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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

X Annual Report Pursuant to Section 13 or 15(d) of th Securities Exchange
Act of 1934for the fiscal year ended July 31, 2010 or

O Transition Report Pursuant to Section 13 or 15(d) bthe Securities
Exchange Act of 1934
for the transition period from to

Commission File Number: 1-7891

DONALDSON COMPANY, INC.

(Exact name of registrant as specified in its @

Delaware 41-0222640
(State or other jurisdiction « (I.LR.S. Employe
incorporation or organizatiol Identification No.)

1400 West 94th Street
Minneapolis, Minnesota 55431
(Address of principal executive office (Zip Code)

Registrant’s telephone number, including area c(@2k?) 887-3131
Securities registered pursuant to Section 12(heRct:

Name of each exchange

Title of each class on which registered
Common Stock, $5 Par Vali New York Stock Exchang
Preferred Stock Purchase Rig New York Stock Exchang

Securities registered pursuant to Section 12(g) aie Act: NONE
Indicate by check mark if the registrand well-known seasoned issuer, as defined in Ro#eof the Securities Acl YesO No
Indicate by check mark if the registramot required to file reports pursuant to Secfi@ror Section 15(d) of the Adl YesX No

Indicate by check mark whether the regrgt(1) has filed all reports required to be fimdSection 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wegjuired to file such reports), and (2)
has been subject to such filing requirements ferphist 90 day$l YesO No

Indicate by check mark whether the regigthas submitted electronically and posted oodtporate Website, if any, every Interactive
Data File required to be submitted and posted puntsio Rule 405 of Regulation S-T during the préwgd 2 months (or for such short period
that the registrant was required to submit and posh files)d Yes[ No

Indicate by check mark if disclosure efidquent filers pursuant to Item 405 of Regulat®K is not contained herein, and will not be
contained, to the best of registrant’s knowledgedéfinitive proxy or information statements incorgted by reference in Part 1l of this Form
10-K or any amendment to this Form 10iK.

Indicate by check mark whether the registis a large accelerated filer, an accelerated & non-accelerated filer, or a smaller
reporting company. See the definitions of “largeederated filer,” “accelerated filer” and “small@porting company” in Rule 12b-2 of the
Exchange Act. (Check one



Large accelerated fileX] Accelerated fileld

Non-accelerated filed (Do not check if a smaller reporting compa Smaller reporting compard
Indicate by check mark whether the regigtis a shell company (as defined in Rule 12lith®Act).d YesXl No

As of January 29, 2010, the last busidagsof the registrant’s most recently completezbae fiscal quarter, the aggregate market

value of voting and non-voting common stock helchbp-affiliates of the registrant was $2,921,508, {ifased on the closing price of $38.24
as reported on the New York Stock Exchange asatfdate).

As of August 31, 2010, there were apprately 76,329,445 shares of the registrant’s comstock outstanding.

Documents Incorporated by Reference

Portions of the registrant’s Proxy Stagairfor its 2010 annual meeting of stockholders (2010 Proxy Statement”) are incorporated
by reference in Part I, as specifically set faritPart I11.
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| tem 1. Business

G eneral

Donaldson Company, Inc. (“Donaldson”toe tCompany”) was founded in 1915 and organizeitsipresent corporate form under the
laws of the State of Delaware in 1936.

The Company is a worldwide manufactufdilivation systems and replacement parts. The gamy’s product mix includes air and
liquid filtration systems and exhaust and emissiontrol products. Products are manufactured at@fgaround the world and through three
joint ventures. The Company has two reporting segsa&ngine Products and Industrial Products. Rrtsdn the Engine Products segm
consist of air filtration systems, exhaust and einiss systems, liquid filtration systems, and repiaent filters. The Engine Products segment
sells to original equipment manufacturers (“OEMs’}he construction, mining, agriculture, aerospaedense and truck markets and to C
dealer networks, independent distributors, privalbel accounts and large equipment fleets. Produdtee Industrial Products segment cor
of dust, fume and mist collectors, compresseduwifipation systems, liquid filtration systems, #itration systems for gas turbines, PTFE
membranes and laminates, and specialized airtidtraystems for diverse applications including poiter hard disk drives. The Industrial
Products segment sells to various industrial eresJIOEMs of gas-fired turbines and OEMs and emasuequiring clean air and liquids.

The table below shows the percentagetaf het sales contributed by the principal claggesimilar products for each of the last three
fiscal years:

Year Ended July 31,

2010 2009 2008
Engine Products segmen
Off-Road Product 12% 13% 16%
Aerospace and Defense Prodt 6% 6% 4%
On-Road Product 1% 4% 6%
Aftermarket Products 35% 29% 28%
Retrofit Emissions Produc 1% 2% 1%
*includes replacement part sales to the Com’s OEMSs customel
Industrial Products segment
Industrial Filtration Solutions Produc 24% 27% 27%
Gas Turbine Produc 8% 11% 10%
Special Applications Produc 1% 8% 8%

Financial information about segment opiers appears in Note J in the Notes to ConsoliiRteancial Statements on page 49.

The Company makes its annual reportsaymF.0-K, quarterly reports on Form 10-Q and curreports on Form 8-K, and
amendments to those reports, available free ofgehidirough its website, at www.donaldson.com, as s reasonably practicable after it
electronically files such material with (or furneshsuch material to) the Securities and Exchangen@ssion. Also available on the
Company'’s website are corporate governance doc@miectuding the Company’s code of business condndtethics, corporate governance
guidelines, Audit Committee charter, Human Resai@emmittee charter and Corporate Governance Cdeeriharter. These documents
are available in print, free of charge to any shalder who requests them. The information contaimethe Company’s website is not
incorporated by reference into this Annual ReparfForm 10-K and should not be considered to beqfahis Form 10-K.

S easonality

A number of the Company’s end marketsd@mendent on the construction, agricultural andgr@eneration industries, which are
generally stronger in the second half of the Corgjsafiscal year. The first two quarters of the fisgear also contain the traditional summer
and winter holiday periods, which are characterizgdnore Customer plant closures.
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C ompetition

Principal methods of competition in btk Engine and Industrial Products segments ammbdogy, price, geographic coverage,
service and product performance. The Company caspeta number of highly competitive filtration rkets in both segments. The
Company believes it is a market leader with manigsgbroduct lines. The Company believes withinEmgine Products segment it is a
market leader in its Off-Road Equipment and On-RBeatlucts lines for OEMs and is a significant ggptint in the aftermarket for
replacement filters. The Engine Products segmenit'gipal competitors include several large glot@hpetitors and many regional
competitors, especially in the Engine Aftermarkeidects business. The Industrial Products segmpritisipal competitors vary from
country to country and include several large regli@md global competitors and a significant numdfesmaller competitors who compete in a
specific geographical region or in a limited numbgproduct applications.

R aw Materials

The principal raw materials that the Campuses are steel, filter media and plastics.ddmapany purchases a variety of types of s
Commaodity prices generally increased throughout/daa, but the impact was moderated by certain teng supply contracts. The Company
anticipates a further impact from rising commodtitices in Fiscal 2011, specifically steel, as thasgtracts expired at the end of Fiscal 2010.
The Company experienced no significant supply pnalsl in the purchase of its raw materials. The Campgpically has multiple sources of
supply for the raw materials essential to its bess and is not required to carry significant am®ohraw material inventory to secure
supplier allotments. However, the Company doeskdiotshed goods inventory at its regional disttibn centers in order to meet anticipated
Customer demand.

P atents and Trademarks

The Company owns various patents anctmadks, which it considers in the aggregate totdois a valuable asset, including patents
and trademarks for products sold under the Ultrda®/éPowerCore® and Donaldsonf@demarks. However, it does not regard the valiofi
any one patent or trademark as being of materipbitance.

M ajor Customers

There were no Customers that accountedvier 10 percent of net sales in Fiscal 2010 d&@92Sales to Caterpillar Inc. and its
subsidiaries (“Caterpillar”) accounted for 10 percef net sales in Fiscal 2008. Caterpillar hasiee€ustomer of the Company for many
years and purchases many models and types of psoftu@ variety of applications. There were notGoeers over 10 percent of grc
accounts receivable in Fiscal 2010 or 2009.

B acklog

At August 31, 2010, the backlog of ordexpected to be delivered within 90 days was $361llion. All of this backlog is expected to
be shipped during Fiscal 2011. The 90-day backlidgugust 31, 2009, was $259.2 million. Backlog e®f many indicators of business
conditions in the Company’s markets. However, ita$ always indicative of future results for a nianbf reasons, including short lead times
in the Company’s replacement parts business antintiireg of orders in many of the Company’s EngineNDand Industrial markets.

Re search and Development

During Fiscal 2010, the Company spent$4dillion on research and development activitiRasearch and development expenses
include basic scientific research and the appbcatif scientific advances to the development of aed improved products and their uses.
The Company spent $40.6 million and $43.8 milliorFiscal 2009 and Fiscal 2008, respectively, oparsh and development activities.
Substantially all commercial research and develoyriseperformed in-house.

E nvironmental Matters

The Company does not anticipate any rizdteffect on its capital expenditures, earnings@npetitive position during Fiscal 2011 due
to compliance with government regulations regutatime discharge of materials into the environmertberwise relating to the protection of
the environment.

E mployees
The Company employed over 12,300 person®ridwide operations as of August 31, 2010.

2
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G eographic Areas

Financial information about geographiesar appears in Note J of the Notes to Consolidétethcial Statements on page 49.

| tem 1A. Risk Factors

There are inherent risks and uncertarassociated with our global operations that in#dhe manufacture and sale of products for
highly demanding Customer applications throughbetworld. These risks and uncertainties could ashhgaffect our operating performance
and financial condition. The following discussi@ong with discussions elsewhere in this reportjres the risks and uncertainties that we
believe are the most material to our businesdght bf the recent global economic slowdown, we tarfurther highlight the risks and
uncertainties associated with: world economic fectmd the ongoing economic uncertainty that isaictipg many regions of the world, our
Customers’ financial condition, the potential fonge OEM Customers to increase their reliance oin tlven filtration capabilities, currency
fluctuations, commaodity prices, political factotise Company’s international operations, highly cetitiye markets, governmental laws and
regulations, including the impact of the econontimslus and financial reform measures being impleteeé by governments around the
world, the implementation of our new informatiorstms, potential global events resulting in inditykand unpredictability in the world’s
markets, including financial bailouts of sovereitations, political changes, military and terrogstivities, health outbreaks and other factors
discussed below. The Company undertakes no oldig#ti publicly update or revise any forward-lookstgtements, whether as a result of
new information, future events or otherwise.

Operating internationally carries risks which could negatively affect our financial performance.

We have sales and manufacturing opemtimmoughout the world, with the heaviest concéiuoina in North America, Europe and Asia.
Our stability, growth and profitability are subjeéota number of risks of doing business internatilyrthat could harm our business, includi

. political and military events

. legal and regulatory requirements, including impexport, defense regulations and foreign exchaogéols,

. tariffs and trade barrier

. potential difficulties in staffing and managing #operations

. credit risk of local Customers and distributc

. difficulties in protecting intellectual propert

. local economic, political and social conditionsesifically in China and Thailand where we have Higant investments an
. potential global health outbreal

Maintaining a competitive advantage requires contiming investment with uncertain returns.

We operate in highly competitive markatsl have numerous competitors who may already Heestablished in those markets. We
expect our competitors to continue improving thsigie and performance of their products and to duoe new products that could be
competitive in both price and performance. We lelithat we have certain technological advantages @wr competitors, but maintaining
these advantages requires us to continually inmessearch and development, sales and marketiagCastomer service and support. There
is no guarantee that we will be successful in naaiimg these advantages. We make investments irte@wiologies that address increased
performance and regulatory requirements aroundltitee. There is no guarantee that we will be sigfaésm completing development or
achieving sales of these products or that the mamyn such products will be acceptable. Our firgrqmérformance may be negatively
impacted if a competitor’s successful product irat@n reaches the market before ours or gains braadrket acceptance.

A few of our major OEM Customers also mifacture filtration systems. Although these OEM ©uwers rely on us and other suppliers
for some of their filtration systems, they sometinaboose to manufacture additional filtration systdor their own use. There is also a risk
that a Customer could acquire one or more of oorpaiitors.
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We may be adversely impacted by charmyéschnology that could reduce or eliminate the aleafor our products. These risks
include:

. breakthroughs in technology which provide a viaiternative to diesel engines a

. reduced demand for disk drive products by flash orgror a similar technology, which would eliminakbe need for our
filtration solutions.

We participate in highly competitive markets with pricing pressure. If we are not able to compete efétively our margins and results
of operations could be adversely affected.

The businesses and product lines in wivglparticipate are very competitive and we risgirlg business based on a wide range of
factors including technology, price, geographicerage, product performance and Customer servicgel@ustomers continue to seek
productivity gains and lower prices from their sligys. We may lose business or negatively impacthoargins if we are unable to deliver the
best value to our Customers.

Demand for our products relies on economic and indstrial conditions worldwide.

Demand for our products tends to resgondrying levels of construction, agricultural,nmg and industrial activity in the United
States and in other industrialized nations.

Sales to Caterpillar accounted for sliglgss than 10 percent of our net sales in Fig0aD and 2009 and 10 percent of our net sales in
Fiscal 2008. An adverse change in Caterpillar’ariitial performance or a material reduction in @esto Caterpillar could negatively
impact our operating results.

Changes in our product mix impacts our financial peformance.

We sell products that have varying profirgins. Our financial performance can be impadggaending on the mix of products we sell
during a given period.

Unavailable or higher cost materials could impact or financial performance.

We obtain raw materials including stéiler media and plastics and other components filoina-party suppliers and tend to carry
limited raw material inventories. An unanticipatiglay in delivery by our suppliers could resulthe inability to deliver on-time and meet
the expectations of our Customers. This could meglgtaffect our financial performance. An increaseommodity prices during a recession
or an otherwise challenging business and econonvicanment could result in lower operating margins.

Difficulties with the Company’s information technology systems could adversely affect our results.

The Company has many information techgyplystems that are important to the operatiotsdfusinesses. The Company could
encounter difficulties in developing new systemsnaintaining and upgrading existing systems. Sificadties could lead to significant
expenses due to disruption in business operatioth€auld adversely affect the Company’s results.

Unfavorable fluctuations in foreign currency exchame rates could negatively impact our results andriancial position.

We have operations in many countrieshEd®ur subsidiaries reports its results of openatand financial position in its relevant
foreign currency, which is then translated into \&llars. This translated financial informatioririsluded in our consolidated financial
statements. The strengthening of the U.S. dollaomparison to the foreign currencies of our subsies could have a negative impact on
results and financial position.

Acquisitions may have an impact on our results.

We have made and continue to pursue sitipms. We cannot guarantee that these acquisitiolh have a positive impact on our
results. These acquisitions could negatively impactprofitability due to operating and integratioefficiencies, the incurrence of debt,
contingent liabilities and amortization expensdateal to intangible assets. There are also a nuofl@her risks involved in acquisitions. We
could lose key existing Customers, have difficgliie assimilating the acquired operations, assumaaticipated legal liabilities, or lose key
employees.

Compliance with environmental laws and regulationsan be costly.



