� Acquired in August 2008, the assets of A.V.C. Specialists, (�A.V.C.�). A.V.C. produces replacement parts for electrostatic
precipitators. Their primary markets are the refining and power industries. A.V.C.�s operations fit well as a division of FKI.

Competitive Strengths

Leading Market Position as a Complete Solution Provider. We believe we are the leading provider of complete turnkey solutions to the air
pollution control and industrial ventilation industry and one of the largest and most diversified turnkey solutions providers in North America.
The multibillion-dollar global air pollution control market is highly fragmented with numerous small and regional contracting firms separately
supplying
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engineering services, fabrication, installation, testing and monitoring, products and spare parts. Through the vertical integration of our family of
companies we offer our customers a complete end-to-end solution from engineering and project management services to procurement and
fabrication to construction and installation to aftermarket support and sale of consumables, which allows them to avoid dealing with multiple
vendors when managing projects.

Long standing experience and customer relationships in growing industry. We have serviced the environmental needs of the industrial
workplace for over 100 years and we believe our extensive experience and expertise in providing a turnkey solution for the air pollution control
and industrial ventilation industry further enhances our overall customer relationships and provides us a competitive advantage in our markets
relative to other companies in the industry. We believe this is evidenced by our strong customer relationships with blue chip customers. We
believe that no single competitor has the resources to offer a similar portfolio of product and service capabilities. Our family of companies offers
the depth of a large organization while our lean organizational structure keeps us close to our customers and markets, allowing us to offer fast
responses to each unique situation.

Global Diversification and Broad Customer Base. The global diversity of our operations and customer base provides us with multiple growth
opportunities. As of December 31, 2010, we had a diversified customer base of more than 3,000 active customers across a range of industries.
Our customers represent some of the largest aerospace, automotive, refining, chemical, foundry, ethanol, power and metals companies, including
General Motors Corporation, The Procter & Gamble Company, Nissan Motor Co., Ltd., Houston Refining, Ecopetrol, Toyota North America,
Inc., The Babcock & Wilcox Company, Alcoa, Inc., Valero, Alstom, Matheson Tri-Gas, Exxon, Allegheny Steel, and Vale. In addition, we
believe that the diversity of our customers and end markets mitigates our risk of a potential fluctuation or downturn in demand from any
individual industry or particular client. We believe we have the resources and capabilities to meet the operating needs of our customers as they
upgrade and expand domestically as well as into new international markets. Once systems have been installed and a relationship has been
established with the customer, we often win repetitive service and maintenance business as the customers� processes change and modifications or
additions to systems become necessary.

Experienced Management and Engineering Team. Our senior management team has an average of approximately 23 years of experience in the
air pollution control and industrial ventilation industry. In addition, in February 2010, we hired a new Chief Executive Officer, Jeff Lang, who
has more than 30 years of executive operating management experience. The business experience of our management team creates a strong skill
set for the successful execution of our strategy. Our senior management team is supported by a strong operating management team, which
possesses extensive operational and managerial experience, averaging over 20 years of industry experience, most of which has been with CECO
Environmental and our family of companies. Our workforce includes approximately 106 engineers, designers, and project managers whose
significant specialized industry experience and technical expertise enables them to have a deep understanding of the solutions that will best suit
the needs of our customers. The experience and stability of our management, operating and engineering team has been crucial to our growth,
developing and maintaining customer relationships and increasing our market share.

Disciplined Acquisition Program with Successful Integration. We believe that we have demonstrated an ability to successfully acquire and
integrate air pollution control and industrial ventilation companies with complementary product or service offerings into our family of
companies. In February 2007, we acquired Effox, Inc., which has granted us access to the multi-billion dollar energy, power and utility markets.
More recently, in February 2008, we acquired FKI, which we believe has given us expanded access to the petroleum and power industries and
gives us a manufacturing presence in China. In August 2008, we acquired Flextor which added an international scope to Effox�s business. In that
same month we also acquired A.V.C., which added more parts capability to FKI. We believe that the breadth and diversity of our products and
services and our ability to deliver a turnkey solution to various end markets provides us with multiple sources of stable growth and a competitive
advantage relative to other players in the industry.

