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

(Title of each class) (Name of each exchange on which registered)
Class A Common Stock, $1.00 par value The NASDAQ Stock Market LLC

Securities registered pursuant to Section 12(g) of the Act: NONE

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

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

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes  x    No  ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate 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  x   No  ¨

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

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company, or emerging growth company. See the definitions of “large accelerated filer,” “accelerated
filer,” “smaller reporting company”, and “emerging growth company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer ¨ Accelerated filer ¨ Non-accelerated filer ¨ Smaller reporting company  x
 (Do not check if a smaller reporting company)  Emerging growth company  ¨
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If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for the complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of
the Exchange Act.   ¨

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes 
¨   No  x

The aggregate market value of the registrant’s Class A Common Stock held by non-affiliates of the registrant, based on
the last sale price on June 30, 2017 (the last business day of the registrant’s most recently completed second fiscal
quarter), was approximately $14,307,000. For purposes of this calculation, shares of common stock held by each
executive officer and director have been excluded since those persons may be deemed to be affiliates. This
determination of affiliate status is not necessarily a conclusive determination for other purposes.

As of March 23, 2018, there were 3,589,616 shares of the registrant’s Class A Common Stock outstanding.

Documents Incorporated by Reference

Part III of this Annual Report on Form 10-K incorporates by reference information from the registrant’s definitive
Proxy Statement for the Annual Meeting of Stockholders to be held in 2018.
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FORWARD LOOKING STATEMENTS

The Private Securities Litigation Reform Act of 1995 (the “Reform Act”) provides a safe harbor for forward looking
statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities
Exchange Act of 1934 made by or on behalf of P&F Industries, Inc. and subsidiaries (the “Company”). The Company
and its representatives may, from time to time, make written or verbal forward looking statements, including
statements contained in the Company’s filings with the Securities and Exchange Commission, such as this Annual
Report on Form 10-K (“Report”), and in its reports to stockholders. Any statements made in the Report that is not
historical or current facts may be deemed to be forward looking statements. Generally, the inclusion of the words
“believe,” “expect,” “intend,” “estimate,” “anticipate,” “will,” “may,” “would,” “could,” “should” and their opposites and similar
expressions identify statements that constitute forward looking statements within the meaning of the Reform Act. Any
forward looking statements contained herein, including those related to the Company’s future performance, are based
upon the Company’s historical performance and on current plans, estimates and expectations. Such forward looking
statements are subject to various risks and uncertainties, including those risk factors described in Item 1A of Part I,
“Risk Factors” of this Report, which may cause actual results to differ materially from the forward looking statements.
You are therefore cautioned against relying on any forward looking statements. Forward looking statements speak
only as of the date on which they are made, and the Company undertakes no obligation to update publicly or revise
any forward looking statement, whether as a result of new information, future developments or otherwise.

3
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PART I

ITEM 1.  Business

P&F is a Delaware corporation incorporated on April 19, 1963. For all periods presented until February 11, 2016 (the
“Nationwide Closing Date”), the effective date of the sale of its Nationwide Industries, Inc. (“Nationwide”) subsidiary,
P&F operated in two primary lines of business or segments: (i) tools and other products (“Tools”) and (ii) hardware and
accessories (“Hardware”). As a result of the sale of Nationwide, which had been reported in the Hardware segment, the
Company currently only operates in the Tools business. See Note 2 to consolidated financial statements for further
discussion.

Tools

The Company conducts its Tools business through a wholly-owned subsidiary, Continental Tool Group, Inc.
(“Continental”), which in turn operates through its wholly-owned subsidiaries, Florida Pneumatic Manufacturing
Corporation (“Florida Pneumatic”) and Hy-Tech Machine, Inc. (“Hy-Tech”). Exhaust Technologies Inc. (“ETI”) and
Universal Air Tool Company Limited (“UAT”) are wholly-owned subsidiaries of Florida Pneumatic. Effective April 5,
2017, Florida Pneumatic, through a wholly-owned subsidiary, purchased substantially all of the operating assets, less
certain payables of Jiffy Air Tool, Inc. (“Jiffy”). See Note 3 to our Consolidated Financial Statements for further
discussion. The business of Air Tool Service Company (“ATSCO”) operates through a wholly-owned subsidiary of
Hy-Tech.