We are subject to many environmental lang regulations in the jurisdictions in which weeoate. We routinely incur costs in order to
comply with these laws and regulations. We maydweesely impacted by new or changing laws and edgurs that affect both our
operations and our ability to develop and sell prisl that meet our Customers’ requirements. Thegaoyis Retrofit Emissions Products

highly regulated and may be adversely impactedtatiee failure to obtain regulatory approvals aethgs in granting or the loss of required
product verifications.
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| tem 1B. Unresolved Staff Comments

None.

| tem 2. Properties

The Company’s principal office and resbdacilities are located in Bloomington, a subaftMinneapolis, Minnesota. The principal
European administrative and engineering officedarated in Leuven, Belgium. The Company also késnsive operations in the Asia-

Pacific region.

The Company’s principal plant activitea® carried out in the United States and internatip. Following is a summary of the principal

plants and other materially important physical gres owned or leased by the Company.

Americas
Auburn, Alabama (E)

Riverbank, California (1)*
Valencia, California (E)*
Dixon, lllinois

Frankfort, Indiana
Cresco, lowa

Grinnell, lowa (E)
Nicholasville, Kentucky
Bloomington, Minnesota
Chillicothe, Missouri (E)
St. Charles, Missouri (E)*
Philadelphia, Pennsylvania (I)
Greeneville, Tennessee
Baldwin, Wisconsin
Stevens Point, Wisconsin
Sao Paulo, Brazil (E)*
Athens, Canada (I)
Aguascalientes, Mexico
Monterrey, Mexico (1)

Joint Venture Facilities
Champaign, lllinois (E)
Jakarta, Indonesia
Dammam, Saudi Arabia (1)

Distribution Centers
Wyong, Australia

Brugge, Belgium
Rensselaer, Indiana
Ostiglia, Italy
Aguascalientes, Mexico
Johannesburg, South Africa

Europe / Middle East / Africa

Kadan, Czech Republic (1)
Klasterec, Czech Republic
Domjean, France (E)

Paris, France (E)

Dulmen, Germany (E)
Flensburg, Germany (1)
Haan, Germany (I)

Ostiglia, Italy

Cape Town, South Africa
Johannesburg, South Africa*
Barcelona, Spain (1)

Hull, United Kingdom
Leicester, United Kingdom (1)

Australia
Wyong, Australia

Asia
Hong Kong, China*
Wuxi, China
New Delhi, India
Gunma, Japan
Rayong, Thailand (1)

Third -Party Logistics Providers
Wuxi, China

Mumbai, India

Plainfield, Indiana (1)

Gunma, Japan

Singapore

Greeneville, Tennessee (1)

The Compang’properties are utilized for both the Engine ardtustrial Products segments except as indicatddanit(E) for Engine «
() for Industrial. The Company leases certaintefacilities, primarily under long-term leaseseThcilities denoted with an asterisk (*) are
leased facilities. In Wuxi, China a portion of tygerations are conducted in leased facilities. Company uses third-party logistics providers
for some of its product distribution and neithexdes nor owns the facilities. The Company consitefgoperties to be suitable for their
present purposes, well-maintained and in good dpgraondition.

| tem 3. Legal Proceedings



The Company records provisions with respeidentified claims or lawsuits when it is pedite that a liability has been incurred and
the amount of the loss can be reasonably estim@tadns and lawsuits are reviewed quarterly andipions are taken or adjusted to reflect
the status of a particular matter. The Companyekie$ the recorded reserves in its consolidateddinbstatements are adequate in light o
probable and estimable outcomes. Any
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recorded liabilities were not material to the Comya financial position, results of operation adidity and the Company does not believe
that any of the currently identified claims ordgition will materially affect its financial positig results of operation or liquidity.

On March 31, 2008 S&E Quick Lube, a fildstributor, filed a lawsuit in U.S. District Cdufor the District of Connecticut alleging
that twelve filter manufacturers, including the Gmany, engaged in a conspiracy to fix prices, rdghband allocate U.S. Customers for
aftermarket automotive filters. This lawsuit segsious remedies including injunctive relief andmatary damages of an unspecified amount
and is a purported class action on behalf of dipecthasers of automotive aftermarket filters friie defendants. Parallel purported class
actions, including on behalf of a variety of diractd indirect purchasers of aftermarket filtersjehlaeen filed by other plaintiffs in a variety
jurisdictions in the United States and Canada. Jl& cases have been consolidated into a singlg-district litigation in the Northern
District of Illinois. In addition, on April 16, 2(%) the Attorney General of the State of Floridadib complaint in the U.S. District Court for
the Northern District of Illinois based on thesensaallegations. The Company will vigorously deféinel claims raised in these lawsuits. The
Company understands that the Antitrust Divisiomhaf Department of Justice (“DOJ") was investigating allegations raised in these suits
and issued subpoenas in connection with that ilga&in. The Company was not contacted by the DxXxbnnection with the DOJ
investigation, but public reports indicate that B®J officially closed that investigation in Janp2010. In June 2010, the United States gave
notice of its election to decline intervention ig@i tam action entitled United States of Ameriearel. William G. Burch v. Champion
Laboratories, Inc. et al., which had been filedemgkal in December 2009 in the United States iDigBourt for the Northern District of
Oklahoma. After that notice, the matter no longenained under seal. In August 2010, the Countyuéfofik, New York, filed a purported
class action entitled County of Suffolk, New Yovk,Champion Laboratories, et al., in the Unitede&tdistrict Court for the Eastern District
of New York. Both the Burch qui tam action and 8wgfolk action contain allegations similar to thasade in the multi-district litigation
already pending in the Northern District of lllisoiAs of September 1, 2010, the Company has naot $&wed with a complaint in either
action. The Company denies any liability in eithetion and intends to vigorously defend the claiaised in these lawsuits. In June 2010, the
Attorney General of the State of Washington sethedCompany with a Civil Investigative Demand irrng into the same issues as those
raised in the complaint filed by the State of RlaxiThe Company is cooperating with the Washingteastigation but has denied any
wrongdoing.

On May 19, 2010 the Air Resources Boardlie State of California (“ARB”) revoked its vication of the Company’s DFM Diesel
Multi-Stage Filter System (“DMF”) for use with orad diesel engines, which verification was issuer@ecember 16, 2005. Under the ARB
revocation, as of May 17, 2010, the DMF system matybe sold, installed or offered for sale as arBARYrified system. The Company issi
a product bulletin for its DMF product on Febru&2010 and subsequently submitted a proposal 8 #sRaddress a failure mode that can
occur when an engine is not operating in compliamitie the requirements for engine performance antperature. On July 28, 2010, ARB
issued its approval for the Company’s service cagmpahe Company is currently working with the Enavimental Protection Agency
(“EPA”) regarding its service campaign for salessale California as well as EPA verification foetBMF.

In addition, ARB has notified the Compadyyletter, that it may seek fines and penaltiesonnection with the sales of the DMF
product. The Company denies that any sales were ina@alifornia without ARB verification. Donaldsas not currently selling any DMF
product and is evaluating and working with both AR®RI the United States Environmental Protectionn&geo obtain the necessary
approvals for the DMF product. At the present timne,do not anticipate a material adverse impaotutaresults of operations or financial
position due to the issues related to the DMF prbdu

| tem 4. Submission of Matters to a Vote of SecugtHolders
No matters were submitted to a vote otisey holders of the Company during the quartetezhJuly 31, 2010.
E xecutive Officers of the Registrant

Current information regarding executivicers is presented below. All terms of office &e one year. There are no arrangements or
understandings between individual officers and @tiwer person pursuant to which the officer wascteteas an executive officer.
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First Fiscal Year
Appointed as an

Name Age Positions and Offices Held Executive Officer
Tod E. Carpente 51 Vice President, Europe and Middle E 2008
William M. Cook 57 Chairman, President and Chief Executive Off 1994
Sandra N. Jopp 45 Vice President, Human Resour( 2005
Norman C. Linnel 51 Vice President, General Counsel and Secre 1996
Charles J. McMurra 56 Senior Vice President, Industrial Produ 2003
Mary Lynne Perushe 52 Vice President and Chief Information Offic 2006
David W. Timm 57 Vice President, As-Pacific 2007
Thomas R. VerHag 57 Vice President and Chief Financial Offic 2004
Jay L. Warc 46 Senior Vice President, Engine Produ 2006
Debra L. Wilfong 55 Vice President and Chief Technology Offit 2007

Mr. Carpenter joined the Company in 1886 has held various positions, including Gas Tel8ystems General Manager from 2002
to 2004; General Manager, Industrial Filtration t8yss (IFS) Sales from 2004 to 2006; General Mandg&rAmericas in 2006; and Vice
President, Global IFS from 2006 to 2008. Mr. Catpewas appointed Vice President, Europe and Mitdlst in August 2008.

Mr. Cook joined the Company in 1980 aas held various positions, including CFO and Seviioe President, International from 2C
to 2004 and President and CEO from 2004 to 2005Qdok was appointed Chairman, President and CEXIyn2005.

Ms. Joppa was appointed Vice Presidenm&h Resources and Communications in November Z04%. to that time Ms. Joppa held
various positions at General Mills, a consumer fpoatlucts company, from 1989 to 2005, includinyiseras Director of Human Resources
for several different operating divisions from 1982005.

Mr. Linnell joined the Company in 1996@sneral Counsel and Secretary and was appointmRfesident, General Counsel and
Secretary in 2000.

Mr. McMurray joined the Company in 198@dahas held various positions, including Direc®lgbal Information Technology from
2001 to 2003; Vice President, Human Resources 084 to 2005; and Vice President, Information Tebthgy, Europe, South Africa and
Mexico from 2005 to 2006. Mr. McMurray became Seni@ce President, Industrial Products in Septeni}s6.

Ms. Perushek was appointed Vice PresidedtChief Information Officer in November 2006idPto that time, Ms. Perushek was Vice
President of Global Information Technology at HRBller Company, a worldwide manufacturer of adhegixoducts, from 2005 to 2006 and
Chief Information Officer for Young America Corpdian, a marketing company, from 1999 to 2004.

Mr. Timm joined the Company in 1983 arad imeld various positions, including General Mana@isk Drive from 1995 to 2005 and
General Manager, Gas Turbine Systems Products 205 to 2006. Mr. Timm was appointed Vice Presid@sta-Pacific in December
2006.

Mr. VerHage was appointed Vice Presidamdt Chief Financial Officer in March 2004. Priortiat time, Mr. VerHage was a partner
Deloitte & Touche, LLP, an international accountfirgn, from 2002 to 2004.

Mr. Ward joined the Company in 1998 aad held various positions, including Director, Gyiems from 2001 to 2003; Director,
Product and Business Development, IFS Group fro@820 2004; Managing Director, Europe from 2002806; and Vice President, Eurc
and Middle East from 2006 to 2008. Mr. Ward wasapied Senior Vice President, Engine Products igust 2008.

Ms. Wilfong was appointed Vice Presidentl Chief Technology Officer in May 2007. Priorthat time, Ms. Wilfong was Director,
Research and Development at 3M Company, an interrstconsumer products company, from 2000 to 265t recently as Director,
Research and Development for the 3M Automotive $)ri from 2006 to 2007.

Effective August 2, 2010, Mr. Lowell Fctsvab retired as Senior Vice President, Global @pars.
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| tem 5. Market for Registrant’'s Common Equity, Related Stockholder Matters and Issuer Purchases of Edty
Securities

The common shares of the Company aredrad the New York Stock Exchange under the symi@l The amount and frequency of
all cash dividends declared on the Company’s comstack for Fiscal 2010 and 2009 appear in Note MhefNotes to Consolidated
Financial Statements on page 53. As of Septemhet®D, there were 2,033 shareholders of recombmimon stock.

The low and high sales prices for the @any’s common stock for each full quarterly perihating Fiscal 2010 and 2009 were as
follows:

First Quarter Second Quarter Third Quarter Fourth Quarter
Fiscal 201( $32.60- 39.82 $35.24- 45.19 $37.24- 47.38 $40.51- 48.21
Fiscal 200¢ $28.04- 49.00 $23.40- 36.29 $21.82- 34.37 $31.00- 38.93

The following table sets forth informatin connection with purchases made by, or on lhefialhe Company or any affiliated
purchaser of the Company, of shares of the Comgargyhmon stock during the quarterly period endéyd 31, 2010.

Total Number of

Shares Purchased as Maximum Number of
Part of Publically Shares that May Yet
Total Number of Average Price Announced Plans or Be Purchased Under
Period Shares Purchased (1) Paid per Share Programs the Plans or Programs
May 1- May 31, 201( 284,55( $ 42.1¢ 284,55( 7,715,45I
June 1- June 30, 201 516,18. $ 42.4F 516,18: 7,199,26!
July 1- July 31, 201( 220,13. $ 42.4¢ 212,02¢ 6,987,24i
Total 1,020,86: g 42.3¢ 1,012, 76! 6,987,24

(1) On March 26, 2010, the Company announced that taedBof Directors authorized the repurchase obup.®@ million shares of
common stock. This repurchase authorization, widffective until terminated by the Board of Dit@s, replaced the existing
authority that was authorized on March 31, 200&r&lwere no repurchases of common stock made euibithie Company’s
current repurchase authorization during the quaneed July 31, 2010. However, the “Total NumbeBladres Purchased”
column of the table above includes 8,102 previoosined shares tendered by option holders in payofehe exercise price of
options. While not considered repurchases of shtte<Company does at times withhold shares thatdvatherwise be issued
under equity-based awards to cover the withholthxgs due as a result of exercising stock optiomsgment of equity-based
awards




Table of Contents

The graph below compares the cumulatite stockholder return on the Compasmgbmmon stock for the last five fiscal years il
cumulative total return of the Standard & Poor’® Sock Index and the Standard & Poor’s Indusiiathinery Index. The graph and table

assume the investment of $100 in each of the Coptpanmmon stock and the specified indexes at gwriming of the applicable period,
and assume the reinvestment of all dividends.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN
Among Donaldson Company, Inc., the S&P 500 Index
and the S&P Industrial Machinery Index

3180

$160

$60
$40
$20
50
705 THOG T Tio8 Tioa 710
—=Donaldson Company, Inc. = == =5&P 500 se@e - S&P Industrial Machinery
Year Ended July 31,
2010 2009 2008 2007 2006 2005

Donaldson Company, In $ 153.8¢ $ 1218: $ 14267 $ 11394 $ 1019t $ 100.0(

S&P 500 99.1¢ 87.0¢ 108.8: 122.3¢ 105.3¢ 100.0¢

S&P Industrial Machiner 124.67 94.9¢ 123.6: 135.3¢ 104.7: 100.0¢
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| tem 6. Selected Financial Data

The following table sets forth selectadhfcial data for each of the fiscal years in ikie-fear period ended July 31, 2010 (in millions,
except per share data):

Year Ended July 31,

2010 2009 2008 2007 2006
Net sales $ 1,877 $ 18686 $ 2,232! $ 1,918.¢ $ 1,694.
Income from continuing operatiol 166.2 131.¢ 172.C 150.% 132.:
Diluted earnings per sha 2.1C 1.67 2.12 1.8: 1.5¢
Total asset 1,499.! 1,334.( 1,548.¢ 1,319.( 1,124.:
Long-term obligations 256.2 253.1 176.5 129.( 100.t
Cash dividends declared per sh 0.48( 0.46( 0.43( 0.37(C 0.41(
Cash dividends paid per sh: 0.47( 0.45¢ 0.42( 0.36( 0.32(

| tem 7. Management’s Discussion and Analysis of kancial Condition and Results of Operation
Results of Operation

The following discussion of the Companfifencial condition and results of operations dtidae read in conjunction with the
Consolidated Financial Statements and Notes tharedmther financial information included elsewhieréhis report.