3
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Industry Overview

We serve a large industry that has grown steadily over the last several years. The market for air pollution control and industrial ventilation
products is a multi-billion dollar market that has grown rapidly and is highly fragmented. Today, more so than ever, people demand to live in a
world of clean air and water and an environment that is free of industrial pollutants.

We believe demand for air pollution control and industrial ventilation products in the U.S. and globally has recently and will continue to be
driven by several key factors:

� Favorable Regulatory Environment. The adoption of increasingly stringent environmental regulations in the U.S. and globally forces
businesses to pay strict attention to environmental protection. Businesses and industries of all types�from aerospace, brick, cement,
ceramics, and metalworking to ethanol, automobile, food, foundries, power plants, woodworking, printing, tobacco and
pharmaceuticals�must comply with these various international, federal, state and local government environmental regulations or
potentially face substantial fines or be forced to suspend production or alter their production processes. Regulations range from the
air quality standards promulgated by the Environmental Protection Agency (�EPA�) to Occupational Safety and Health Administrative
Agency (�OSHA�) standards regulating allowable contaminants in workplace environments.

Increasingly stringent air quality standards and the need for improved industrial workplace environments are chief among the factors that drive
our business. Some of the underlying federal legislation that affects air quality standards are the Clean Air Act of 1970 and the Occupational
Safety and Health Act of 1970. The EPA and OSHA, as well as other state and local agencies, administer air quality standards. Industrial air
quality has been improving through EPA mandated Maximum Achievable Control Technology standards and OSHA established Threshold
Limit Values for more than 1,000 industrial contaminants. Any of these factors, individually or collectively, tend to cause increases in industrial
capital spending that are not directly impacted by general economic conditions, expansion or capacity increases. Favorable conditions in the
economy generally lead to plant expansions and the construction of new industrial sites. However, in a weak economy customers tend to
lengthen the time from their initial inquiry to the purchase order or defer purchases.

� Worldwide Industrialization. Global trade has increased significantly over the last couple of years driven by growth in emerging
markets, including China and India as well as other developing nations in Asia and Latin America. Furthermore, as a result of
globalization, manufacturing that was historically performed domestically continues to migrate to lower cost countries. This
movement of the manufacture of goods throughout the world increases demand for industrial ventilation products as new
construction continues and we expect more rigorous environmental regulations will be introduced to create a cleaner and safer
working environment and reduce environmental emissions as these economies evolve.

Recent Company Developments

During 2010, our operational efficiency and profitability improved significantly due to streamlining and consolidation of our facilities and
reduced overhead expenses across all business units. Our Contracting/Services Group closed manufacturing facilities in Cincinnati, Ohio,
Lexington, Kentucky and Indianapolis, Indiana and consolidated their operations into our remaining Contracting/Services Group locations at
Louisville, Kentucky, Columbia, Tennessee and Greensboro, North Carolina which are now more fully utilized.

Additionally, we closed our GMD manufacturing facility, which is part of our Engineered Equipment and Parts Group, in Fort Worth Texas and
we will maintain and manage the GMD product lines from our Fisher-Klosterman facility in Louisville, Kentucky.

4
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Strategy and Vision

The core principles that drive our strategy and vision are: Significant Growth, Operational Excellence, Developing our Employees, Customer
Service�Quality Excellence, Market Coverage, and Safety.

Our strategy utilizes all of our resource capabilities to help customers improve efficiencies and meet specific regulatory requirements within
their business processes through optimal design and integration of turnkey contaminant and pollution control systems. Our engineering and
design expertise in air quality management combined with our comprehensive suite of product and service offerings allow us to provide
customers with a one-stop cost-effective solution to meet their integrated abatement needs. Key elements of our strategy include:

Expand Customer Base and Penetrate End Markets through Global Market Coverage. We constantly look for opportunities to penetrate new
customers, geographic locations and end markets with existing products and services or acquired new product or service opportunities. For
example, we have successfully expanded our sales to new customers and entered new end markets through the strategic acquisition of Effox in
February 2007, the strategic acquisition of Flextor in August 2008 and the strategic acquisition of AVC in August 2008. Our strategic
acquisition of Effox has allowed us to access the multibillion-dollar energy, power and utilities markets. The acquisition of Flextor in August
2008 further expanded Effox�s business internationally. Our acquisition of FKI expanded our access to the petroleum and power markets and also
provides us with a manufacturing facility in China, which experienced significant growth in revenues and operating income in 2010. The
acquisition of A.V.C. added additional parts sales to FKI�s business. We intend to continue to expand our sales force, customer base and end
markets and have identified a number of attractive growth opportunities both domestically and abroad, including international projects in China,
India, Latin America, Europe and the Middle East.