Florida Pneumatic

 Florida Pneumatic imports and sells pneumatic hand tools, most of which are of its own design, primarily to the retail,
industrial, automotive and aerospace markets. This line of products includes sanders, grinders, drills, saws and impact
wrenches. These tools are similar in appearance and function to electric hand tools, but are powered by compressed
air, rather than by electricity or battery. Air tools, as they are more commonly referred to, generally are less expensive
to operate, offer better performance and weigh less than their electrical counterparts. Florida Pneumatic imports
approximately seventy-five types of pneumatic hand tools, most of which are sold at prices ranging from $50 to
$1,000, under the names “Florida Pneumatic,” “Universal Tool,” AIRCAT, NITROCAT, as well as under the trade names
or trademarks of several private label customers. These products are sold to retailers, distributors, and private label
customers through in-house sales personnel and manufacturers’ representatives. The AIRCAT and NITROCAT brands
of pneumatic tools are sold primarily to the automotive service and repair market (“automotive market”). Users of
Florida Pneumatic’s hand tools include industrial maintenance and production staffs, do-it-yourself mechanics,
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professional automobile mechanics and auto body personnel. Jiffy manufactures and distributes pneumatic tools and
components primarily to aerospace manufacturers. Lastly, Jiffy, a manufacturer and distributor of pneumatic tools and
components acquired in April 2017, has enabled Florida Pneumatic to approach the aerospace sector with a much
stronger brand.

Florida Pneumatic also markets, through its Berkley Tool division (“Berkley”), a product line that includes pipe and bolt
dies, pipe taps, wrenches, vises and stands, pipe and tubing cutting equipment, hydrostatic test pumps, and
replacement electrical components for a widely-used brand of pipe cutting and threading machines. Florida Pneumatic
markets Berkley’s products through industrial distributors and contractors. Florida Pneumatic also assembles and
markets a line of compressor air filters.

There are redundant supply sources for nearly all products purchased.

The primary competitive factors in the industrial and automotive pneumatic tool market are quality, breadth and
availability of products, customer service, technical support, price and brand name awareness. The primary
competitive factors in the retail pneumatic tool market are price, service and brand-name awareness. The primary
competitive factors in Berkley’s business are price and service. Florida Pneumatic’s products are sold off the shelf.
Currently, there is minimal seasonality to Florida Pneumatic’s revenue.

 During 2017 Florida Pneumatic purchased approximately 36% of its pneumatic tools from China, 63% from Taiwan
and 1% from Japan and Europe.  Florida Pneumatic performs final assembly on certain of its products at its factory in
Jupiter, Florida.

Hy-Tech

Hy-Tech designs, manufactures and distributes industrial pneumatic tools, industrial gears, hydrostatic test plugs and a
wide variety of parts under the brands ATP ATSCO, OZAT, Numatx, Thaxton and Quality Gear.  Hy-Tech produces
and sells over sixty types of pneumatic tools, which include heavy duty air tools, industrial grinders, impact sockets,
hydro-pneumatic riveters, air motors and custom gears, with prices ranging from $450 to $42,000.

Its products are sold direct to major end-users, as well as through a broad network of industrial and fluid power
distributors. Industries served include power generation, petrochemical, construction, railroad, mining, ship building
and fabricated metals. Hy-Tech also manufactures components, assemblies, finished product and systems for various
Original Equipment Manufacturers under their own brand names.

Edgar Filing: P&F INDUSTRIES INC - Form 10-K

7



Other than a line of sockets sold under the “OZAT” brand name that are imported from Israel, and a small number of
parts, all Hy-Tech products are manufactured in the United States of America.

4

Edgar Filing: P&F INDUSTRIES INC - Form 10-K

8



Hy-Tech products are sold through its in-house sales force as well as manufacturer representatives. Further, its
products are sold off the shelf and also are produced and sold to customer’s specifications.

The business is not seasonal but may be subject to periodic outage and maintenance schedules in refineries, power
generation facilities and chemical plants. The primary competitive factors in their industrial markets are quality, value,
breadth and availability of products, customer service and technical support.

Hy-Tech sources its raw materials from various well-established distributors throughout the United States. There are
redundant sources for all materials.

Hardware

Nationwide

Prior to the Nationwide Closing Date, the Company conducted its Hardware business through its wholly-owned
subsidiary, Countrywide Hardware, Inc. (“Countrywide”). Countrywide conducted its business operations through its
wholly-owned subsidiary, Nationwide. As of the Nationwide Closing Date, Nationwide was an importer and
manufacturer of door, window and fencing hardware and accessories, including rollers, hinges, window operators,
sash locks, custom zinc castings and door closers. On the Nationwide Closing Date, Countrywide sold Nationwide to
an unrelated third party for approximately $22.2 million.