Overview

The Company is a worldwide manufactufdilivation systems and replacement parts. The @amy’s core strengths are leading
filtration technology, strong Customer relationshipnd global presence. The Company operates thtawgreporting segments, Engine
Products and Industrial Products, and has a pradixcincluding air and liquid filtration systemsdexhaust and emission control products.
As a worldwide business, the Company’s resultspefrations are affected by conditions in the gla@zainomic environment. Under normal
economic conditions, the Compaayharket diversification between its OEM and reptaent parts Customers, its diesel engine and indL
end markets, and its North American and internafi@nd markets has helped to limit the impact adikwess in any one product line, market
or geography on the consolidated results of the gzom.

The Company reported sales in Fiscal 201%1,877.1 million, up 0.5 percent from $1,868lion in the prior year. The Company’s
results were positively impacted by foreign curgetranslation. The impact of foreign currency tdatisn increased sales by $43.2 million.
Excluding the current year impact of foreign cumgtranslation, worldwide sales decreased 1.9 pehéring the year.

Although net sales excluding foreign eagy translation is not a measure of financialgrenfince under GAAP, the Company believes
it is useful in understanding its financial resutsl provides a comparable measure for undersigtisinoperating results of the Company
between different fiscal periods excluding the intpef foreign currency translation. The followirgya reconciliation to the most comparable
GAAP financial measure of this non-GAAP financiatasure (in millions):

Year Ended July 31,

2010 2009
Net sales, excluding foreign currency transla $ 1,833.¢ $ 1,945
Foreign currency translation impact 43.Z (76.8)
Net sales $ 1877 $ 1,868.¢

The Company’s net earnings were positii@pacted by foreign currency translation. The atipof foreign currency translation during
the year increased net earnings by $3.6 milliortlikng the current year impact of foreign curretr@nslation, net earnings increased 23.3
percent.

Although net earnings excluding foreigmrency translation is not a measure of financ@afgrmance under GAAP, the Company
believes it is useful in understanding its finahoésults and provides a comparable measure foerstahding the operating results of the
Company between different fiscal periods excludhmgimpact of foreign currency translation. Thédafing is a reconciliation to the most
comparable GAAP financial measure of this non-GARncial measure (in millions):

10




Table of Contents

Year Ended July 31,

2010 2009
Net earnings, excluding foreign currency transta $ 162.¢ $ 135.%
Foreign currency translation impact, net of tax 3.€ (3.9
Net earning: $ 166.2 $ 131.¢

The Company reported diluted earningsspare of $2.10, a 25.7 percent increase from $fh.G¥ prior year.

Included in the Fiscal 2010 results aeetpx restructuring charges of $10.2 million, camga to $17.8 million in the prior year. Gross
margin and operating expenses include $7.5 mibiodt $2.7 million of restructuring expenses, respelst, in Fiscal 2010. This year's
charges were primarily related to a downsizing plaait in Germany which included severance andt &sgairments for the building and
inventory.

The effective tax rate for Fiscal 2010s\25.8 percent compared to 18.3 percent in Fig¥2® 2The increase in effective tax rate is
primarily due to a decrease in discrete tax bendfiscal 2009 contained $19.6 million of discttete benefits, which predominantly occurred
in the second quarter, and primarily related tongles to uncertain tax position reserves in conoedtith the effective settlements of court
cases and examinations in various jurisdiction®dog various years. Fiscal 2010 contained $4.8anibf discrete tax benefits, primarily
recorded in the second quarter, from the expiraticthe statute of limitations at foreign subsidtarand other discrete items. Without
consideration of discrete items, the average upitgrtax rate decreased over the prior year to péréent from 30.4 percent, mainly due to
the mix of earnings between tax jurisdictions.

The Company continued to improve an alyestrong liquidity position, which allowed for ciimued investment in the business while
increasing cash reserves and increasing its dididdfhile Fiscal 2010 was still impacted by the glbtecession, many of the Company’s
businesses saw various stages of recovery durstglR2010, and the Company expects a continuedeeco many of the end markets
during fiscal 2011, with higher growth in the emiaggeconomies. The Company believes sales in mhity product lines will continue to
increase during the next fiscal year. This viefaigored into the Fiscal 2011 outlook discussedwel

Following is financial information forehCompany’s Engine and Industrial Products segm&utigporate and Unallocated includes
corporate expenses determined to be non-allocaltleetsegments and interest income and expenséuiiser discussion of segment
information in Note J of the Company’s Notes to €aidated Financial Statements.

Engine Industrial Corporate & Total
Products Products Unallocated Company
(thousands of dollars)
2010
Net sales $ 1,094,37. % 782,69 $ — % 1,877,06.
Earnings before income tax 150,47: 96,44+ (16,747 230,17¢
2009
Net sales $ 1,001,96. $ 866,66¢( $ — 3 1,868,62!
Earnings before income tax 83,797 89,52¢ (11,899 161,42!
2008
Net sales $ 1,229,17. $ 1,003,350 $ — 3 2,232,52.
Earnings before income tax 158,93: 102,42( (25,189 236,16

During Fiscal 2010, the Company’s Endgfimeducts segment net sales increased as a pefdetalmet sales to 58.3 percent compared
to 53.6 percent in the prior year. For the Compamydustrial Products segment, net sales as amgestotal net sales decreased to 41.7
percent from 46.4 percent in the prior year.

Many factors within the Company’s repogtsegments contributed to the Company'’s resuttsigral 2010 including gradual
improvement in global economic conditions, the Camps program of Continuous Improvement initiativeew product introductions,
emerging market growth and the expansion of the f@amy's distribution capabilities. In the Engine @uots segment, the Company
experienced increased sales in many end-marketsegiahs. The earnings improvement for the curfisnal year was also driven by a
greater mix of higher-margin Aftermarket sales uerwer-margin first-fit product sales, bettera@ipsion of fixed manufacturing costs due
to the increase in production volumes, benefitateel to completed restructuring efforts and Comtirsulmprovement initiatives. The global
Aftermarket sales increases were driven by reboumdguipment utilization rates in the mining, coastion and transportation industries.
Retrofit Emissions Products sales decreased asul of lower
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utilization of federal and state grants and sulesidior retrofit products and delays in obtainingdarct verifications from federal and state
agencies. In the Industrial Products segment wiéterally is a later economic cycle business, matigonal sales decreased due to a reduced
demand for industrial dust collectors and comprséepurification systems, reflecting the downtimmgeneral manufacturing activity in
Europe and Asia. Gas Turbine Products sales rechaloer due to a deceleration in Customer demanthfge gas turbine power generation
projects as a result of the decrease in globatrédatpower requirements. Offsetting these de@sagas an increase in sales in Special

Applications Products due to demand increasinglik drive filters from the manufacturers of haiskddrives used in computers, data
storage devices, and other electronic products.

Following are net sales by product withath the Engine and Industrial Products segments:

2010 2009 2008
(thousands of dollars)

Engine Products segment

Off-Road Product $ 222,32¢  $ 243,69. $ 361,14:
Aerospace and Defense Prodt 111,97 119,09: 87,53¢
On-Road Product 81,87« 71,95¢ 123,14¢
Aftermarket Products 660,26: 536,12. 631,43:
Retrofit Emissions Products 17,92¢ 31,09¢ 25,910

Total Engine Products segment 1,094,37. 1,001,96. 1,229,17.

Industrial Products segment:

Industrial Filtration Solutions Produc 454,65: 503,61 600,52¢
Gas Turbine Produc 150,13: 206,76( 213,13¢
Special Applications Products 177,90¢ 156,29 189,68t

Total Industrial Products segment 782,69: 866,66¢ 1,003,35!
Total Company $ 1,877,06. $ 1,868,62 $ 2,232,522,

*

Includes replacement part sales to the Com’s OEM Customers

Outlook

The Company expects a continued recovenyany of its end-markets in FY11, with highergth in the emerging economies. The
Company forecasts its full year FY11 EPS to be betw$2.28 and $2.48.

. The Company is planning its total FY11 sales tajyeroximately $2 billion. For the full year FY11lrgas FY10, higher local

currency sales should be partially offset by foneigrrency translation based on the Company’s gldmates for the Euro of
US$1.27 and 87 Yen to the U<

. In its gross margin, the Company forecasts an as&én its purchased raw material costs and ddeesable sales mix
compared to FY10. The Company also plans to makerakkey operating investments totaling approxatya$18 million, to
support the Company’s strategic growth plans. Comsetly, the Company expects its full year opetativargin to be 12.5 to

13.5 percenti
. The Compan's full year FY11 tax rate is projected to be betw2@ and 30 percer
. The Company expects that cash generated by opgeattivities will be between $230 and $260 milliarFiscal 2011. Capital

spending in Fiscal 2011 is projected to be betvghand $80 million. The Company will continue &eduts cash flow for
dividends, potential acquisitions, capital projesntsl maintenance of its strong liquidity positi

Engine Products— The Company expects full year sales to increasel@ percent, including the impact of foreignremcy translation.

. The Company anticipates sales to its constructimhraining equipment OEM Customers to continue tprowe as their
production rates increase. The Company also psgeatodest improvement in the farm equipment ma

12




Table of Contents

. The Company is forecasting slightly lower salesif®Aerospace and Defense Products due to théncewt slowdown in U.S.
military activity in Iraq and decreases in U.S. gmyment spending for major prograr

. In the Company’s OEM On-Road Products’ businedselieves that build rates for heavy- and mediuny-tluicks at its OEM
customers will continue improvin

. The Company’s Aftermarket Products’ sales are ebggeio continue to grow as utilization rates fottbleavy trucks and off-
road equipment increase. The Company also expectntinue benefitting from the increasing amourgquipment in the fiel

with PowerCoré® and its other proprietary filtration systems.

Industrial Products - The Company forecasts full year FY11 sales toeiase 3 to 8 percent, including the impact of fpraiurrency
translation.

. The Company’s Industrial Filtration Solution’s sare projected to increase 3 to 8 percent asatmadd for new filtration
equipment is expected to improve as general ingdasipital spending increast

. The Company expects its Gas Turbine Products’ $albe stable as the large power generation maggetars to be bottoming
out. The Compar’s longe-term outlook remains very positive with the evehteaovery of the global econorr

. Special Applications Products’ sales are projetdadcrease 6 to 11 percent, as the end marketedoCompany’s disk drive
filters and membrane products are expected to ¢

Fiscal 2010 Compared to Fiscal 2009

Engine Products Segmdike Engine Products segment sells to OEMSs in thstooction, mining, agriculture, aerospace, defeand
truck markets and to independent distributors, Qd&dler networks, private label accounts and lagggpenent fleets. Products include air
filtration systems, exhaust and emissions systéquad filtration systems, and replacement filters.

Sales for the Engine Products segmeng $#£/094.4 million, an increase of 9.2 percent f@iy002.0 million in the prior year. Engine
Products sales in the United States remainedvelgtilat in Fiscal 2010 compared to Fiscal 200@réasing only 0.1 percent in the current
fiscal year. International Engine Products salessiased 19.2 percent from the prior year. The imp@ioreign currency increased sales by
$24.2 million, or 2.4 percent. Earnings before mmeataxes as a percentage of Engine Products segaleatof 13.7 percent increased from
8.4 percent in the prior year. The earnings impnoset for the current fiscal year was driven by eatgr mix of higher-margin Aftermarket
sales versus lower-margin first-fit product salestfer absorption of fixed manufacturing costs ttuthe increase in production volumes and
benefits related to completed restructuring effartd other Continuous Improvement initiatives. didition, restructuring expenses for the
Engine Products segment were down $5.3 million thverprior year, but this was more than offset 6y2$nillion of increased warranty
expenses related to Retrofit Emissions Products.

Worldwide sales of Off-Road Products w&222.3 million, a decrease of 8.8 percent from3524nillion in the prior year. Sales in the
United States decreased 15.0 percent to $95.Jomiitir the fiscal year. Internationally, sales d¢f-Road Products were down 3.4 percent
from the prior year, with sales decreasing in Earbp 10.7 percent, which were slightly offset byimarease in Off-Road sales in Asia of 7.4
percent. The Company’s overall decrease was dbyemweakness in the early portion of the fiscaryeith a gradual strengthening in end-
markets in the last half of the fiscal year. Thizsvevident in the gradual improvement of salesEM® during the last months of the fiscal
year. The first half of the year was down primadlye to declines in spending in the residentialmon-residential construction markets. The
latter half of the year saw increases in the ministry as a result of higher commodity priced amprovements in worldwide construction
activity.

Worldwide sales of On-Road Products v&&£.9 million, an increase of 13.8 percent from.8%8illion in the prior year. On-Road
Products sales in the United States increasede3cépt from the prior year, primarily as a restilh glight market share improvement and
higher content per truck. The Company performetebétan the impact due to the change in truckdnaites for the year in Class 8 truck
builds, which decreased by 3.7 percent and mediutytcuck build rates which increased 0.3 perchkrernational On-Road Products sales
increased 25.2 percent from the prior year, drivgincreased sales in Asia of 45.2 percent, asutref increased truck exports by the
Company’s Japanese OEM Customers to higher gronvdrging markets, and rebounding sales in Europ@gltine second half of the fiscal
year.
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Worldwide Engine Aftermarket Productsesabf $660.3 million increased 23.2 percent fror@@b million in the prior year. Sales in
the United States increased 15.6 percent overrtheyear. International sales increased 29.5 petritem the prior year, primarily driven by
sales increases in Asia, Latin America and EurdB6d& percent, 27.8 percent and 24.6 percententisely. The sales increases in the
United States and internationally were driven Hyotends in equipment utilization rates in the minicgnstruction and transportation
industries. The Company also improved its distidrutapabilities to be closer to and better setwv€ustomers and increased sales due to the
Company’s recent market share “wins.”

Worldwide sales of Retrofit Emissions drots were $17.9 million, a decrease of 42.3 péiritem $31.1 million in the prior year. The
Company’s Retrofit Emissions Products sales am\sal the United States. Sales of Retrofit Emissi®roducts decreased as a result of
continuing postponements in the availability of gmment grant money and delays and losses of ttegylapproval for certain of the
Company’s products, including the DMF product.

Worldwide sales of Aerospace and Deféreelucts were $112.0 million, a 6.0 percent deeré@sn $119.1 million in the prior year.
Sales in the United States decreased 9.0 percentlo prior year as a result of slowdowns in gorent procurement for major defense
programs. Internationally, sales of Aerospace aeféise Products increased 8.0 percent over they@was. The international sales increased
primarily as a result of the startup of recent deéeprogram wins.

Industrial Products Segmeiiie Industrial Products segment sells to variodssirial end-users, OEMs of gas-fired turbines, and
OEMs and end-users requiring clean air and liqutdeducts include dust, fume and mist collectoosygressed air purification systems,
liquid filters and parts, air filter systems forsg@rbines, PTFE membrane and laminates, and $igediair filtration systems for applications
including computer hard disk drives.

Sales for the Industrial Products segmere $782.7 million, a decrease of 9.7 percemhf866.7 million in the prior year.
International Industrial Products sales decreas2g&cent and sales in the United States decrdas8gercent from the prior year. The
impact of foreign currency increased sales by $tdillton, or 2.2 percent. Despite the 9.7 percestrdase in sales, earnings before income
taxes as a percentage of Industrial Products seigsatas were 12.3 percent, increasing from 10.8guetiin the prior year. The improvement
in earnings as a percent of sales over the priar was driven by better execution on large prageégiments, increased plant utilization,
improved product mix, and Continuous Improvemeitiatives. Restructuring expenses in Fiscal 2016ev#8.3 million, a decrease from
$10.1 million in Fiscal 2009.