Develop Innovative Solutions. We intend to continue to leverage our engineering and manufacturing expertise and strong customer relationships
to develop new customized products to address the identified needs of our customers or a particular end market. We thoroughly analyze new
product opportunities by taking into account projected demand for the product or service, price point and expected operating costs, and only
pursue those opportunities that we believe will contribute to earnings growth in the near-term. In addition, we continually improve our
traditional technologies and adapt them to new industries and processes.

Maintain Strong Customer Focus. We enjoy a diversified customer base of more than 3,000 active customers as of December 31, 2010, across a
broad base of industries, including aerospace, brick, cement, steel, ceramics, metalworking, ethanol, printing, paper, food, foundries, power
plants, metal plating, refineries, wood working, chemicals, tobacco, glass, automotive and pharmaceuticals. We believe that there are multiple
opportunities for us to expand our penetration of existing markets and customers.

Pursue Selective Acquisitions. We will continue to explore selective acquisition opportunities that:

� Further broaden the breadth of our product and service offering;

� Allow us to enter new end markets or strengthen our presence in an existing end market; and

� Extend our industry leadership position.

� Are accretive to earnings.
The air pollution control and industrial ventilation industry is highly fragmented, which may present acquisition opportunities, particularly
companies that produce types of pollution control equipment that we do not currently manufacture or companies that have system expertise in a
particular industry that we do not currently serve or feel that we under serve, or who, by integrating into our existing family of companies would
make us a dominant player in that particular market. In short we are looking to expand into horizontal markets that will strategically broaden our
product and service offering and gain access to new customers and end markets. We believe that there is an ongoing trend among customers to
utilize fewer suppliers in order to
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simplify procurement, increase manufacturing efficiency and generally reduce costs. We believe our reputation as an established, reliable and
responsible provider of complete turnkey solutions makes us an attractive acquirer.

Our ability to expand through acquisition is much stronger now due to a much improved balance sheet which reflects a significant reduction in
our bank debt, a strong cash position and convertible debt that we believe will be converted to equity in the near future.

Products and Services

We believe that we are recognized as a leading provider in the air pollution control industry. We focus on engineering, designing, building, and
installing systems that capture, clean and destroy airborne contaminants from industrial facilities as well as equipment that controls emissions
from such facilities. We now market these turnkey pollution control services through all our companies with Kirk & Blum providing project
management. With a diversified base of more than 3,000 active customers, we provide services to a myriad of industries including aerospace,
brick, cement, steel, ceramics, metalworking, printing, paper, food, foundries, utilities, metal plating, woodworking, chemicals, glass,
automotive, ethanol, pharmaceuticals, and refining. The table below illustrates how our family of companies are spread over this diversified
customer base, providing a broad range of applications.

Divisions

Capabilities

(products and services) Typical Industries Typical Applications
Contracting/Services

�    Turnkey Design, Build,
Install:

-   Dust Collectors

-   Oil Mist Collectors

-   Chip Conveyance

Systems

�    Custom Sheet Metal

�    Aerospace

�    Automotive

�    Food

�    Foundry

�    Glass

�    Primary Metals

�    Printing

�    Collection:

-   Dust

-   Oil Mist

-   Fume Exhaust

�    Exhaust/Make-up Air

�    Paint/Finishing Booths

�    Pneumatic Conveying

Engineered Equipment and Parts

�    Regenerative Thermal
Oxidation

�    Catalytic and Thermal
Oxidation

�    Selective and Regenerative
Catalytic Reduction

�    Chemical Processing

�    Ethanol

�    Paint Booth Emissions

�    Wastewater Treatment

�    Wood Products

�    Asphalt

�    High Efficiency Destruction:

-   Volatile Organic

Compounds

-   Fumes

-   Industrial Odors

�    Design and manufacture:

-   Dampers

-   Expansion Joints

�    Coal-Fired Power Plants

�    Chemical Processing

�    Refining

�    Steam Heat Recovery

�    Flue Gas Desulphurization

�    Catalytic (NOx) Reduction
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Divisions

Capabilities

(products and services) Typical Industries Typical Applications

�    Fiber-Bed Filter Mist
Collectors

�    Catenary Grid and Narrow
Gap Venturi Scrubbers

�    Replacement Filters

�    Repack Services

�    Asphalt

�    Chemical

�    Fertilizer

�    Metals

�    Semiconductors

�    Acid/Caustic Mist

�    Storage Tank Emissions

�    Lubricant Emissions

�    Nitric Acid

�    Platinum Recovery

�    Wet Bench Acid Mist

�    Heavy Duty Air Handling
and Conditioning

�    Fume Exhaust Systems

�    Air-Curtain Hoods

�    JET*STAR Strip/ Coil
Coolers and Dryers

�    Aluminum

�    Chemical

�    Paper

�    Power

�    Steel

�    Rolling Mill Oil Mist
Collection

�    Heavy Gauge Strip and Coil:

-   Coolers

-   Dryers

�    General Ventilation

�    Design, Manufacture and/or
Install:

-   Industrial Cyclones

-   FCC Cyclones

-   Air Classifiers

-   Scrubbers

-   Venturi

-   Packed Bed

-   Multiple Purpose

�    Electrostatic Precipitators -
New, Rebuilds, Conversions to
Fabric Filtration and/or Parts
and Service

�    Medial Filtration:

-   Baghouse Fabric Filters

-   Cartridge Collectors

�    Refineries

�    Utilities

�    Bio Fuels

�    Petrochemicals

�    Pharmaceutical

�    Forest Products

�    Manufacturing

�    Food

�    Air Pollution Control

�    Product Recovery and
Capture

�    Petroleum Refining

�    Catalyst Recovery

�    Manufactured Sand

�    Protection of Downstream
Process and Pollution Control
Equipment

�    Flyash Beneficiation
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�    Pneumatic Conveying and
Industrial Ventilation

Component Parts

�    Component Parts for
Industrial Air Systems

�    Industrial Sheet Metal
Contractors

�    Industrial Ventilation
Systems
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Divisions

Capabilities

(products and services) Typical Industries Typical Applications

�   Clamp-Together
Componentized Ducting
Systems

�   Industrial Sheet Metal
Contractors

�   Chemical

�   Food

�   Furniture

�   Metals

�   Pharmaceuticals

�   Capture in Moderately
Abrasive Environments

-   Dust Particles

-   Fumes

-   Oil Mist

Engineering

�   Air Flow and Contaminant
Engineering and Design

�   Ventilation System Testing
and Balancing

�   Emission Testing for
Regulatory Compliance

�   Automotive

�   Food

�   Furniture

�   Glass

�   Metals

�   Plastics

�   Smelters

�   Emission Testing and
Compliance

�   Systems Analysis

�   Industrial Ventilation:

-   Engineering

-   Design

Contracting/Services Group

Our Contracting/Services Group is comprised of the contracting and services operations of our Kirk & Blum divisions. Under the Kirk & Blum
trade name we have four principal lines of business. All have evolved from the original air pollution systems business (contracting, fabricating,
parts and clamp-together duct systems). The largest line, with three strategic locations throughout the Midwest and Southeast United States, is
air pollution control systems and industrial ventilation. These systems, primarily sold on a turnkey basis, include oil mist collection, dust
collection, industrial exhaust, chip collection, make-up air, as well as automotive spray booth systems, industrial and process piping, and other
industrial sheet metal work. We provide a cost effective engineered solution to in-plant process problems in order to control airborne pollutants.
Representative customers include General Electric Company, General Motors Corporation, The Procter & Gamble Company, Nissan Motor Co.,
Ltd., Honda Motor Co., Inc., Toyota Motor North America, Inc., The Boeing Company, Lafarge, Corning Incorporated, RR Donnelley, and
Alcoa Inc. North America is the principal market served. We have, at times, supplied equipment and engineering services in certain global
markets. We have completed several major contracts in Mexico as well as projects in China.