In November 2016, Countrywide sold the land and building that was the sole location from which Nationwide
operated for $3.5 million, after fees and expenses.

See Note 2 to Consolidated Financial Statements for further discussion.

Patents, Trademarks and Other Intellectual Property
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The Company holds several patents, trademarks, and copyrights of various durations, and it believes that it holds or
licenses all of the patent, trademark, copyright, and other intellectual property rights necessary to conduct our
business. The Company relies upon patents, copyrights, trademarks, and trade secret laws to establish and maintain its
proprietary rights in many of our products.  There can be no assurance that any of its patents, trademarks or other
intellectual property rights will not be challenged, invalidated, or circumvented, or that any rights granted thereunder
will provide competitive advantages to it. In addition, there can be no assurance that patents will be issued from
pending patent applications filed by the Company, or that claims allowed on any future patents will be sufficiently
broad to protect our technology or designs.  Further, the laws of some foreign countries may not permit the protection
of our proprietary rights to the same extent as do the laws of the United States.

Customers

The Company is not dependent on any one customer. During 2017 we had two retail customers, Sears and The Home
Depot, which accounted for 5.9% and 27.1%, respectively, of the Company’s revenue and 13.6% and 29.8%,
respectively, in 2016. The Company elected not to renew an agreement with Sears, which terminated on September
30, 2017.

Employees

The Company employed 171 full-time employees as of December 31, 2017. At various times during the year our
operating units may employ seasonal or part-time help, as necessary. None of the Company’s employees are
represented by a union.

Information Available on the Company’s Website

Additional information regarding the Company and its products is available on the Company’s website at
www.pfina.com . In addition, the Company’s (i) charters for the Audit, Compensation, Corporate Governance and
Nominating, and Strategic Planning and Risk Assessment Committees of the Company’s Board of Directors and of the
Lead Independent Director; and (ii) Code of Business Conduct and Ethics are available on the Company’s website.
P&F’s Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Proxy Statements on Schedule 14A and
Current Reports on Form 8-K, as well as any amendments to those reports and certain other filings, are made available
to the public at no charge, other than an investor’s own internet access charges, through the “SEC Filings” section of the
Company’s website. The Company makes such material available on its website as soon as reasonably practicable after
it electronically files such material with, or furnishes it to, the Securities and Exchange Commission (“SEC”). Copies of
any materials the Company files with the SEC can also be obtained free of charge through the SEC’s website at
www.sec.gov. The SEC’s Public Reference Room can be contacted at 100 F Street, N.E., Washington, D.C. 20549.
The information on the Company’s website is not, and should not be considered, part of this Annual Report on Form
10-K and is not incorporated by reference to this report.
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ITEM 1A.  Risk Factors

A wide range of factors could materially affect our performance. In addition to the factors affecting specific business
operations identified in connection with the description of these operations and the financial results elsewhere in this
report, the following factors, among others, could adversely affect our business, including our results of operations or
financial position:

·

Exposure to fluctuations in energy prices. Fluctuations in energy prices, including crude oil and gas prices, could
negatively impact the activities of those of our customers involved in extracting, refining or exploring for crude oil
and gas, resulting in a corresponding adverse effect on the demand for the products that they purchase from us. Prices
for oil and gas are subject to large fluctuations in response to relatively minor changes in the supply of, and demand
for, oil and gas, market uncertainty and a variety of other economic factors that are beyond our control. Worldwide
economic, political and military events, including war, terrorist activity, events in the Middle East and initiatives by
the Organization of the Petroleum Exporting Countries (OPEC), have contributed, and are likely to continue to
contribute, to price and volume volatility. Such volatility could result in a material adverse effect on our business,
results of operations or financial position.

·

Debt and debt service requirements. The amount of our debt from time to time could have important
consequences. For example, it could: increase our vulnerability to general adverse economic and industry
conditions; limit our ability to fund future capital expenditures, working capital and other general corporate
requirements and limit our flexibility in planning for, or reacting to, changes in our business.