Worldwide sales of Industrial Filtrati@olutions Products of $454.7 million decreasedp@itent from $503.6 million in the prior ye
Sales in the United States, Europe and Asia dezilea$ percent, 11.8 percent and 7.1 percent, cteéply. Sales in Mexico decreased 16.7
percent in Fiscal 2010 as compared to Fiscal 200@rall, the Company experienced weak sales camditior its Industrial Filtration
Solutions products during the beginning of thedise@ar, with conditions improving towards the erfidhe fiscal year. The decreased sales in
Europe and Asia were due to reduced demand fostridudust collectors and compressed air purificasystems due to the downturn in
general manufacturing activity. Domestic sales el@sed due to a decline in general industrial dgtitaat did not stabilize until late in the
fiscal year, as evidenced by a 19 percent dropaichime tool consumption in the United States dufispl year 2010 as compared to fiscal
year 2009

Worldwide sales of Gas Turbine Produatsen$150.1 million, a decrease of 27.4 percent $@06.8 million in the prior year. Gas
Turbine Products sales are typically large systens as a result, the Company’s shipments and uegeiiuctuate from period to period.
Incoming orders declined 9 percent in Fiscal 20a®ws Fiscal 2009, a reflection of the reduced aenfiar power generation projects
globally. Sales remained slow due to a deceleratid@ustomer demand for large gas turbine poweeggion projects as a result of the
decrease in global electrical power requirementisaso as a result of one Customer’s increaseidatton of its own internal filtration
businesses.

Worldwide sales of Special Applicatiomeducts were $177.9 million, a 13.8 percent incedasm $156.3 million in the prior year.
Domestic Special Application Products sales inerdds9 percent, driven by an increase in salesdiastrial Customers of PTFE membranes.
International sales of Special Application Productseased 15.1 percent over the prior year, pilynar Asia, which increased 18.6 percent.
These international sales increases were drivampgoved demand for the Company’s Customers’ haskl drives as the end-markets for
computers, data storage devices and other electppoducts have rebounded. Overall, the Compangiket growth is comparable with
published disk drive build rates.

Consolidated Resulthe Company reported net earnings for Fiscal 20166.2 million compared to $131.9 million in Fa$@009,
an increase of 26.0 percent. Diluted net earniegspare was $2.10, up 25.7 percent from
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$1.67 in the prior year. The Company’s operatirgpime of $238.2 million increased from prior yeaexgiing income of $170.0 million by
40.2 percent.

The table below shows the percentagetaf bperating income contributed by each segmmmadch of the last three fiscal years.
Corporate and Unallocated includes corporate exqeedstermined to be non-allocable to the segmetinderest income and expense:

2010 2009 2008

Engine Product 60.7% 44.5% 61.1%
Industrial Product 40.2% 51.8% 42.1%
Corporate and Unallocated (0.9% 3.7% (3.29%
Total Company 100.(% 100.(% 100.(%

International operating income, prioctporate expense allocations, totaled 80.3 peafestnsolidated operating income in Fiscal
2010 as compared to 77.9 percent in Fiscal 200&l irdernational operating income increased 44@ent from the prior year. This incre:
is attributable to increased Customer sales andgér foreign currencies. The table below showgptreentage of total operating income
contributed by each major geographic region fohezfdhe last three fiscal years:

2010 2009 2008

United State: 19.7% 22.1% 10.€%
Europe 24.6% 23.2% 43.2%
Asia - Pacific 45.2% 43.5% 37.9%
Other 10.4% 11.1% 8.2%
Total Company 100.(% 100.(% 100.(%

Gross margin for Fiscal 2010 was 35.L@et, an increase from 31.6 percent in the priar.y€he improved gross margin was the re
of improved fixed cost absorption, a higher mix@blacement filter sales, savings from restructpentions and ongoing Continuous
Improvement initiatives. Within gross margin, then@any incurred $7.5 million in restructuring arsdet impairment charges during the
fiscal year, compared to $10.1 million last yedrisTyear's charges were primarily related to a dawring at a plant in Germany and included
severance and asset impairments for the buildidgrarentory.

Operating expenses for Fiscal 2010 wdg903% million or 22.4 percent of sales, as comp&wef119.8 million or 22.5 percent in the
prior year. Operating expenses as a percent oS sals relatively flat and included $15.1 milliontegher incentive compensation expense
partially offset by a $5.0 million decrease in rasturing costs as compared to the prior year.mutie fiscal year the Company increased
warranty accruals due to specific warranty maftesur Retrofit Emissions Products group, recordingexpense of $6.2 million for this
matter during the year.

Interest expense of $12.0 million deceea®5.0 million from $17.0 million in the prior yeas a result of reduced debt levels and lower
interest rates throughout the year. Net other iretotaled $3.9 million in Fiscal 2010 down fromS3&illion in the prior year. Components
of other income for Fiscal 2010 were as followserast income of $1.3 million, earnings from rmmsolidated joint ventures of $2.0 millic
royalty income of $7.2 million, charitable donatsoof $1.6 million, foreign exchange losses of $#illion and other miscellaneous income
and expense items resulting in expenses of $0libmil

The effective tax rate for Fiscal 2010s\27.8 percent compared to 18.3 percent in Fig¥@® 2The increase in effective tax rate is
primarily due to a decrease in discrete tax bendfitscal 2009 contained $19.6 million of disctate benefits, which predominantly occurred
in the second quarter, and primarily related tongles to uncertain tax position reserves in conoedtith the effective settlements of court
cases and examinations in various jurisdictionsdog various years. Fiscal 2010 contained $4.8anibf discrete tax benefits, primarily
recorded in the second quarter, from the expiraticthe statute of limitations at foreign subsidiarand other discrete items. Without
consideration of discrete items, the average upitertax rate improved over the prior year to 28rcent from 30.4 percent mainly due to
the mix of earnings between tax jurisdictions.

Total backlog at July 31, 2010, was $828illion, up 19.0 percent from the same periothim prior year. Backlog is one of many
indicators of business conditions in the Company&skets. However, it is not always indicative diuiie results for a number of reasons,
including short lead times in the Company’s reptaest parts businesses and the timing of receiptddrs in many of the CompaisyEngine
OEM and Industrial markets. In the Engine Prodsetsment, total open order backlog increased 3Xcepefrom the prior year. In the
Industrial
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Products segment, total open order backlog dealel8epercent from the prior year. Because sontkeo€hange in backlog can be attributed
to a change in the ordering patterns of the Compa@yustomers and/or the impact of foreign excharagestation rates, it may not necesse
correspond to future sales.

Fiscal 2009 Compared to Fiscal 2008

Engine Products Segmdike Engine Products segment sells to OEMSs in thstooction, mining, agriculture, aerospace, defeand
truck markets and to independent distributors, Qd&dler networks, private label accounts and lagggpenent fleets. Products include air
filtration systems, exhaust and emissions systéqusd filtration systems, and replacement filters.

Sales for the Engine Products segmeng %#y002.0 million, a decrease of 18.5 percent $dr229.2 million in the prior year.
International Engine Products sales decreasedp@&tcent and sales in the United States decreaségégtent from the prior year. The
impact of foreign currency decreased sales by $3@lIn, or 3.2 percent. Earnings before incomeetaas a percentage of Engine Products
segment sales of 8.4 percent decreased from 1&8rgen the prior year. The Engine Products seg@as been negatively impacted by
lower absorption of fixed manufacturing costs duéhe drop in sales volumes and increased costiedeto restructuring, offset by cost
savings as a result of workforce reductions alreamyipleted, improved distribution efficiencies asnpared to the prior year and the impact
of Continuous Improvement initiatives control me&suincluding reductions in incentive compensation.

Worldwide sales of Offoad Products were $243.7 million, a decrease & B@rcent from $361.1 million in the prior yeaal& in the
United States decreased 12.3 percent. Global magtigity started declining due to decreased conitpqulices in the second quarter of
Fiscal 2009, and remained weak throughout the medeaiof the year. Spending in U.S. residential mmatresidential construction markets
was down more than 27 percent and 5 percent, ridgplgc over prior year, resulting in a decreas¢hia sales of the Company’s products into
those markets. Internationally, sales of Off-RoaadBcts were down 35.0 percent from the prior y@éth sales decreasing in both Europe
and Asia by 38.1 percent and 30.3 percent, reyadgtiSales in the European construction equipraadtmarket decreased due to a declii
construction activity related to the economic dawnt Sales to the European agricultural end madeet decreased. In Asia, sales have
declined significantly in Japan in the constructimd markets.

Worldwide sales of On-Road Products v#&t2.0 million, a decrease of 41.6 percent from $123illion in the prior year. On-Road
Products sales in the United States decreaseéB:2nt from the prior year, primarily as a resiild 29 percent decrease in Class 8 truck
build rates, 40 percent decrease in medium dutktbuild rates by the Company’s Customers and acatézh in high value product mix over
the prior year. International On-Road Productsssdexreased 39.6 percent from the prior year, dityedecreased sales in Europe and Asia
of 51.0 percent and 32.5 percent, respectiveljecting the economic downturn for freight activatgd new truck build rates.

Worldwide Engine Aftermarket Productsesabf $536.1 million decreased 15.1 percent froB8l$6million in the prior year. Sales in
the United States decreased 12.2 percent overritireypar, driven by inventory adjustments at tt@pany’s Customers and decreases in
utilization rates in the mining, construction anahisportation industries. International sales desrd 17.4 percent from the prior year,
primarily driven by sales decreases in Europe asid Af 26.1 percent and 8.0 percent, respectidelg,to weak economic conditions.

Worldwide sales of Retrofit Emission puots were $31.1 million, an increase of 20.0 pdré®m $25.9 million in the prior year. The
increase in Retrofit Emissions products is theltexfluincreased government programs and increasedirig for Retrofit Emissions products.

Worldwide sales of Aerospace and Defgmeducts were $119.1 million, a 36.0 percent insegigom $87.5 million in the prior year.
International sales of Aerospace and Defense pteducreased 5.8 percent and domestic sales iratels0 percent over the prior year.
Domestic Aerospace and Defense sales benefitedtfreracquisition of Western Filter Corporation, efhresulted in $15.4 million of
incremental sales over the prior year, and contiraieong demand for filters for military equipment.

Industrial Products Segmeéltie Industrial Products segment sells to variodsistrial end-users, OEMs of gas-fired turbines, and
OEMs and end-users requiring highly purified anodRicts include dust, fume and mist collectors, passed air purification systems, liquid
filters and parts, air filter systems for gas tods, PTFE membrane and laminates, and specializiitration systems for applications
including computer hard disk drives.

Sales for the Industrial Products segmere $866.7 million, a decrease of 13.6 percamhf$1,003.4 million in the prior year.
International Industrial Products sales decreade?i dercent and sales in the United States deatd#®s8 percent from the prior year. The
impact of foreign currency decreased sales by $3ifllion, or 3.8 percent.

16




Table of Contents

Despite the 13.6 percent decrease in sales, earhafgre income taxes as a percentage of InduBndalucts segment sales of 10.3 percent
increased from 10.2 percent in the prior year. ifff@@ovement in earnings as a percent of salestbeeprior year was driven by better
execution on large project shipments, cost saviiroys restructuring actions, reductions in incentbeenpensation expense, and the impact of
Continuous Improvement initiatives. These werergligoffset by lower absorption of fixed costs aedtructuring costs.

Worldwide sales of Industrial Filtrati®olutions Products of $503.6 million decreased p&rtent from $600.5 million in the prior
year. Sales in the United States and Europe destid#:3 percent and 21.0 percent, respectivelgsSalAsia remained relatively flat
compared to the prior year. The decline in Europs due to reduced demand for industrial dust dolte@nd compressed air purification
systems which fell with the downturn in general mfacturing activity during the year. Domestic salesreased from the prior year as a
result of this same decline in general industréivéty. The results in the year were also influeddy the sale of the air dryer business in
Maryville, Tennessee, on October 31, 2008 and theiaition of LMC West, Inc. (LMC West) in Februany Fiscal 2008. The sale of the air
dryer business in Maryville, Tennessee, decreasied $7.6 million over last year. The acquisitiém®C West contributed to $7.0 million
of sales during the twelve months of Fiscal 2008 $4.7 million during the latter six months of R2008.

Worldwide sales of Gas Turbine Productsen$206.8 million, a decrease of 3.0 percent @48.1 million in the prior year. Gas
Turbine Products sales are typically large systenas as a result, the Company’s shipments and vegdituctuate from quarter to quarter.
Incoming orders declined 58 percent in Fiscal 20838us Fiscal 2008, a reflection of the reducedatahfor power generation projects
globally.

Worldwide sales of Special Applicatiomeducts were $156.3 million, a 17.6 percent de@dasn $189.7 million in the prior year.
Domestic Special Application Products sales deea$.0 percent. International sales of Speciallidation Products decreased 18.7 per
over the prior year. The primary decreases intanally were in Europe and Asia, which decrease8 28d 17.3 percent, respectively, du
a significant reduction in demand for hard diskdfrilters, semiconductor filtration systems and=ETmembrane filtration products. The
reduction in demand is primarily a result of a weride contraction in the end markets for computdasa storage devices and other electi
products that began in the second quarter of F229.

Consolidated Resulthe Company reported net earnings for Fiscal 200.81.9 million compared to $172.0 million in Fi$@008, a
decrease of 23.3 percent. Diluted net earningsipare was $1.67, down 21.2 percent from $2.12dmptlor year. The Company’s operating
income of $170.0 million decreased from prior yeperating income of $245.8 million by 30.9 percent.

The table below shows the percentagetaf bperating income contributed by each segmamedch of the last three fiscal years.
Corporate and Unallocated includes corporate exqeedstermined to be non-allocable to the segmetinderest income and expense:

2009 2008 2007

Engine Product 44.5% 61.1% 62.%
Industrial Product 51.8% 42.1% 37.&%
Corporate and Unallocated 3.7% (3.2% (0.7%
Total Company 100.(% 100.(% 100.(%

International operating income, prioctyporate expense allocations, totaled 77.9 peafesdnsolidated operating income in Fiscal
2009 as compared to 89.4 percent in Fiscal 200&l irdernational operating income decreased 38r8gnt from the prior year. This
decrease is attributable to restructuring changiesnationally exceeding domestic restructurings,oseaker foreign currencies and overall
weak business conditions abroad. The table belaowslthe percentage of total operating income dountied by each major geographic rec
for each of the last three fiscal years:

2009 2008 2007

United State: 22.1% 10.6% 22.2%
Europe 23.% 43.2% 34.&%
Asia - Pacific 43.5% 37.% 38.€%
Other 11.1% 8.2% 4.2%
Total Company 100.(% 100.(% 100.(%
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Gross margin for Fiscal 2009 was 31.@&@et, a decrease from 32.5 percent in the prior. yigee Company had $10.1 million in
restructuring costs which reduced gross margihényear. In addition, lower absorption of fixed tsadue to the drop in production volumes,
net of savings from completed restructuring relateiivities, negatively impacted gross margin bgragimately $23 million. Partially
offsetting these factors were the positive impa€isnproved product mix, improved distribution eféincies, and better execution on large
project shipments. During Fiscal 2008, the Compagyan using a new warehouse management systesmadiit U.S. distribution center.
The Company encountered stap-problems during the transition to the new systarmich, although now resolved, resulted in $7.Bioniin
unanticipated charges in Fiscal 2008 that did ectir in Fiscal 2009. The Company also incurredaagshof approximately $5.0 million to
pretax income related to the use of the Last-Irstfdut (LIFO) accounting method for its U.S. int@nmes, which charges increasing
commodity costs to income immediately. As commodigts were relatively flat in Fiscal 2009, the Qamy did not experience a similar
impact from rising commodity prices.