We provide custom metal fabrication services at our Kirk & Blum Columbia Tennessee, Louisville Kentucky and Greensboro North Carolina
locations. These facilities are used to fabricate parts, subassemblies, and customized products for air pollution and non-air pollution applications
from sheet, plate, and structurals and perform a considerable amount of the fabrication for CECO Filters, Busch International and CECO
Abatement. We have developed significant expertise in custom sheet metal fabrication. As a result, these facilities give us flexible production
capacity to meet project schedules and cost targets in air pollution control projects while generating additional fabrication revenue in support of
non-air pollution control industries. Kirk & Blum is the custom fabricator of product components for many companies located in the Midwest
choosing to outsource their manufacturing. Occasionally, we will market custom fabrication services under a long-term sales agreement.

Engineered Equipment and Parts Group
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Our Engineered Equipment and Parts Group is comprised of CECO Filters, Busch International, CECO Abatement, Effox, FKI, Flextor and
A.V.C. We added the CECO Abatement Systems division in 2001 to extend

8

Edgar Filing: CECO ENVIRONMENTAL CORP - Form 10-K

Table of Contents 17



Table of Contents

our penetration into the thermal oxidation market. We enable our customers to meet BACT requirements and compliance targets for fumes,
volatile organic compounds, process, and industrial odors. Our services eliminate toxic emission fumes and volatile organic compounds from
large-scale industrial processes. We have a presence in the chemical processing, ethanol, paint booth emissions, wastewater treatment, and wood
products industries.

We acquired the assets of Effox in Cincinnati, Ohio in February 2007, to continue the execution of our horizontal integration strategy. This
acquisition broadens our exposure to the multibillion dollar electric power generation market, coal and gas, and the ethanol, metals and mineral
products markets. We provide dampers and expansion joints for flue gas and process air systems with emphasis on steam heat recovery, flue gas
desulphurization, and catalytic (NOx) reduction. For existing systems, Effox provides rebuilding and repair services, including basic design
modification. Flextor, which was acquired in 2008, is quite similar to Effox but its business is more international with an emphasis on Latin
America.

In February 2008, we acquired the assets of FKI, to further expand our access to the petrochemical, petroleum and power markets. FKI produces
cyclones, classifiers, electrostatic precipitator parts and service, air filtration equipment and scrubbers. A.V.C., acquired in August 2008, added
to FKI�s parts business.

Our fiber bed filter technology is marketed under the CECO Filters trade name directly to customers. The principal functions of the filters are
(a) the removal of damaging mists and particles (e.g., in process operations that could cause downstream corrosion and damage to equipment),
(b) the removal of pollutants, and (c) the recovery of valuable materials for reuse. The filters are also used to collect fine insoluble particulates.
Major users are chemical and electronics industries, manufacturers of various acids, vegetable and animal based cooking oils, textile products,
alkalies, chlorine, papers, asphalt and pharmaceutical products. In February 2004, we established CECO Filters India Pvt. Ltd. in Chennai, India
to market filtering equipment under the CECO Filters trade name to extend our penetration into Asia. We manufacture fiber beds in
Philadelphia, India, and in China.

We design and build air handling equipment and systems for filtering, cooling, heating, and capture of emissions in the metal industries under
the Busch International name. Our fume exhaust systems with industry recognized hood designs provide high efficiency control of oil mist and
fumes, removing liquid particles and vapor phase emissions from rolling mill, machining, and other oil mist generating processes. We also
provide systems for corrosion protection, fugitive emissions control, evaporative cooling, and other ventilation and air handling applications. We
also market a strip cooler under the JET*STAR name that is designed to cool metal strip coatings even at high strip speeds. This engineered
equipment is globally marketed to the steel and aluminum industries.

Component Parts Group

We market component parts for industrial air systems to contractors, distributors and dealers throughout the United States under the Kirk &
Blum Parts division. In 2001, we started the K&B Duct product line to provide a cost effective alternative to traditional duct. Primary users for
this product line are those that generate dry particulate such as furniture manufacturers, metal fabricators, and any other users desiring flexibility
in a duct system. Customers include end users, contractors, and dealers.