·

Borrowing and compliance with covenants under our credit facility. Our credit facility contains affirmative and
negative covenants including financial covenants, and default provisions. A breach of any of these covenants could
result in a default under our credit agreement. Upon the occurrence of an event of default under our current credit
agreement, the lenders could elect to declare all amounts outstanding to be immediately due and payable and
terminate all commitments to extend further credit. If the lenders were to accelerate the repayment of borrowings, to
the extent we have significant outstanding borrowings at said time, we may not have sufficient assets to repay our
asset based credit facility and our other indebtedness. Also, should there be an event of default, or a need to obtain
waivers following an event of default, we may be subject to higher borrowing costs and/or more restrictive covenants
in future periods. Further, the amount available for borrowing under our asset-based revolving loan facility is subject
to a borrowing base, which is determined by taking into account, among other things, our accounts receivable,
inventory and machinery and equipment. Fluctuations in our borrowing base impact our ability to borrow funds
pursuant to the revolving loan facility.

·Disruption in the global capital and credit markets.   If global economic and financial market conditions deteriorate,
it could have a material adverse effect on our financial condition and results of operations. In particular, lower
consumer spending may result in reduced demand and orders for certain of our products, order cancellations, lower
revenues, increased inventories, and lower gross margins. Further, if our customers experience difficulty obtaining
financing in the capital and credit markets to purchase our products, this could result in further reduced orders for our
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products, order cancellations, inability of customers to timely meet their payment obligations to us, extended
payment terms, higher accounts receivable, reduced cash flows, greater expense associated with collection efforts and
increased bad debt expense; and a severe financial difficulty experienced by our customers may cause them to
become insolvent or cease business operations.

·

The strength of the retail economy in the United States and abroad.   Our business is subject to economic conditions
in major markets in which we operate, including recession, inflation, deflation, general weakness in retail and
industrial markets,  as well as the exposure to liabilities under anti-corruption laws in various countries, such as the
U.S. Foreign Corrupt Practices Act, currency instability, transportation delays or interruptions, sovereign debt
uncertainties and difficulties in enforcement of contract and intellectual property rights, as well as natural
disasters.  The strength of such markets is a function of many factors beyond our control, including interest rates,
employment levels, availability of credit and consumer confidence.

6
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·

Risks associated with sourcing from overseas. We import finished goods and component parts. Any difficulty or
inability on the part of manufacturers of our products or other participants in our supply chain in obtaining sufficient
financing to purchase raw materials or to finance general working capital needs, or their inability to obtain raw
materials due to shortages or other factors, may result in delays or non-delivery of shipments of our products.
Additionally, material increases in raw material commodity prices could further adversely affect our results of
operations and financial position. Our foreign suppliers may encounter interruption in their ability to continue to
provide us with products on a short-term or long-term basis. Although we believe that there are redundant sources
available and maintain multiple sources for most of our products, there may be costs and delays associated with
securing such sources and there can be no assurance that such sources would provide the same quality of product at
similar prices. Further, substantially all of our import operations are subject to customs’ requirements and to tariffs
and quotas set by governments through mutual agreements, bilateral actions or, in some cases unilateral action. The
countries in which our products and materials are manufactured or imported from, may from, time to time impose
additional quotas, duties, tariffs or other restrictions on its imports or adversely modify existing restrictions.
Furthermore, imported products and materials may be subject to future tariffs or other trade measures in the U.S.
Adverse changes in these import costs and restrictions, or our suppliers’ failure to comply with customs regulations or
similar laws could harm our business.

Our ability to import products in a timely and cost-effective manner may also be affected by conditions at ports or
issues that otherwise affect transportation and warehousing providers, such as port and shipping capacity, labor
disputes, severe weather or increased homeland security requirements in the U.S. and other countries. These issues
could delay importation of products or require us to locate alternative ports or warehousing providers to avoid
disruption to customers. These alternatives may not be available on short notice or could result in higher transit costs,
which could have an adverse impact on our business and financial condition.

·

Customer concentration.   We have several key customers, one of which accounted for approximately 27.1% of our
2017 consolidated revenue and 31.0% of our consolidated accounts receivable. Loss of key customers or a material
negative change in our relationships with our key customers could have a material adverse effect on our business,
results of operations or financial position.