Operating expenses for Fiscal 2009 w98 million or 22.5 percent of sales, as comp&wektt80.1 million or 21.5 percent in the
prior year. Operating expenses as a percent of sadecased due to sales volume declines and $lli@min restructuring cost during the
year, offset by $19.4 million in benefits from mestturing actions taken and $19.5 million of lovimrentive compensation expense
compared to the prior year.

Interest expense of $17.0 million incexh$0.4 million from $16.6 million in the prior yeas a result of higher debt levels. Net other
income totaled $8.5 million in Fiscal 2009 up fr&.9 million in the prior year. Components of otirerome for Fiscal 2009 were as follo\
interest income of $1.6 million, earnings from nmmsolidated joint ventures of $2.3 million, royaiticome of $6.1 million, charitable
donations of $0.6 million, foreign exchange losse$0.4 million and other miscellaneous income arpgense items resulting in expenses of
$0.5 million.

The effective tax rate for Fiscal 200%vi8.3 percent compared to 27.2 percent in Fig@82The decrease in effective rate is
primarily due to the settlements of long-standingrt cases and examinations in various jurisdistifmn tax years 2003 through 2006, the
reassessment of the corresponding unrecognizdaketa(its for the subsequent open years and a faleor@solution of a foreign tax matter.
Partially offsetting these effects, the Company&&l 2009 tax rate was unfavorably impacted binareased expense from the repatriation
of foreign earnings. Absent these items, the ugieyltax rate for the Fiscal 2009 has decreasead ffiscal 2008 by 1.2 points to 30.4
percent. The reinstatement of the U.S. Researcleapdrimentation credit, changes in current yeaeemgnized tax benefits, reduced
statutory tax rates and the mix of earnings betwerign jurisdictions all contributed to the retioa in the underlying rate.

Total backlog at July 31, 2009, was $828illion, down 33.7 percent from the same periothie prior year. Backlog is one of many
indicators of business conditions in the Company&skets. However, it is not always indicative diufie results for a number of reasons,
including short lead times in the Company’s reptaest parts businesses and the timing of receiptddrs in many of the CompaisyEngine
OEM and Industrial markets. In the Engine Prodsetsment, total open order backlog decreased 3ic@erom the prior year. In the
Industrial Products segment, total open order loacllecreased 36.8 percent from the prior year. Becaome of the change in backlog can
be attributed to a change in the ordering pattefiise Company’s Customers and/or the impact difpr exchange translation rates, it may
not necessarily correspond to future sales.

Liquidity and Capital Resources

Financial Conditioit July 31, 2010, the Company’s capital structusswomprised of $55.5 million of current debt, $25@illion of
long-term debt and $746.6 million of shareholdexgity. The Company had cash and cash equival€8$23@.0 million at July 31, 2010. T
ratio of long-term debt to total capital was 25e5qent and 26.9 percent at July 31, 2010 and 2@8fectively.

Total debt outstanding increased $23l0aniduring the year to $311.7 million outstandiaigJuly 31, 2010. Short-term borrowings
outstanding at the end of the year were $20.4anilliigher as compared to the prior year, and tengrdebt increased $2.6 million (includ
current maturities) from the prior year.

18




Table of Contents

The following table summarizes the Conmysueash obligations as of July 31, 2010, for teang indicated (thousands of dollars):

Payments Due by Period

Less than 1 More than 5

Contractual Obligations Total year 1-3years 3 -5years years

Long-term debt obligation $ 25624 $ 507C $ 44,02t $ 99,23t $ 107,92
Capital lease obligatior 89C 46€ 39t 29 —
Interest on lon-term debt obligation 64,02« 13,09t 23,35¢ 14,20 13,36:
Operating lease obligatiol 20,91¢ 8,96¢ 9,58( 2,33( 42
Purchase obligatiorfy) 161,25t 142,61: 18,23¢ 62 34¢
Pension and deferred compensaffdn 61,48: 4,272 7,70¢ 7,60( 41,90
Total @) $ 56481 $ 17448 $ 103,30 $ 12346: $ 163,57.

W Purchase obligations consist primarily of inventdopling, contract employment services and cagitxgenditures. The Company’s

purchase orders for inventory are based on exp&istbmer demand, and quantities and dollar voluanesubject to chang
@ Pension and deferred compensation consists oftlenmg-pension liabilities and salary and bonus deferelected by certain executives
under the Company’s deferred compensation plareribef compensation balances earn interest basadreasury bond rate as
defined by the plan and are payable at the eledfidhe participants
©) In addition to the above contractual obligatiohg €ompany may be obligated for additional casHaws of $21.5 million of
potential tax obligations, including accrued inggrand penalties. The payment and timing of any gayments is affected by the
ultimate resolution of the tax years that are ursdelit or remain subject to examination by thevaht taxing authorities, and are
therefore not currently capable of estimation bsique

The Company’s general funding policyiferpension plans is to make at least the minimantributions as required by applicable
regulations. Additionally, the Company may electrtake additional contributions up to the maximumdeaductible contribution. As such,
the Company made contributions of $11.2 millionitsaJ.S. pension plans in Fiscal 2010. There isni@mum funding requirement for the
Company’s U.S. pension plans for Fiscal 2011. Them@any is currently evaluating whether or not a.p&hsion contribution will be made
in Fiscal 2011. The Company made contributions38 $nillion to its non-U.S. pension plans in Fis2@l0 and estimates that it will
contribute approximately $3.9 million in Fiscal 20ased upon the local government prescribed fgndiquirements. Future estimates of
Company’s pension plan contributions may changeifsigntly depending on the actual rate of retunmptan assets, discount rates and
regulatory requirements.

The Company has a five-year, maiiirency revolving facility with a group of banksder which the Company may borrow up to $
million. This facility matures on April 2, 2013. €ragreement provides that loans may be made urgigection of currencies and rate
formulas including Base Rate Advances or Off SiRaite Advances. The interest rate on each advam@seés] on certain market interest r
and leverage ratios. Facility fees and other feethe entire loan commitment are payable over thatin of this facility. There was $50.0
million outstanding at July 31, 2010 and $20.0 imnilloutstanding at July 31, 2009. At July 31, 2@hd 2009, $180.0 million and $210.0
million, respectively, was available for furtherrbmwving under such facilities. The amount availdblefurther borrowing reflects a reduction
for issued standby letters of credit, as discussdolw. The weighted average interest rate on thlese-term borrowings outstanding at July
31, 2010 and 2009 was 0.6 percent.

The Company has three uncommitted cfadilities in the United States, which provide urig®d borrowings for general corporate
purposes. At July 31, 2010 and 2009, there wag0#7dlion available for use. There were no amownitstanding at July 31, 2010. As of J
31, 2009, $9.6 million was outstanding under tHeaséities with a weighted average interest rat® & percent.

The Company also has a €100 million pragfor issuing treasury notes for raising shortdione and long-term financing for its
European operations. There was nothing outstarahrtfis program at July 31, 2010 and 2009. Addéilyn the Company’s European
operations have lines of credit with an availabtatlof €60.5 million. There was nothing outstarglion these lines of credit as of July 31,
2010 and 2009.

Other international subsidiaries may barunder various credit facilities. There was noghoutstanding under these credit facilities as
of July 31, 2010 and 2009.
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During Fiscal 2010, credit availabilitythe global credit markets became easier and mitegest rates remained low. The Company
has assessed the implications of these factons @utirent business and believes that its curieah€ial resources are sufficient to continue
financing its operations for the next twelve monthsere can be no assurance, however, that the@castilability of future borrowings will
not be impacted by future capital market disruption

Certain note agreements contain debtravis related to working capital levels and limdtas on indebtedness. As of July 31, 2010,
the Company was in compliance with all such covédrhe Company currently expects to remain in d@npe with these covenants.

Also, at July 31, 2010 and 2009, the Canyphad outstanding standby letters of credit itage20.0 million, upon which no amounts
had been drawn. The letters of credit guaranteepayto third parties in the event the Company isreach of a specified bond financing
agreement and insurance contract terms as debaitsth letter of credit.

Shareholders’ equity increased $58.0iomilin Fiscal 2010 to $746.6 million at July 31120 The increase was primarily due to the
current year earnings of $166.2 million, $12.3 ioillof stock options exercised, $6.9 million ofcdt@ption expense and $6.3 million in tax
reductions to employee plans. These increasespeetially offset by $66.7 million of treasury stopurchases, $36.9 million of dividend
declarations, changes to foreign currency tramsiatf $16.0 million, and $14.8 million (net of taof) adjustments related to the pension
liability.

Cash FlowBuring Fiscal 2010, $203.0 million of cash was geted from operating activities, compared with $&7&illion in Fiscal
2009. Operating cash flows decreased as the imprentin the economy resulted in increases in adsaaaeivable and inventory levels to
support the higher business levels of $196.3 miliad $92.0 million, respectively. The increasechaed and improved results also led to
increases in accounts payable and accrued commene&f110.9 million and $36.7 million, respectiweCash flow generated by operations
was used primarily to support $42.7 million of napital expenditures, $66.7 million for stock reghases and $36.2 million for dividend
payments. Cash and cash equivalents increased $88d during Fiscal 2010.

Net capital expenditures for propertyntland equipment totaled $42.7 million in Fisd2l@ and $45.6 million in Fiscal 2009. Net
capital expenditures is comprised of purchasesaggrty, plant, and equipment of $43.1 million &4@.1 million in both Fiscal 2010 and
2009, respectively, partially offset by proceedsrfrthe sale of property, plant and equipment db $aillion in Fiscal 2010 and 2009. Fiscal
2010 capital expenditures primarily related to ne&nt capacity additions, productivity enhancingastments at various plants worldwide,
and tooling to manufacture new products.

Capital spending in Fiscal 2011 is plahteebe between $70.0 million to $80.0 millionisltanticipated that Fiscal 2011 capital
expenditures will be financed primarily by cashhamd, cash generated from operations, and exittieg of credit.

The Company expects that cash genergtepdrating activities will exceed $200 millionkiscal 2011. At July 31, 2010, the
Company had cash of $232.0 million, which existsudisidiaries outside of the United States. The fizom also had $250.0 million available
under existing credit facilities in the United &t€160.5 million or $209.4 million, available enexisting credit facilities in Europe and
$42.4 million available under various credit fa@s and currencies in Asia and the rest of thddvdihe Company believes that the
combination of existing cash, available credit urgasting credit facilities, and the expected cgsherated by operating activities will be
adequate to meet cash requirements for Fiscal 20dliding debt repayment, issuance of anticipdigaiends, possible share repurchase
activity, and capital expenditures.

Dividend§he Company’s dividend policy is to maintain a paty@tio, which allows dividends to increase witle fongterm growth o
earnings per share. The Company’s dividend paadia target is 20 percent to 30 percent of theayeearnings per share of the last three
years. With the Compa’s declaration on July 30, 2010 of a $0.125 perehkia/idend to be paid, the dividend payout ratas6.0 percent
on July 31, 2010.

Share Repurchase Plahe Board of Directors authorized the repurchasg®fmillion shares of common stock under the stock
repurchase plan dated March 26, 2010. This repaechathorization replaces the existing authoriay tas approved on March 31, 2006. In
Fiscal 2010 the Company repurchased 1.7 milliomeshaf common stock for $66.7 million, or 2.1 petcat an average price of $40.38 per
share. The Company repurchased 0.8 million share®32.8 million in Fiscal 2009. The Company refmaged 2.2 million shares for $92.2
million in Fiscal 2008. As of July 31, 2010 the Quamy had remaining authorization to repurchasenillibn shares pursuant to the current
authorization.
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Off-Balance Sheet ArrangemeRte Company does not have any loéitance sheet arrangements, with the exceptidmeoftiarantee
50 percent of certain debt of its joint venture SARs further discussed in Note K of the Compaiigges to Consolidated Financial
Statements. As of July 31, 2010 the joint vente $25.2 million of outstanding debt. The Compaagginot believe that this guarantee will
have a current or future effect on its financiahdition, results of operation, liquidity or capitalsources.

New Accounting StandardisJune 2009 FASB updated the accounting standalai®d to the consolidation of variable interedttes
(VIESs). The standard amends current consolidatidgdance and requires additional disclosures aboengerprise’s involvement in VIEs.
The standard is effective for interim and annupbréng periods beginning after November 15, 200¢ adoption of the revised standard did
not have a material impact on the Company’s firgrgtatements in Fiscal 2010.

Market Risk

The Compang’market risk includes the potential loss arisiogf adverse changes in foreign currency exchartge and interest rati
The Company manages foreign currency market rigk fime to time through the use of a variety oéfinial and derivative instruments. The
Company does not enter into any of these instrusifentrading purposes to generate revenue. RatteCompany’s objective in managing
these risks is to reduce fluctuations in earningb@sh flows associated with changes in foreigreagy exchange rates. The Company uses
forward exchange contracts and other hedging &detvio hedge the U.S. dollar value resulting fexisting recognized foreign currency
denominated asset and liability balances and alsarfticipated foreign currency transactions. ThenBany also naturally hedges foreign
currency through its production in the countriesvimich it sells its products. The Company’s markgk on interest rates is the potential
decrease in fair value of long-term debt resulfrogn a potential increase in interest rates. Setadu discussion of these market risks below
and in Note E of the Notes to Consolidated Findrigfatements.

Foreign Currencpuring Fiscal 2010, the U.S. dollar was slightlyaker throughout the year compared to many of tieenaies of th
foreign countries in which the Company operate® dverall weakness of the dollar had a positivesichpn the Company’s international net
sales results because the foreign denominateduesdranslated into more U.S. dollars.

It is not possible to determine the timeact of foreign currency translation changes. Eweev, the direct effect on reported net sales
and net earnings can be estimated. For the yeadehdy 31, 2010, the impact of foreign currenepstation resulted in an overall increas
reported net sales of $43.2 million, an increasepierating expenses of $10.5 million and an inaéaseported net earnings of $3.6 million.
Foreign currency translation had a positive impaehost regions around the world. In Europe, thakee U.S. dollar relative to the euro
resulted in an increase of $6.9 million in reponted sales. The weaker U.S. dollar relative toAthstralian dollar, Japanese yen, South
African rand, Thai baht and Korean won also hadsitiwe impact on foreign currency translation,imétn increase in reported net sales of
$10.8 million, $8.6 million, $7.1 million, $2.5 nidn and $2.4 million, respectively, and an inceeasreported net earnings of $1.2 million,
$0.4 million, $0.6 million, $0.6 million and $0.5illron, respectively.

The Company maintains significant asaatsoperations in Europe, Asia-Pacific, South Aframd Mexico, resulting in exposure to
foreign currency gains and losses. A portion of@oenpany’s foreign currency exposure is naturadligided by incurring liabilities, including
bank debt, denominated in the local currency inciwlthe Company’s foreign subsidiaries are located.

The foreign subsidiaries of the Compaegegally purchase the majority of their input castd then sell to many of their Customers in
the same local currency.

The Company may be exposed to cost iseeeelative to local currencies in the marketshih it sells. To mitigate such adverse
trends, the Company, from time to time, enters fatevard exchange contracts and other hedgingitiesv Additionally, foreign currency
positions are partially offsetting and are nettgdiast one another to reduce exposure.