Engineering Group

Our Engineering Group is marketed under the kbd/Technic trade name to provide engineering services directly to customers. We routinely
conduct stack tests for compliance demonstrations and provide customers with engineering evaluations of process or pollution control
equipment. Our testing capabilities include the measurement of particulate emissions and particle size distribution including PM-10, sulfur
oxides, nitrogen oxides, volatile organic compounds (VOCs), metals, and acid gases. Our industrial ventilation system designs enable reduced
construction, operating, and maintenance costs by optimizing airflow. Representative customers

9

Edgar Filing: CECO ENVIRONMENTAL CORP - Form 10-K

Table of Contents 18



Table of Contents

include General Motors Corporation, Ford Motor Company, Toyota Motor North America, Inc., The Quaker Oats Company, Nissan Motor Co.,
Ltd. and Honda Motor Co., Inc.

Project Design and Development

We focus our development efforts on designing and introducing new and improved approaches and methodologies which produce for our
customers better system performance and often improve customer process performance. For example, the patented JET*STAR strip cooler
produced by Busch International routinely allows customers to increase the speed of galvanizing lines, thus enhancing productivity, while at the
same time increasing product quality by, through the use of the cooling air, holding the strip more stable as the zinc coating cools. We produce
specialized products, which are often tailored to the specifications of a customer or application. We continually collaborate with our customers
to develop the proper solution and ensure customer satisfaction. During 2010 and 2009, costs expended in development were not significant.
Such costs are generally included as factors in determining pricing.

We also specialize in the design, fabrication and installation of turnkey ventilation systems and processes. The project development cycle may
follow many different paths depending on the specifics of the job and end market. The process normally takes between one and six months from
concept and design to production, which may vary significantly depending on developments that occur during the process, including among
others, the emergence of new environmental demands, changes in design specifications and ability to obtain necessary approvals.

Sales, Marketing and Support

Our selling strategy is to provide a solutions-based approach for controlling industrial airborne contaminants by being a single source provider of
industrial ventilation and air-pollution control products and services. This involves horizontally expanding our scope of products and services
through selective acquisitions and the formation of new business units that are then vertically integrated into our growing family of turnkey
system providers. We believe this provides a discernable competitive advantage. We execute this strategy by utilizing our portfolio of in-house
technologies and those of third party equipment suppliers. Many of these have been long standing relationships, which have evolved from pure
supplier roles to value-added business partnerships. This enables us to leverage existing business with selective alliances of suppliers and
application specific engineering expertise. Our products primarily compete on the basis of price, performance, speed of delivery, quality,
customer support and single source responsibility. Our value proposition to customers is to provide competitively priced, customized turnkey
solutions. Our combined industry-specific knowledge base, accompanied by our product and service offerings, provides valuable synergies for
design innovation.

We sell and market our products and services with our own direct workforce in conjunction with outside sales representatives in the U.S.,
Mexico, Canada, Asia, Europe and South America. We have direct employees in India, Mexico, China and South America. We intend to expand
our sales and support capabilities and our network of outside sales representatives in key regions domestically and internationally.

Much of our marketing effort consists of individual visits to customers, dissemination of sales and advertising materials, such as product
announcements, brochures, magazine articles, advertisements and cover or article features in trade journals and other publications. We also
participate in public relations and promotional events, including industry tradeshows and technical conferences. We maintain an internal
marketing organization that is responsible for these initiatives.

Our customer service organization or sales force provides our customers with technical assistance, use and maintenance information as well as
other key information regarding their purchase. We also actively provide our customers with access to key information regarding changes in
environment regulations and potentially pending changes as well as new product or service developments. We believe that maintaining a close
relationship with
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our customers and providing them with the support they request improves their level of satisfaction and enables us to foresee their potential
future product needs or service demands. Moreover, it leads to sales of annual service and support contracts as well as consumables. Our website
also provides our customers with online tools and technical resources.