·

Adverse changes in currency exchange rates   A majority of our products are manufactured outside the United States,
a portion of which are purchased in the local currency. As a result, we are exposed to movements in the exchange
rates of various currencies against the United States dollar which could have an adverse effect on our results of
operations or financial position. We believe our most significant foreign currency exposures are the Taiwan dollar
(“TWD”) and the Chinese Renminbi (“RMB”). Purchases from Chinese sources are made in U.S. dollars (“USD”).
However, if the RMB were to be revalued against the dollar, there could be a significant negative impact on the cost
of our products. Further, the reporting currency for our consolidated financial statements is the USD. Certain of the
company’s assets, liabilities, expenses and revenues are denominated in currencies other than the USD. In preparing
our Consolidated Financial Statements, those assets, liabilities, expenses and revenues are translated into USD at
applicable exchange rates. Increases or decreases in exchange rates between the USD and other currencies affect the
USD value of those items, as reflected in the Consolidated Financial Statements. Substantial fluctuations in the value
of the USD could have a significant impact on the company’s financial condition and results of operations.
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·
Impairment of long-lived assets and goodwill.   The inability to generate future cash flows sufficient to support the
recorded amounts of goodwill, other intangible assets and other long-lived assets could result in future impairment
charges.

·

Unforeseen inventory adjustments or changes in purchasing patterns.   We make purchasing decisions based upon a
number of factors including an assessment of market needs and preferences, manufacturing lead times and cash flow
considerations. To the extent that our assumptions result in inventory levels being too high or too low, there could be
a material adverse effect on our business, results of operations or financial position.

·

Market acceptance of products.   There can be no assurance that the market continues its acceptance of the products
we introduced in recent years or will accept new products (including the introduction of products into new
geographic markets) introduced or scheduled for introduction in 2018. There can also be no assurance that the level
of sales generated from these new products or geographic markets relative to our expectations will materialize.

·
Competition.   The markets in which we sell our products are highly competitive on the basis of price, quality,
availability, post-sale service and brand-name awareness. A number of competing companies are well-established
manufacturers that compete on a global basis.

·
Price reductions.   Price reductions taken by us in response to customer and competitive pressures, as well as price
reductions or promotional actions taken in order to drive demand, could have a material adverse effect on our
business, results of operations or financial position.

·Interest rates.   Interest rate fluctuations and other capital market conditions could have a material adverse effect on
our business, results of operations or financial position.

7
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·

Litigation and insurance.   The effects of litigation and product liability exposure, as well as other risks and
uncertainties described from time to time in our filings with the Securities and Exchange Commission and our public
announcements could have a material adverse effect on our business, results of operations or financial position.
Further, while we maintain insurance policies to protect against most potential exposures, events may arise against
which we may not be adequately insured.

·

Retention of key personnel.   Our success depends to a significant extent upon the abilities and efforts of our key
personnel. The loss of the services of any of our key personnel or our inability to attract and retain qualified
personnel in the future could have a material adverse effect on our business, results of operations or financial
position.

·
Acquisition of businesses.   Part of our business strategy is to opportunistically acquire complementary businesses,
which involve risks that could have a material adverse effect on our business, financial condition and results of
operations. These risks include:

· Loss or significant decline in the revenue of customers of the acquired businesses;
· Inability to integrate successfully the acquired businesses’ operations;

· Inability to coordinate management and integrate and retain employees of the acquired businesses;

·Difficulties in implementing and maintaining consistent standards, controls, procedures, policies and information
systems;

·Failure to realize anticipated synergies, economies of scale or other anticipated benefits, or to maintain operating
margins;

· Strain on our personnel, systems and resources, and diversion of attention from other priorities;
· Incurrence of additional debt and related interest expense;

· Unforeseen or contingent liabilities of the acquired businesses; and
· Large write-offs or write-downs, or the impairment of goodwill or other intangible assets.

·

Regulatory environment.   We cannot anticipate the impact of changes in laws and regulations, including changes in
accounting standards, taxation requirements, including tax rate changes, new tax laws and revised tax law
interpretations, and environmental laws, in both domestic and foreign jurisdictions. Increased legislative and
regulatory activity and burdens, and a more stringent manner in which they are applied, could significantly impact
our business and the economy as a whole.

·

The threat of terrorism and related political instability and economic uncertainty.   The threat of potential terrorist
attacks on the United States and throughout the world and political instability has created an atmosphere of economic
uncertainty in the United States and in foreign markets. Our results may be impacted by the macroeconomic effects
of those events. Also, a disruption in our supply chain as a result of terrorist attacks or the threat thereof may
significantly affect our business and its prospects. In addition, such events may also result in heightened domestic
security and higher costs for importing and exporting shipments of components and finished goods. Any of these
occurrences may have a material adverse effect on our financial position, cash flow or results in any reporting period.