Some products made in the United Statsald abroad. As a result, sales of such produretaffected by the value of the U.S. dollar
relative to other currencies. Any long-term stréxegting of the U.S. dollar could depress these salss, competitive conditions in the
Company’s markets may limit its ability to increggeduct pricing in the face of adverse currencyemoents.
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InteresThe Company’s exposure to market risks for changegerest rates relates primarily to its shortiténvestments, short-term
borrowings and interest rate swap agreements dag/&ie potential increase in fair value of Idegn debt resulting from a potential decre
in interest rates. The Company has no earningasir ffow exposure due to market risks on its largatdebt obligations as a result of the
fixed-rate nature of the debt. However, interett chhanges would affect the fair market value efdibt. As of July 31, 2010 the estimated
fair value of long-term debt with fixed interestaa was $269.8 million compared to its carryingieadf $252.6 million. The fair value is
estimated by discounting the projected cash flosimsgithe rate that similar amounts of debt couldently be borrowed. As of July 31, 2010
the Company’s financial liabilities with exposumedhanges in interest rates consisted mainly of8bgiillion of short-term debt outstanding.
Assuming a hypothetical increase of one-half pergeshort-term interest rates, with all other whtes remaining constant, interest expense
would have increased $0.7 million in Fiscal 2010.

Pensionghe Company is exposed to market return fluctuatmmits qualified defined benefit pension plankhdugh the market
value of these assets increased in Fiscal 201@djusted our long—term rate of return from 8.5 pet¢o 8.0 percent on our U.S. plans to
update and reflect our future expectation for metutn addition, we lowered our discount rate useehlue our pension obligation for our U
plans from 6.0 percent to 5.25 percent. These @wmgour accounting assumptions resulted in amgbeing underfunded by $58.2 million
at July 31, 2010 since the projected benefit okibgeexceeded the fair value of the plan assets.

Critical Accounting Policies

The Companyg’consolidated financial statements are preparedriformity with generally accepted accounting pipfes in the Unite:
States of America (U.S. GAAP). The preparationheise financial statements requires the use of aénjudgments and assumptions that
affect the reported amounts of assets and liadsligit the date of the financial statements andeth@rted amounts of revenue and expenses
during the periods presented. Management bases ¢istismates on historical experience and varidusr@ssumptions that are believed to be
reasonable under the circumstances, the resulthioh form the basis for making judgments aboutrdwrded values of certain assets and
liabilities. The Company believes its use of estasand underlying accounting assumptions adhergds3. GAAP and is consistently
applied. Valuations based on estimates and undgriytcounting assumptions are reviewed for reaseneds on a consistent basis
throughout the Company. Management believes thep@owis critical accounting policies that requirermeignificant judgments and
estimates used in the preparation of its consa@daifihancial statements and that are the most itapbto aid in fully understanding its
financial results are the following:

Revenue recognition and allowance forldful accountdRevenue is recognized when both product ownersidgtze risk of loss have
transferred to the Customer and the Company hasmaining obligations. The Company records estithdiscounts and rebates as a
reduction of sales in the same period revenuecisgréized. Accruals for warranties on products soédrecorded based on historical return
percentages and specific product recall campafgimvances for doubtful accounts are estimated laypagement based on evaluation of
potential losses related to Customer receivableroals. The Company determines the allowance bashidtorical writeeff experience in tr
industry, regional economic data, and evaluatiospafcific Customer accounts for risk of loss. Tleen@any reviews its allowance for
doubtful accounts monthly. Account balances aregdthoff against the allowance when the Companig fees probable the receivable will
not be recovered. The Company does not have artyatdhce sheet credit exposure related to its Guetm The establishment of this reserve
requires the use of judgment and assumptions riegptite potential for losses on receivable balanteeugh management considers these
balances adequate and proper, changes in econordiions in specific markets in which the Compapgrates could have an effect on
reserve balances required.

Goodwill and other intangible ass&eodwill is assessed for impairment annually, orerfeequently if events or changes in
circumstances indicate that the asset might beimnegharhe Company performs impairment assessmentssfreporting units and uses a
discounted cash flow model based on managemeimgrjants and assumptions to determine the estinf@itecalue. An impairment loss
generally would be recognized when the carryingamhof the reporting unit's net assets exceede#tienated fair value of the reporting
unit. The Company performed an impairment assessdugimg the third quarter of Fiscal 2010 to sagtis$ annual impairment requirement.
The impairment assessment in the third quartecatdd that the estimated fair value of each repguinit exceeded its corresponding
carrying amount, including recorded goodwill anslsach, no impairment existed at that time. Oth&amigible assets with definite lives
continue to be amortized over their estimated udises. Definite lived intangible assets are asibject to impairment assessments. A
considerable amount of management judgment anargsisns are required in performing the impairmesgessments, principally in
determining the fair value of each reporting unit.
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While the Company believes its judgments and astiompare reasonable, different assumptions cchdaige the estimated fair values and,
therefore, impairment charges could be required.

Income taxe&s part of the process of preparing the Compangss0lidated Financial Statements, management isregfjto estimate
income taxes in each of the jurisdictions in whith Company operates. This process involves estignattual current tax exposure together
with assessing temporary differences resulting fdiffering treatment of items for tax and book ameting purposes. These differences result
in deferred tax assets and liabilities, which acduded within the Company’s Consolidated Balanicees These assets and liabilities are
evaluated by using estimates of future taxablerirestreams and the impact of tax planning stradedl@anagement assesses the likelihood
that deferred tax assets will be recovered fromrtutaxable income and to the extent managemeietvbslthat recovery is not likely, a
valuation allowance is established. To the exteat & valuation allowance is established or inaeéaan expense within the tax provision is
included in the statement of operations. Reserkeslao estimated for uncertain tax positions #inatcurrently unresolved. The Company
routinely monitors the potential impact of sucluattons and believes that it is properly reser¥aduations related to tax accruals and assets
can be impacted by changes to tax codes, changéstitory tax rates and the Company’s future tiexatcome levels. As of July 31, 2010,
the liability for unrecognized tax benefits, acatueterest and penalties was $21.5 million.

Employee Benefit Plalihe Company incurs expenses relating to employeefite such as non-contributory defined benefitgiam
plans and postretirement health care benefitscénunting for these employment costs, managemest make a variety of assumptions and
estimates including mortality rates, discount rategrall Company compensation increases, expeetach on plan assets and health care
cost trend rates. The Company considers histadit@ as well as current facts and circumstancesisegla third-party specialist to assist
management in determining these estimates.

To develop the assumption regarding #¥peeted long-term rate of return on assets fddig. pension plans, the Company considered
the historical returns and the future expectatfonseturns for each asset class, as well as tigettasset allocation of the pension portfolio.
This resulted in the selection of the 8.0 percengiterm rate of return on assets assumption aslpf31, 2010 for developing the Fiscal 2011
expense for the Company’s U.S. pension plans. diitiad, we lowered our discount rate used to valuepension obligation for our U.S.
plans from 6.0 percent to 5.25 percent. The expdoteg-term rate of return on assets assumptiothioplans outside the U.S. reflects the
investment allocation and expected total portfaditurns specific to each plan and country. The etguelong-term rate of return on assets
shown in the pension benefit disclosure for non-pl&ns is an asset-based weighted average adaUnS. plans.

Reflecting the relatively long-term natwf the plans’ obligations, approximately 45 pata#f the plans assets are invested in equity
securities, 30 percent in alternative investmefiutsds of hedge funds), 10 percent in real assetg¢iments into funds containing
commodities and real estate), 10 percent in fixedine and 5 percent in private equity. Within ege#curities, the Company targets an
allocation of 15 percent international, 15 perasmqiity long / short, 10 percent small cap and Bgarlarge cap.

A one percent change in the expected-teng rate of return on U.S. plan assets, fronp@&reent, would have changed the Fiscal 2010
annual pension expense by approximately $2.7 millidhe expected long-term rate of return on assstsmption for the plans outside the
U.S. follows the same methodology as described @bav reflects the investment allocation and exguetdtal portfolio returns specific to
each plan and country.

The Company’s objective in selecting scdunt rate for its pension plans is to selecbtst estimate of the rate at which the benefit
obligations could be effectively settled on the mm@ament date taking into account the nature aratida of the benefit obligations of the
plan. In making this best estimate, the Companida rates of return on high-quality fixed-incomeestments currently available and
expected to be available during the period to nitgtof the benefits. This process includes assgdsia universe of bonds available on the
measurement date with a quality rating of Aa otdveSimilar appropriate benchmarks are used terdene the discount rate for the norS.
plans. As of the measurement date of July 31, 2BE0Company decreased its discount rate for t&e pension plans to 5.25 percent from
6.00 percent as of July 31, 2009. The decreasB b&gis points is consistent with published bomlices. The change increased the
Company’s U.S. projected benefit obligation asudy B1, 2010 by approximately 20.0 million and pected to increase pension expense in
fiscal year 2011 by approximately $1.5 million.

S afe Harbor Statement under the Securities RefornAct of 1995

The Company, through its management, male forward-looking statements reflecting the Canyps current views with respect to
future events and financial performance. These dodwooking statements, which may be included ports filed under the Securities
Exchange Act of 1934, as amended (the “Exchang®,Antpress
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releases and in other documents and materials laasnie written or oral statements made by or ehalf of the Company, are subject to
certain risks and uncertainties, including thosewaésed in Item 1A of this Form 10-K, which coutdise actual results to differ materially
from historical results or those anticipated. Theds or phrases “will likely result,” “are expectexq” “will continue,” “estimate,” “project,”
“believe,” “expect,” “anticipate,” “forecast” andrsilar expressions are intended to identify forwdodking statements within the meaning of
Section 21e of the Exchange Act and Section 27#hefSecurities Act of 1933, as amended, as enagtétk Private Securities Litigation
Reform Act of 1995 (“PSLRA"). In particular the Cpany desires to take advantage of the protectibtiedSLRA in connection with the
forward-looking statements made in this Annual Repa Form 10-K, including those contained in tiutlook” section of Item 7.
Management’s Discussion and Analysis of Financ@hdition and Results of Operation.

Readers are cautioned not to place urelismce on these forward-looking statements, whfmbak only as of the date such statements
are made. In addition, the Company wishes to adeaders that the factors listed in Item 1A of thism 10K, as well as other factors, cot
affect the Company’s performance and could caus€tmpany’s actual results for future periods feedimaterially from any opinions or
statements expressed. These factors include, buioadimited to risks associated with: world ecaniwfactors and the ongoing economic
uncertainty, the potential for some Customers toeiase their reliance on their own filtration cafp@ds, currency fluctuations, commodity
prices, political factors, the Company’s internatiboperations, highly competitive markets, envinemtal laws and regulations, including
regulatory approvals for Retrofit Emission Produgtsvernmental laws and regulations, includingithpact of the various economic stimu
and financial reform measures being implementeajrttplementation of our new information technolaygtems, potential global events
resulting in market instability including financiahilouts of sovereign nations, political changesitary and terrorist activities, health
outbreaks and other factors included in Item 1Ahaf Report on Form 10-K. The Company undertakeshiigiation to publicly update or
revise any forward-looking statements, whether gsalt of new information, future events or othisev

| tem 7A. Quantitative and Qualitative Disclosuresabout Market Risk

Market risk disclosure appears in Managet's Discussion and Analysis on page 21under “MiaRisk.”

24




Table of Contents

| tem 8. Financial Statements and Supplementary Dat
Management’s Report on Internal Control over Finandal Reporting

Management is responsible for establislaind maintaining adequate internal control ovaarftial reporting for the Company.
Management conducted an evaluation of the effentige of internal control over financial reportirasbd on the framework Internal
Control — Integrated Framewoiiksued by the Committee of Sponsoring Organizatidrise Treadway Commission (“COSOBased on th
evaluation, management concluded that the Compamgsal control over financial reporting was eftfee as of July 31, 2010. The
Company’s independent registered public accourfiing PricewaterhouseCoopers LLP, has audited tleetiveness of the Company’s
internal control over financial reporting as ofyd@lL, 2010, as stated in this report which followem 8 of this Form 10-K.

s/ William M. Cook /sl Thomas R. VerHag
William M. Cook Thomas R. VerHag
Chief Executive Office Chief Financial Office
September 24, 201 September 24, 201
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Report of Independent Registered Public Accountindrirm
To the Shareholders and Board of Directors of Ddsw@h Company, Inc.

In our opinion, the accompanying consaikd balance sheets and the related statemerdasniigs, shareholderequity and cash flow
present fairly, in all material respects, the ficiahposition of Donaldson Company, Inc. and itsssdiaries at July 31, 2010 and July 31,
2009, and the results of their operations and tteesh flows for each of the three years in theogpeended July 31, 2010, in conformity with
accounting principles generally accepted in thetdéhStates of America. Also in our opinion, the @amy maintained, in all material
respects, effective internal control over financegorting as of July 31, 2010, based on critestaldished irinternal Control - Integrated
Frameworkissued by the Committee of Sponsoring Organizatidriee Treadway Commission (COSO). The Companysagement is
responsible for these financial statements anadhfish statement schedule, for maintaining effeciiternal control over financial reporting
and for its assessment of the effectiveness ofriateontrol over financial reporting, includedtire accompanying Management’s Report on
Internal Control over Financial Reporting. Our resgibility is to express opinions on these finahsiatements, on the financial statement
schedule, and on the Compasiyiiternal control over financial reporting bas@doarr integrated audits. We conducted our audigecaordanc
with the standards of the Public Company Accoun@wgrsight Board (United States). Those standagqire that we plan and perform the
audits to obtain reasonable assurance about whisih@nancial statements are free of material taisgnent and whether effective internal
control over financial reporting was maintaineciihmaterial respects. Our audits of the finanstatements included examining, on a test
basis, evidence supporting the amounts and digelssn the financial statements, assessing theuatiog principles used and significant
estimates made by management, and evaluating #ralbfinancial statement presentation. Our autlih@rnal control over financial
reporting included obtaining an understanding trimal control over financial reporting, assessh@yrisk that a material weakness exists,
and testing and evaluating the design and opereafiegtiveness of internal control based on thess=d risk. Our audits also included
performing such other procedures as we consideeessary in the circumstances. We believe thaawdits provide a reasonable basis for
our opinions.

A company’s internal control over finaalaieporting is a process designed to provide regsle assurance regarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantiegeinerally accepted accounting
principles. A company'’s internal control over firgal reporting includes those policies and proceduhat (i) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainly reflect the transactions and dispositionshaf assets of the company; (i) provide
reasonable assurance that transactions are recasdegtessary to permit preparation of financakstents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the company; and(idyide reasonable assurance regarding preventitmely detection of unauthorized
acquisition, use, or disposition of the companygsats that could have a material effect on then@iizd statements.

Because of its inherent limitations, g control over financial reporting may not pretrer detect misstatements. Also, projections of
any evaluation of effectiveness to future periagssabject to the risk that controls may becomdeqaate because of changes in conditions,
or that the degree of compliance with the policeprocedures may deteriorate.