Quality Assurance

In engineered systems, quality is defined as system performance. We carefully review with our customers, before the contract is signed, the level
of contaminant capture required and the efficiency of the equipment that will remove the contaminant from the air stream prior to it being
exhausted to the atmosphere. We then review these same parameters internally to assure that guarantees will be met. Standard project
management and production management tools are used to ensure that all work is done to specification, that project schedules are met, and that
the system is started up in the proper manner. Equipment is tested at the site to ensure it is functioning properly. Every fiber bed filter we build is
tested at the factory, whether built in China, India or the US. Historically, warranty expense is very low.

Customers

We are not dependent upon any single customer, with no customer comprising 10% or more of our consolidated revenues for 2010 or 2009 and
we do not believe that the loss of any of our customers would have a material adverse effect on us and our subsidiaries, taken as a whole.

Suppliers and Subcontractors

We purchase our angle iron and sheet plate products from a variety of sources. When possible, we secure these materials from steel mills. Other
materials are purchased from a variety of steel service centers. Steel prices have been volatile but we typically mitigate the risk of higher prices
by including a �surcharge� on our standard products. On contract work, we mitigate the risk of higher prices by including the current price in our
estimate.

We purchase chemical grade fiberglass as needed from Johns Manville Corporation, which we believe is the only domestic supplier of such
fiberglass.

We have a good relationship with all our suppliers and do not anticipate any difficulty in continuing to receive such items on terms acceptable to
us. We have not experienced difficulty in procuring a sufficient supply of materials in the past. We typically agree to billing terms with our
suppliers ranging from net 30 to 45 days. To the extent that our current suppliers are unable or unwilling to continue to supply us with materials,
we believe that we would be able to obtain such materials from other suppliers on acceptable terms.

Typically on turnkey projects we subcontract such things as electrical work, concrete work, controls, conveyors, insulation, etc. We use
subcontractors with whom we have good working relationships and review each project, both at the beginning and on an ongoing basis, to
ensure that all work is being done according to our specifications. Subcontractors are generally paid on a �pay when paid� basis.

Backlog

Backlog is a representation of the amount of revenue expected from complete performance of uncompleted signed firm fixed-price contracts that
have not been completed for products and services we expect to substantially deliver within the next 12 months. Our customers may have the
right to cancel a given order, although historically cancellations have been rare. Backlog from continuing operations was approximately $54.3
million and $66.5 million at the end of the fiscal years 2010 and 2009, respectively. Substantially all 2009 backlog was completed in 2010.
Approximately 90% of the 2010 backlog is expected to be completed in 2011. Backlog is not defined by generally accepted accounting
principles and our methodology for calculating backlog may not be consistent with methodologies used by other companies.
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Competition

We believe that there are no singly dominant companies in the industrial ventilation and air pollution control markets in which we participate.
These markets are fragmented with numerous smaller and regional participants. Due to the size and shipping weight of many of our projects,
localized manufacturing/fabrication capabilities is very important to our customers. As a result, competition varies widely by region and
industry. The market for

our products is highly competitive and is characterized by technological change, continuously changing environment regulations and evolving
customer requirements. We believe that the principle competitive factors in our markets include:

� Breadth and diversity of product offerings;

� Ability to design standard and custom products that meet customers� needs;

� Ability to provide a reliable solution in a timely manner;

� Quality customer service and support; and

� Financial and operational stability, including reputation.
We believe we compete favorably with respect to these factors.

Seasonality

Our business is subject to seasonal fluctuations. The fourth quarter of our fiscal year, which ends December 31, is typically our strongest quarter.
This is due to a combination of factors. First, many of our customers attempt to complete major capital improvement projects before the end of
the calendar year. Also, many customers shut down over the Christmas holidays to perform maintenance services on their facilities. These
factors create increased demand for our products and services during this period.

Conversely, the first quarter of our calendar fiscal year is typically our weakest quarter. This is caused to some extent by winter weather
constraints on outside construction activity but also by the seasonality of capital improvement projects as discussed relating to the fourth quarter.

Government Regulations

We believe our operations are in material compliance with applicable environmental laws and regulations. We believe that changes in
environmental laws and regulations will not have a material adverse effect on our operations. Given the nature of our business, such changes
create opportunity.

We are also subject to the requirements of OSHA and comparable state statutes. We believe we are in material compliance with OSHA and state
re
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