·
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Business disruptions or other costs associated with information technology, cyber-attacks, system implementations,
data privacy, or catastrophic losses. We rely heavily on computer systems to manage and operate our businesses, and
record and process transactions. Computer systems are important to production planning, customer service and order
fulfillment among other business-critical processes. Consistent and efficient operation of the computer hardware and
software systems is imperative to the successful sales and earnings performance. Despite efforts to prevent such
situations, and loss control and risk management practices that partially mitigate these risks, our systems may be
affected by damage or interruption from, among other causes, fire, natural disasters, power outages, system failures
or computer viruses. Computer hardware and storage equipment that is integral to efficient operations, such as e-mail,
telephone and other functionality, is concentrated in certain physical locations in which we operate. Additionally, we
rely on software applications and enterprise cloud storage systems and cloud computing services provided by
third-party vendors, and our business may be adversely affected by service disruptions or security breaches in such
third-party systems. Security threats and sophisticated computer crime pose a potential risk to the security of our
information technology systems, cloud storage systems, networks, services and assets, as well as the confidentiality
and integrity of some of our customers' data. If we suffer a loss or disclosure of business or stakeholder information
due to security breaches, including as a result of human error and technological failures, and business continuity
plans do not effectively address these issues on a timely basis, we may suffer interruptions in our ability to manage
operations as well as reputational, competitive or business harm, which may adversely impact our results of
operations and financial condition.

·Unforeseen events.   We cannot anticipate the impact of unforeseen events, including but not limited to war and
pandemic disease, on economic conditions and consumer confidence in our business.

The risk factors described above are not intended to be all-inclusive. There can be no assurance that we have correctly
identified and appropriately assessed all factors affecting our business or that the publicly available and other
information with respect to these matters is complete and correct. Additional risks and uncertainties not presently
known to us or that we currently believe to be immaterial also may adversely impact us. Should any risks and
uncertainties develop into actual events, these developments could have a material adverse effect on our business,
results of operations or financial position.

8
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ITEM 1B.  Unresolved Staff Comments

None.

ITEM 2.  Properties

Florida Pneumatic owns a 72,000 square foot plant facility located in Jupiter, Florida from which it conducts its
operations. Its UAT subsidiary leases a 3,100 square foot facility from a non-affiliated lessor in High Wycombe,
United Kingdom. This facility houses UAT’s warehouse / distribution, as well as its office needs. The lease expires in
2019 and contains a five-year renewal clause.

Hy-Tech owns and operates out of a 51,000 square foot plant facility located in Cranberry Township, Pennsylvania
and leases a 13,200 square foot facility located in Punxsutawney, Pennsylvania, which expires in 2021 and does not
have a renewal clause.

In connection with the Jiffy acquisition a wholly-owned subsidiary of Florida Pneumatic purchased certain real
property, which consisted of land and the building from which Jiffy operates in Carson City, NV. The building is
approximately 17,500 square feet. See Note 3 to Consolidated Financial Statements for further discussion.

The Company’s executive office of approximately 5,000 square feet is located in an office building in Melville, New
York and is leased from a non-affiliated landlord. This lease expires in August 2022. Beginning December 2018, the
Company can give notice of its intention to leave twelve months from the date of notice.

  Each facility described above either provides adequate space for the operations of the respective subsidiary for the
foreseeable future or can be modified or expanded to provide some additional space.

 The three owned properties described above are subject to mortgages and therefore pledged as collateral against the
Company’s credit facility, which is discussed further in Management’s Discussion and Analysis – Liquidity and Capital
Resources and Notes to Consolidated Financial Statements.
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 In November 2016, Countrywide sold the 56,250 square foot facility located in Tampa, Florida in which Nationwide
conducted its business. This property was sold to an unrelated third party in November 2016. See Note 2 to
Consolidated Financial Statements for further discussion.

ITEM 3.  Legal Proceedings

From time to time, the Company is subject to legal proceedings and claims in the ordinary course of business. While
the results of proceedings cannot be predicted with certainty, the Company believes that the final outcome of these
proceedings will not have a material adverse effect on the Company’s business, financial condition, or results of
operations.

ITEM 4.  Mine Safety Disclosures

None.

9
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PART II

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

Our Class A Common Stock (“Common Stock”) trades on the Nasdaq Global Market under the symbol PFIN. The
ranges of the high and low closing sales prices for our Common Stock during the last two years were as follows:

2017 High Low
First Quarter $8.74 $6.86
Second Quarter 6.98 5.71
Third Quarter 7.70 5.66
Fourth Quarter 8.63 6.81

2016 High Low
First Quarter $11.62 $7.80
Second Quarter 10.15 8.29
Third Quarter 9.39 7.70
Fourth Quarter 8.69 6.75

As of March 23, 2018, there were approximately 700 holders of record of our Common Stock and the closing sale
price of our stock as reported by the Nasdaq Global Market was $7.40.