/sl PricewaterhouseCoopers LLP
PricewaterhouseCoopers LLP
Minneapolis, Minnesota
September 24, 2010
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Consolidated Statements of Earnings
Donaldson Company, Inc. and Subsidiaries

Year ended July 31,
2010 2009 2008
(thousands of dollars, except share
and per share amounts)

Net sales $ 1,877,060 $ 1,868,620 $ 2,232,52
Cost of sales 1,218,311 1,278,92. 1,506,65!
Gross margir 658,74 589,70t 725,86
Selling, general and administrati 376,01¢ 379,10¢ 436,29:
Research and development 44,48¢ 40,64: 43,755
Operating incom: 238,24 169,95! 245,81;
Interest expens 11,97¢ 17,01¢ 16,55(
Other income, net (3,909 (8,489 (6,907
Earnings before income tax 230,17¢ 161,42! 236,16¢
Income taxes 64,01: 29,51¢ 64,21(
Net earnings $ 166,16 $ 131900 $ 171,95¢
Weighted average shar- basic 77,848,522 77,967,14 79,304,37
Weighted average shar- diluted 79,177,77 79,199,83 81,247,06
Net earnings per sha- basic $ 21 $ 16¢ % 2117
Net earnings per sha- diluted $ 21C % 167 $ 2.1z

The accompanying notes are an integral part ott@msolidated Financial Statements.
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Consolidated Balance Sheets
Donaldson Company, Inc. and Subsidiaries

At July 31,
2010 2009
(thousands of dollars,
except share amounts)

Assets
Current assetl
Cash and cash equivale $ 232,000 $ 143,68°
Accounts receivable, less allowance of $6,315 ahdsy 358,91° 280,18"
Inventories 203,63: 180,23¢
Deferred income taxe 22,05¢ 21,50:
Prepaids and other current assets 43,61 51,154
Total current assets $ 860,21 $ 676,76’
Property, plant and equipment, | 365,89: 381,06¢
Goodwill 165,31! 169,02
Intangible assets, n 58,29: 65,38¢
Other assets 49,79: 41,74¢
Total assets $ 1,499,500 $ 1,333,99!

Liabilities and shareholde’ equity
Current liabilities

Shor-term borrowings $ 50,00 $ 29,55¢
Current maturities of lor-term deb 5,53¢ 5,49¢
Trade accounts payak 165,90° 123,06:
Accrued employee compensation and related t 73,63: 54,66:
Accrued liabilities 40,54¢ 39,62
Other current liabilities 53,63t 47,68
Total current liabilities 389,25¢ 300,08
Long-term debi 256,19: 253,67
Deferred income taxe 7,07¢ 9,41¢
Other long-term liabilities 100,34¢ 82,20
Total liabilities 752,87 645,37¢

Commitments and contingencies (Note

Shareholder equity
Preferred stock, $1.00 par value, 1,000,000 steard®rized, none issut — —
Common stock, $5.00 par value, 120,000,000 shatberdzed, 88,643,194 shares issued in 2010

and 200¢ 443,21t 443,21t
Retained earning 744.24° 615,81°
Stock compensation plal 22,32¢ 19,89«
Accumulated other comprehensive |i (40,48¢) (9,677)
Treasury stock, 12,222,381 and 11,295,409 shar2@li@i and 2009, at cost (422,67() (380,639
Total shareholders’ equity 746,63: 688,61¢
Total liabilities and shareholders’ equity $ 1499500 $  1,333,99

The accompanying notes are an integral part ottmsolidated Financial Statements.
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Consolidated Statements of Cash Flows
Donaldson Company, Inc. and Subsidiaries

Operating Activities
Net earning:
Adjustments to reconcile net earnings to net cashiged by operating activitie
Depreciation and amortizatic
Equity in losses (earnings) of affiliates, net aftdbutions
Deferred income taxe
Tax benefit of equity plan
Stock compensation plan expel
Other, ne
Changes in operating assets and liabilities, natgtiired business
Accounts receivabl
Inventories
Prepaids and other current as:
Trade accounts payable and other accrued expenses
Net cash provided by operating activities
Investing Activities
Purchases of property, plant and equipn
Proceeds from sale of property, plant and equipt
Acquisitions, investments and divestitures of &ffds
Net cash used in investing activities
Financing Activities
Proceeds from lor-term debt
Repayments of lor-term debt
Change in shc-term borrowings
Purchase of treasury sto
Dividends paic
Tax benefit of equity plan
Exercise of stock options
Net cash used in financing activities
Effect of exchange rate changes on cash
Increase in cash and cash equivali
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

Supplemental Cash Flow Informati
Cash paid during the year fc
Income taxe:
Interest

Year ended July 31,

2010 2009 2008
(thousands of dollars)

166,16: $ 131,900 $ 171,95:
59,23: 58,59 56,73:
18z (982) (1,55¢)
3,02¢ (4,726 (1,205)
(4,625 (2,669 (9,179
8,25¢ 1,90C 9,312
(6,110) ) (2,529)
(79,309 116,98: (29,779
(25,826 66,14¢ (49,400
(3,970 (11,489 (4,755
85,98¢ (78,739 33,94(
203,00! 276,92 173,53
(43,149 (46,080 (72,152
49C 511 1,33(
(250) (74,319 (2,377)
(42,909 (119,88) (73,199
531 80,47: 50,291
(5,50€) (7,745 (33,079
20,71 (103,699 12,47¢
(66,696 (32,779 (92,207)
(36,247) (35,166 (33,009
4,62°¢ 2,66: 9,17¢
13,05: 4,47¢ 9,30¢
(69,522 (91,769 (77,019
(2,259 (4,947) 4,80:
88,31: 60,33( 28,12(
143,68’ 83,35: 55,235
232,000 $ 14368  $ 83,35
40,03: $ 41,19¢ 3 50,62¢
11,44¢ 14,86: 14,58¢

The accompanying notes are an integral part ottmsolidated Financial Statements.
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Consolidated Statements of Changes in Shareholdefsguity
Donaldson Company, Inc. and Subsidiaries

Stock
Additional Compensatior Accumulated Other
Common Paid-in Retained Comprehensive Treasury
Stock Capital Earnings Plans Income (Loss) Stock Total
(thousands of dollars, except per share amounts)
Balance July 31, 2007 $ 44321t % — $ 38725 $ 20,821 $ 70,006 $ (296,60) $ 624,69¢
Comprehensive inconr
Net earning: 171,95: 171,95:
Foreign currency translatic 57,15: 57,15]
Additional minimum pension liability, net of te (14,677) (14,677
Net gain on cash flow hedging derivatives 39t 39t
Comprehensive income 214,82¢
Treasury stock acquire (92,207) (92,207
Stock options exercise (7,827%) (9,810 4,227 20,88: 7,46¢
Deferred stock and other activ (2,98)) 2,56¢ 3,47¢ 1,362 4,42(
Performance awarc (675) 27¢ (1,459 95E (899
Stock option expens 4,21¢ 4,21¢
Tax reductior- employee plan 11,48: 11,48
Adjustment to adopt income tax guidar (336) (336)
Dividends ($0.430 per share) (33,645 (33,64%)
Balance July 31, 2008 443,21t — 522,47t 27,06t 112,88: (365,60%) 740,03!
Comprehensive incorr
Net earning: 131,90° 131,90°
Foreign currency translatic (63,385) (63,385
Pension liability adjustment, net of deferred
taxes (58,597 (58,599
Net loss on cash flow hedging derivatives (582) (582)
Comprehensive income 9,347
Treasury stock acquire (32,779 (32,779
Stock options exercise (2,999 (6,157) 12,10« 2,95t
Deferred stock and other activ (529) (89) (4,349 3,71C (1,25))
Performance awarc (26€) (60) (2,827) 1,93: (1,227
Stock option expens 4,147 4,14z
Tax reductior- employee plan 3,79 3,79:
Adjustment to adopt retirement benefit compensat
guidance, net of ta (887) (887)
Dividends ($0.460 per share) (35,527 (35,527)
Balance July 31, 2009 443,21t — 615,81 19,89« (9,677) (380,63:) 688,61¢
Comprehensive incon
Net earning: 166,16 166,16
Foreign currency translatic (15,967) (15,967
Pension liability adjustment, net of deferred
taxes (14,780) (24,780
Net loss on cash flow hedging derivatives (68) (68)
Comprehensive income 135,35«
Treasury stock acquire (66,69¢) (66,69¢)
Stock options exercise (5,609¢) (7,679 2,67¢ 22,95 12,34
Deferred stock and other activ (704) (30) (244 1,707 72¢
Performance awarc 7 @ —
Stock option expens 6,891 6,891
Tax reductior- employee plan 6,30¢ 6,30¢
Dividends ($0.480 per share) (36,909 (36,909
Balance July 31, 2010 $ 44321t $ — $ 74424 3 22,32t $ (40,4800 $ (422,67() $  746,63:

The accompanying notes are an integral part ottmsolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Donaldson Company, Inc. and Subsidiaries

NOTE A
Summary of Significant Accounting Policies

Description of Businef®naldson Company, Inc. (“Donaldson” or the “Comyganis a worldwide manufacturer of filtration sgshs
and replacement parts. The Company’s product ntbudtes air and liquid filtration systems and extiaum emission control products.
Products are manufactured at 40 plants around ¢hkel\and through three joint ventures. Productssaté to original equipment
manufacturers (“OEMSs”), distributors and dealers] directly to end users.

Principles of Consolidatioifhe Consolidated Financial Statements include tceunts of Donaldson Company, Inc. and all majerity
owned subsidiaries. All intercompany accounts aadsactions have been eliminated. The Companyeg lmint ventures that are not
majority-owned are accounted for under the equigyhrod. The Company does not have any variablegisitein variable interest entities as of
July 31, 2010. The Company uses a fiscal periodhvbihds on a calendar basis for internationalia@iis and on the Friday nearest to July 31
for U.S. purposes.

Use of Estimate$he preparation of Financial Statements in conformwith U.S. GAAP requires management to make estsiand
assumptions that affect the amounts reported ifinlacial statements and accompanying notes. Ao#salts could differ from those
estimates.

Foreign Currency Translatiofor foreign operations, local currencies are carsid the functional currency. Assets and liabgitiee
translated to U.S. dollars at year-end exchangss imd the resulting gains and losses arising fhentranslation of net assets located outside
the United States are recorded as a cumulativel&idon adjustment, a component of Accumulated O@@nprehensive Income (loss) in the
Consolidated Balance Sheets. Elements of the Cidasedl Statements of Earnings are translated ahgeexchange rates in effect during
year. Realized and unrealized foreign currencystation gains and losses are included in Othenie¢met in the Consolidated Statement
Earnings. Foreign currency transaction losses df dllion, $0.2 million and $3.1 million are inaed in Other income, net in the
Consolidated Statements of Earnings in Fiscal 22009, and 2008, respectively.

Cash Equivalent$he Company considers all highly liquid temporaryestments with a maturity of three months or lelsen
purchased to be cash equivalents. Cash equivaentsarried at cost that approximates market value.

Accounts Receivable and Allowance for l2ful Accountslrade accounts receivable are recorded at thedadamount and do not
bear interest. The allowance for doubtful accoimthe Company’s best estimate of the amount dbgiote credit losses in its existing
accounts receivable. The Company determines theafice based on historical write-off experiencthaindustry, regional economic data,
and evaluation of specific Customer accounts &k of loss. The Company reviews its allowance fmrlatful accounts monthly. Past due
balances over 90 days and over a specified amoemegiewed individually for collectability. All ber balances are reviewed on a pooled
basis by type of receivable. Account balances haeged off against the allowance when the Compeelgfit is probable the receivable will
not be recovered. The Company does not have artyatdhce-sheet credit exposure related to its Cueste.

Inventoriesinventories are stated at the lower of cost or miad.S. inventories are valued using the lastiist-out (“LIFO”) method,
while the international subsidiaries use the finsffirst-out (“FIFO”) method. Inventories valuetldFO were approximately 31 percent and
33 percent of total inventories at July 31, 2016 2809, respectively. For inventories valued uriderLIFO method, the FIFO cost exceeded
the LIFO carrying values by $32.7 million and $3tillion at July 31, 2010 and 2009, respectivelgsRts of operations for all periods
presented were not materially affected by the tlgtion of LIFO inventory. The components of invewtare as follows (thousands of
dollars):

At July 31,
2010 2009
Materials $ 7937 $  71,51¢
Work in proces: 23,16: 20,02:
Finished products 101,09° 88,69¢
Total inventories $ 203,63: $ 180,23t

Property, Plant and EquipmédPitoperty, plant and equipment are stated at caktitidns, improvements or major renewals are
capitalized, while expenditures that do not enhamwaextend the asset’s useful life are charged to
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operating expense as incurred. Depreciation is cbedgpunder the straight-line method. Depreciatiqpease was $53.2 million in Fiscal
2010, $52.9 million in Fiscal 2009 and $52.4 millim Fiscal 2008. The estimated useful lives ofperty, plant and equipment are 10 to 40
years for buildings, including building improvemgnénd 3 to 10 years for machinery and equipmedrg.cbmponents of property, plant &
equipment are as follows (thousands of dollars):

At July 31,
2010 2009
Land $ 21,77 $ 21,79
Buildings 240,78 242,04!
Machinery and equipme 587,97 600,19¢
Construction in progress 26,22 18,50
Less accumulated depreciation (510,86¢) (501,479
Total property, plant and equipment, net $ 365,89. $ 381,06

Internal-Use SoftwaiEhe Company capitalizes direct costs of materiatsservices used in the development and purchaséecofial-
use software. Amounts capitalized are amortized straight-line basis over a period of five yeard are reported as a component of
machinery and equipment within property, plant agdipment.

Goodwill and Other Intangible AsseBoodwill represents the excess of the purchase prier the fair value of net assets acquired in
business combinations under the purchase methadcofunting. Other intangible assets, consistinggriy of patents, trademarks and
Customer relationships and lists, are recordedsttand are amortized on a straifihe basis over their estimated useful lives ob 20 years
Goodwill is assessed for impairment annually @rifevent occurs or circumstances change that wodichte the carrying amount may be
impaired. The impairment assessment for goodwdlise at a reporting unit level. Reporting units @ne level below the business segment
level, but can be combined when reporting unithinithe same segment have similar economic chaistats. An impairment loss generally
would be recognized when the carrying amount oféiperting unit’'s net assets exceeds the estinfatedalue of the reporting unit. The
Company completed its annual impairment assessiméme third quarters of Fiscal 2010 and 2009, Whintlicated no impairment.

Recoverability of Long-Lived Assd@tse Company reviews its long-lived assets, inclgddentifiable intangibles, for impairment when
events or changes in circumstances indicate tleatdlrying amount of an asset may not be recowerfimpairment indicators are present
and the estimated future undiscounted cash floedess than the carrying value of the assets,ahging value is reduced.

Income Taxe$he provision for income taxes is computed basethemretax income included in the ConsolidatedeBtants of
Earnings. Deferred tax assets and liabilities acegnized for the expected future tax consequeattaisuted to differences between the
financial statement carrying amounts of existingess and liabilities and their respective tax bddeferred tax assets and liabilities are
measured using the enacted tax rates expecteglyptagaxable income in the years in which thasaporary differences are expected to
reverse. Valuation allowances are recorded to edeferred tax assets when it is more likely thatrtimat a tax benefit will not be realized.

Comprehensive Income (Lo€)mprehensive income (loss) consists of net incdameign currency translation adjustments, net
changes in the funded status of pension retirewigigations, and net gain or loss on cash flow rglderivatives, and is presented in the
Consolidated Statements of Changes in ShareholBgtsty. The components of the ending balancesafimulated other comprehensive
income (loss) are as follows (thousands of dollars)

At July 31,
2010 2009 2008
Foreign currency translation adjustm $ 59,19 $ 75,158 % 138,54(
Net gain (loss) on cash flow hedging derivativest,af deferred taxe (462) (399 18¢
Pension liability adjustment, net of deferred taxes (99,219 (84,439 (25,845
Total accumulated other comprehensive income (loss) $ (40,480 $ (9,679 $ 112,88:

Cumulative foreign translation is notustgd for income taxes. All translation relatepéomanent investments in ndhS. subsidiarie:
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Earnings Per Shafehe Company’s basic net earnings per share is catfy dividing net earnings by the weighted avenagmber
of outstanding common shares. The Company’s dilogtecearnings per share is computed by dividingeaetings by the weighted average
number of outstanding common shares and commonagui shares relating to stock options and stocéritive plans. Certain outstanding
options were excluded from the diluted net earnpeysshare calculations because their exerciseviere greater than the average market
price of the Company’s common stock during thos@pgs. There were 845,827 options, 1,158,451 optiand 245,344 options excluded
from the diluted net earnings per share calculdtorthe fiscal year ended July 31, 2010, 200920@B, respectively.