From our incorporation in 1963 through December 31, 2015, we declared no cash dividends on our Common Stock.
On March 8, 2016, the Company’s Board of Directors announced that it declared a special, one-time cash dividend of
$0.50 per share payable on April 4, 2016, to stockholders of record at the close of business on March 21, 2016. The
total amount of this special dividend payment was approximately $1,800,000 based on the then current number of
shares outstanding. Additionally, the Company’s Board of Directors announced that it approved the initiation of a
dividend policy under which the Company intends to declare a cash dividend to its stockholders in the amount of
$0.20 per share per annum, payable in equal quarterly installments. In conjunction therewith, the Company’s Board of
Directors declared three quarterly cash dividends of $0.05 per share to stockholders during 2016 and four quarterly
dividends during 2017.

The Company continues to maintain the dividend policy; however, the declaration of dividends under this policy
going forward is dependent upon the Company’s financial condition, results of operations, capital requirements and
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other factors deemed relevant by the Company’s Board of Directors.

  The following table presents our repurchase activity of our Common stock during the three month period ended
December 31, 2017:

Total Number of
Shares Purchased as Maximum Number of
Part of Publicly Shares that may yet be

Total Number of Average Price Announced Plan Purchased Under the
Period Shares Purchased Paid per Share or Program Plan or Program (1)

October, 2017 2,631 $ 7.45 2,631 85,004
November, 2017 3,939 $ 7.40 3,939 81,065
December, 2017 27,943 $ 7.88 27,943 53,122

(1)

On August 24, 2017, the Company announced that it had adopted a written trading plan for the purpose of
repurchasing up to 100,000 shares of its common stock. This trading plan expires on August 23, 2018, and was
adopted pursuant to an authorization of a stock repurchase program by the Company’s Board, which was publicly
announced on August 10, 2017.

ITEM 6.  Selected Financial Data

Not required.

10
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ITEM 7.  Management’s Discussion and Analysis of Financial Condition and Results of Operations

MANAGEMENT OVERVIEW

Overview

During 2017, our results of operations were impacted by a number of significant factors, such as:

·The acquisition in April, 2017, of substantially all of the operating assets of Jiffy Air Tool Inc., for approximately
$5,795,000; along with the purchase of the land and building of the Jiffy facility for $1,050,000;

·The election not to renew the supply agreement with Sears, which terminated September 30, 2017;

·Overall improvement in Hy-Tech’s gross margin;

·Hy-Tech’s launch of its new product initiative.

KEY INDICATORS

Economic Measures

Much of our business is driven by the ebbs and flows of the general economic conditions in both the United States
and, to a lesser extent, abroad. We focus on a wide array of customer types including, but not limited to large retailers,
aerospace manufacturers, large and small resellers of pneumatic tools and parts, and automotive related customers. We
tend to track the general economic conditions of the United States, industrial production and general retail sales.

A key economic measure relevant to us is the cost of the raw materials in our products. Key materials include metals,
especially various types of steel and aluminum. Also important is the value of the United States Dollar (“USD”) in
relation to the Taiwanese dollar (“TWD”), as we purchase a significant portion of our products from Taiwan. Purchases
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from Chinese sources are made in USD; however, if the Chinese currency, the Renminbi (“RMB”), were to be revalued
against the USD, there could be a negative impact on the cost of our products. Additionally, we closely monitor the
fluctuation in the Great British Pound (“GBP”) to the USD, and the GBP to TWD, both of which has had an impact on
our consolidated results in 2017. In addition, we monitor the number of operating rotary drilling rigs in the United
States, as a means of gauging oil production, which is a key factor in our sales into the oil and gas exploration and
extraction sector.

The cost and availability of a quality labor pool in the countries where products and components are manufactured,
both overseas as well as in the United States, could materially affect our overall results.

Operating Measures

Key operating measures we use to manage our operations are: orders; shipments; development of new products;
customer retention; inventory levels and productivity. These measures are recorded and monitored at various intervals,
including daily, weekly and monthly. To the extent these measures are relevant, they are discussed in the detailed
sections below.

Financial Measures

Key financial measures we use to evaluate the results of our business include: various revenue metrics; gross margin;
selling, general and administrative expenses; earnings before interest and taxes; earnings before interest, taxes,
depreciation and amortization; operating cash flows and capital expenditures; return on sales; return on assets; days
sales outstanding and inventory turns. These measures are reviewed at monthly, quarterly and annual intervals and
compared to historical periods as well as established objectives. To the extent that these measures are relevant, they
are discussed in detail below.

11
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CRITICAL ACCOUNTING POLICIES AND ESTIMATES

We prepare our consolidated financial statements in accordance with accounting principles generally accepted in the
United States of America (“GAAP”). Certain of these accounting policies require us to make estimates and judgments
that affect the reported amounts of assets, liabilities, revenues and expenses, and the related disclosure of contingent
assets and liabilities, revenues and expenses. On an ongoing basis, we evaluate our estimates pertaining to such
matters as bad debts, inventory reserves, goodwill and intangible assets, warranty reserves, sales discounts and taxes.
We base our estimates on historical data and experience, when available, and on various other assumptions that are
believed to be reasonable under the circumstances, the combined 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. Our critical accounting policies are further described below.

We consider the following policies and estimates to be the most critical in understanding the judgments that are
involved in the preparation of the Company’s consolidated financial statements and the uncertainties that could impact
the Company’s financial position, results of operations and cash flows.

Revenue Recognition

In accordance with current accounting literature, we recognize revenue when persuasive evidence of an arrangement
exists, delivery, which occurs when title has passed to our customer or services have been provided, the sale price is
fixed or determinable, and collectability is reasonably assured. We sell our goods on terms which transfer title and risk
of loss at a specified location, which may be our warehouse, destination designated by our customer, port of loading
or port of discharge, depending on the final destination of the goods. Other than standard product warranty provisions,
our sales arrangements provide for no other post-shipment obligations. We do offer rebates and other sales incentives,
promotional allowances or discounts; for certain customers, typically related to customer purchase volume, and are
classified as a reduction of revenue and recorded at the time of sale. We periodically evaluate whether an allowance
for sales returns is necessary. Historically, we have experienced minimal sales returns. If we believe there are material
potential sales returns, we would provide the necessary provision against sales.

See Note 1 to our Consolidated Financial Statements for discussion on Topic 606 – Revenue Recognition.

Accounts Receivable and Allowance for Doubtful Accounts
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Accounts receivable are customer obligations due under normal trade terms. We sell our products to retailers,
distributors and OEMs involved in a variety of industries. We perform continuing credit evaluations of our customers’
financial condition, and although we generally do not require collateral, letters of credit may be required from
customers in certain circumstances. Management reviews accounts receivable to determine if any receivables will
potentially be uncollectible. Factors considered in the determination include, among other factors, number of days an
invoice is past due, customer historical trends, available credit ratings information, other financial data and the overall
economic environment. Collection agencies may also be utilized if management so determines.

We record an allowance for doubtful accounts based on specifically identified amounts that are believed to be
uncollectible. We also may record as an additional allowance a certain percentage of aged accounts receivable, based
on historical experience and our assessment of the general financial conditions affecting our customer base. If actual
collection experience changes, revisions to the allowance may be required. We have a limited number of customers
with individually large amounts due at any given consolidated balance sheet date. Further, any unanticipated change
in the creditworthiness of any of our customers could have a material effect on our results of operations in the period
in which such changes or events occur. After all reasonable attempts to collect an account receivable have failed, the
amount of the receivable is written off against the allowance. Based on the information available, we believe that our
allowance for doubtful accounts as of December 31, 2017 and 2016 were adequate. However, actual write-offs in
future periods could exceed the recorded allowance.

Inventories

Inventories are valued at the lower of cost or market. Cost is determined by the first-in, first-out method or the
weighted average method. Inventory, which includes materials, labor, and manufacturing overhead costs, is recorded
net of an allowance for obsolete or slow moving inventory (“OSMI”), as well as unmarketable inventory. Such
allowance is based upon historical experience and management’s understanding of market conditions and forecasts of
future product demand. Specifically, at Florida Pneumatic and Jiffy we generally place a 100% reserve on inventory
that has not had any sales or usage in more than two years. Hy-Tech’s methodology is primarily based on inventory
turns, with inventory items that turn less frequently, receiving a greater allowance. Changes in our OSMI impact the
Company’s cost of goods sold, gross profit and net earnings.
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Goodwill and Indefinite-Lived Intangible Assets

In accordance and compliance with authoritative guidance issued by the Financial Accounting Standards Board
(“FASB&
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