In June 2008, the Financial Accountingr8ards Board (FASB) issued new guidance relatedroings per share. This guidance
provides that unvested share-based payment awesatisdntain non-forfeitable rights to dividendsdoridend equivalents (whether paid or
unpaid) are participating securities and shallnotuded in the computation of basic earnings paresfEPS). The Company adopted the
guidance in the first quarter of Fiscal 2010 anckguired to retrospectively adjust all prior-periePS data. The resulting impact of the
adoption of the guidance was to include unveststticted shares of 80,325, 88,105 and 96,769 fifical years 2010, 2009 and 2008,
respectively, in the basic weighted average shawtstanding calculation. This resulted in no changbe Company’s basic and diluted EPS
as reported in the prior periods presented.

The following table presents informatiecessary to calculate basic and diluted earniagstare:

2010 2009 2008
(thousands of dollars,
except per share amounts)

Weighted average shar- basic 77,84¢ 77,967 79,30«
Diluted share equivalen 1,32¢ 1,23: 1,94:
Weighted average shar- diluted 79,17¢ 79,20( 81,24%
Net earnings for basic and diluted earnings peresbamputatior $ 166,16: $ 131,900 $ 171,95
Net earnings per sha- basic $ 21z % 16 $ 2.17
Net earnings per sha- diluted $ 21C % 167 $ 2.12

Treasury StodRepurchased common stock is stated at cost andssnied as a separate reduction of shareholdprisy e

Research and DevelopmdResearch and development costs are charged agamstgs in the year incurred. Research and
development expenses include basic scientific rebeand the application of scientific advanceshtdevelopment of new and improved
products and their uses.

Stock-Based Compensatidhe Company offers stock-based employee compensalams, which are more fully described in Note H.
Stock-based employee compensation cost is recayjosiag the fair-value based method.

Revenue RecognitidRevenue is recognized when both product ownerstdglze risk of loss have transferred to the Custand the
Company has no remaining obligations. The Compengrds estimated discounts and rebates as a renloctsales in the same period
revenue is recognized. Shipping and handling dostSiscal 2010, 2009 and 2008 totaling $49.8 wnl)i$50.4 million and $53.0 million,
respectively, are classified as a component ofaijmgr expenses.

Product Warrantie§he Company provides for estimated warranty cdstiseatime of sale and accrues for specific itefrth@time
their existence is known and the amounts are d@tabte. The Company estimates warranty costs wgtagdard quantitative measures based
on historical warranty claim experience and evaduadf specific Customer warranty issues. For arardy reserve reconciliation see Note K.

Derivative Instruments and Hedging Activitielse Company recognizes all derivatives on the lwalaheet at fair value. Derivatives
that are not hedges are adjusted to fair valuaigirencome. If the derivative is a hedge, dependim¢ghe nature of the hedge, changes in the
fair value of derivatives are either offset agathstchange in fair value of the hedged assetslitias or firm commitments through earnings
or recognized in shareholders’ equity through otttenprehensive income until the hedged item isgeized. Gains or losses related to the
ineffective portion of any hedge are recognizedulgh earnings in the current period.

Exit or Disposal ActivitieThe Company accounts for costs relating to exdigposal activities based on FASB guidance relaieskit
or disposal cost obligations. This guidance ad@é®sscognition, measurement and reporting
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of costs associated with exit and disposal acisitncluding restructuring. See Note L for disclesurelated to restructuring.

GuaranteedJpon issuance of a guarantee, the Company recapailiability for the fair value of an obligatiossumed under a
guarantee. See Note K for disclosures related avagees.

New Accounting Standardis June 2009 the FASB updated the accounting stdadalated to the consolidation of variable insére
entities (VIES). The standard amends current catestidn guidance and requires additional disclosafgout an enterprise’s involvement in
VIEs. The standard is effective for interim and @areporting periods beginning after November2()9. The adoption of the revised
standard is not expected to have a material impathe Company’s financial statements.

NOTE B
Gooduwill and Other Intangible Assets

The Company has allocated goodwill tdntdustrial Products and Engine Products segm&hts.e was no acquisition or disposition
activity during Fiscal 2010. Additions to goodwalhd other intangible assets in Fiscal 2009 retathe acquisition of 100 percent of the stock
of Western Filter Corporation on October 15, 2008%78.5 million, as part of the Engine Productgnsent. The weighted average life of the
intangibles acquired in this acquisition is 17.@ngeand consists primarily of Customer relatednigitales. Goodwill associated with this
acquisition is tax deductible. Dispositions of gadlland other intangible assets in Fiscal 2009teko the sale of the air dryer business in
Maryville, Tennessee, on October 31, 2008 for $dilBon, which resulted in a loss on sale of $0.@lion. This air dryer business was part of
the Industrial Products segment. Financial redalteach of the above acquisitions are includethénCompany’s consolidated results from
the date of acquisition. Pro forma financial resalte not presented as the acquisitions are netri@aindividually or in the aggregate. The
Company completed its annual impairment assessiméimé third quarter of Fiscal 2010 and 2009, whiaticated no impairment.

Following is a reconciliation of goodwiiéir the years ended July 31, 2010 and 2009:

Engine Industrial
Products Products Total Goodwill
(thousands of dollars)

Balance as of July 31, 20! $ 19,12¢  $ 115,03t $ 134,16:
Acquisition activity 43,64t — 43,64t
Disposition activity — (1,089 (1,089
Foreign exchange translation (1,190 (6,502 (7,692
Balance as of July 31, 20! $ 61,58: $ 107,44 $ 169,02’
Foreign exchange translation (66¢) (3,049 (3,712
Balance as of July 31, 2010 $ 60,91 $ 104,40. $ 165,31!

Intangible assets are comprised of patérademarks and Customer relationships and ksltowing is a reconciliation of intangible
assets for the years ended July 31, 2010 and 2009:

Net
Gross Carrying Accumulated Intangible
Amount Amortization Assets
(thousands of dollars)

Balance as of July 31, 20! $ 62,24. $ (15,92 $ 46,317
Intangibles acquire 26,71( 26,71(
Intangibles solc (300 114 (18€)
Amortization expens — (5,607 (5,607
Foreign exchange translation (2,849 98¢ (1,859
Balance as of July 31, 20! $ 85,80¢ $ (20,429 $ 65,38t
Amortization expens — (6,007 (6,007)
Foreign exchange translation (2,327) 1,23t (1,087
Balance as of July 31, 2010 $ 83,487 $ (25,195 $ 58,29:

34




Table of Contents

Net intangible assets consist of patdragiemarks and tradenames of $20.5 million and%28llion as of July 31, 2010 and 2009,
respectively, and Customer related intangibles3at & million and $41.5 million as of July 31, 204/0d 2009, respectively. Expected
amortization expense relating to existing intangisets is as follows (in thousands):

Fiscal Year
2011 $ 5,83t
2012 $ 5,73¢
2013 $ 5,57(C
2014 $ 5,197
2015 $ 3,73:
NOTE C

Credit Facilities

The Company has a five-year, maititrency revolving facility with a group of banksder which the Company may borrow up to $
million. This facility matures on April 2, 2013. €lagreement provides that loans may be made ursigection of currencies and rate
formulas including Base Rate Advances or Off Shreite Advances. The interest rate on each advaraséesd on certain market interest r
and leverage ratios. Facility fees and other feethe entire loan commitment are payable over thatibn of this facility. There was $50.0
million outstanding at July 31, 2010 and $20.0 imniloutstanding at July 31, 2009. At July 31, 2@hd 2009, $180.0 million and $210.0
million, respectively, were available for furthesrbowing under such facilities. The amount avagafolr further borrowing reflects a reduct
for issued standby letters of credit, as discussdolw. The weighted average interest rate on thlese-term borrowings outstanding at July
31, 2010 and 2009 was 0.6 percent.

Certain revolver agreements contain delsenants related to working capital levels andtétions on indebtedness. As of July 31,
2010, the Company was in compliance with all sunleaants. The Company currently expects to renmagoinpliance with these covenants.

The Company also has three uncommittedicfacilities in the United States, which provigesecured borrowings for general
corporate purposes. At July 31, 2010 and 2009¢ethvs $70.0 million available for use. There weseamounts outstanding at July 31, 2010.
As of July 31, 2009, $9.6 million was outstandimgier these facilities with a weighted average egtrate of 0.5 percent.

The Company also has a €100 million pragfor issuing treasury notes for raising shortdioe and long-term financing for its
European operations. There was nothing outstarahrtfis program at July 31, 2010 and 2009. Addéilyn the Company’s European
operations have lines of credit with an availabtatlof €60.5 million. There was nothing outstarglion these lines of credit as of July 31,
2010 and 2009.

Other international subsidiaries may barunder various credit facilities. There was noghoutstanding under these credit facilities as
of July 31, 2010 and 2009.

As discussed further in Note K, at July 2010 and 2009, the Company had outstanding Isyaetters of credit totaling $20.0 million,
upon which no amounts had been drawn. The letfersedit guarantee payment to third parties inghent the Company is in breach of
specified bond financing agreement and insurano&act terms as detailed in each letter of credit.
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NOTE D
Long-Term Debt

Long-term debt consists of the following:

2010 2009
(thousands of dollars)

6.39% Unsecured senior notes due August 15, 281dreist payable semi-annually. This note wi

repaid on August 16, 20! $ 499¢ $ 9,981
4.85% Unsecured senior notes, interest payable-aemially, principal payment of $30.0 million

due December 17, 20: 30,00( 30,00(
6.59% Unsecured senior notes, interest payable-aemially, principal payment of $80.0 million

due November 14, 201 80,00( 80,00(
5.48% Unsecured senior notes, interest payable-aemially, principal payment of $50.0 million

due June 1, 201 50,00( 50,00(
5.48% Unsecured senior notes, interest payable-aemially, principal payment of $25.0 million

due September 28, 20 25,00( 25,00(
5.48% Unsecured senior notes, interest payable-aemially, principal payment of $25.0 million

due November 30, 201 25,00( 25,00(
1.418% Guaranteed senior notes, interest payabiea®ually, principal payment of ¥1.2 hillion

due January 31, 20: 13,88¢ 12,67¢
2.019% Guaranteed senior note, interest payableasmually, principal payment of ¥1.65 billion

due May 18, 201 19,09: 17,43¢

Variable Rate Industrial Development Revenue Bdfidsw Floaters”) interest payable monthly,
principal payment of $7.755 million due Septemhe2d24, interest rate of 0.40% as of July 3

2010 7,758 7,758
Capitalized lease obligations and other, with vagimaturity dates and interest re 89C 1,321
Interest Rate Swap contract, notional $80.0 milhweturing November 14, 2013, terminated Aui

17, 201C 4,59( —
Terminated interest rate swap contract 51¢ —
Total 261,72¢ 259,17(
Less current maturities 5,53¢ 5,49¢
Total long-term debt $ 256,190 $ 253,67

Annual maturities of long-term debt akeSbmillion in 2011, $44.2 million in 2012, $0.1 lfidn in 2013, $99.1 million in 2014 and
$107.8 million thereafter. There are no maturitie2015. As of July 31, 2010, the estimated falugeaof long-term debt with fixed interest
rates was $269.8 million compared to its carryinfue of $252.6 million.

On November 14, 2008 the Company issue®B@ million senior unsecured note. The note &saliNovember 14, 2013. The debt was
issued at face value and bears interest payabliessamally at a rate of 6.59 percent. The procdems the note were used to refinance
existing debt and for general corporate purposes.

Certain note agreements contain debtreavis related to working capital levels and limitas on indebtedness. As of July 31, 2010,
the Company was in compliance with all such covénarhe Company currently expects to remain in d@npe with these covenants.

NOTE E
Financial Instruments and Fair Value

Derivative§he Company uses forward exchange contracts togeatsmexposure to fluctuations in foreign exchargges. The
Company also uses interest rate swaps to managepitsure to changes in the fair value of its firei@ debt resulting from interest rate
fluctuations. It is the Company’s policy to enteta derivative transactions only to the extent euposures exist; the Company does not ente
into derivative transactions for speculative oding purposes. The Company enters into derivatawgsactions only with counterparties with
high credit ratings. These transactions may expgas€ompany to credit risk to the extent that tietriuments have a positive fair value, but
the Company has not experienced any material Ipesesloes the Company anticipate any materiablss

The Company enters into forward excharaggracts of generally less than one year to héalgeasted transactions between its
subsidiaries and to reduce potential exposureertlat fluctuations in foreign exchange rates
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for existing recognized assets and liabilitiesl$o utilizes forward exchange contracts for ap#téd intercompany and third-party
transactions such as purchases, sales and dividgmaents denominated in local currencies. Forwactiange contracts are designated as
cash flow hedges as they are designed to hedgatlability of cash flows associated with the udgieg existing recognized or anticipated
transactions. Changes in the value of derivatiessghated as cash flow hedges are recorded in cohgorehensive income (loss) in
shareholders’ equity until earnings are affectedhgyvariability of the underlying cash flows. At time, the applicable amount of gain or
loss from the derivative instrument that is defeérireshareholder®quity is reclassified to earnings. Effectivenasssmeasured using spot ra
to value both the hedge contract and the hedged e excluded forward points, as well as anyfaative portions of hedges, are recorded
in earnings through the same line as the underlyangsaction. During Fiscal 2010, $0.2 million of$es were recorded due to the exclusion
of forward points from the assessment of hedgecgffeness.

These unrealized losses and gains alassified, as appropriate, when earnings are &ffiloy the variability of the underlying cash
flows during the term of the hedges. The Compameets to record $0.7 million of net deferred lodses these forward exchange contracts
during the next twelve months.

The Company entered into and settlechterast rate lock in October 2008. The interet @tk settlement resulted in a $0.5 million
gain, net of deferred taxes of $0.2 million, whigitl be amortized into income over the life of tredated debt.

The following summarizes the Companyis ¥alue of outstanding derivatives at July 31, 20dnd 2009, on the Consolidated Balance
Sheets (thousands of dollars):

At July 31,
2010 2009

Asset derivatives recorded under the caption Pdspaid other current ass

Foreign exchange contrac $ 807 $  49:
Asset derivatives recorded under the caption Cibset:

Interest rate swap as: $ 459 $ —
Liability derivatives recorded under the captiom&@tcurrent liabilities

Foreign exchange contrac $ 2,127 $ 2,36¢

The impact on Accumulated Other Comprshenincome (OCI) and earnings from foreign excleaogntracts that qualified as cash
flow hedges for the twelve months ended July 31,028nd 2009, was as follows (thousands of dollars):

July 31,
2010 2009
Net carrying amount at beginning of yt $ (650 $  18¢
Cash flow hedges deferred in C (3,789 (1,826
Cash flow hedges reclassified to income (effegbiggion) 3,78¢ 58C
Change in deferred taxes (9 40¢
Net carrying amount at July $ (660 $ (650

The Company’s derivative financial instrents present certain market and counterparty, figksever, concentration of counterparty
risk is mitigated as the Company deals with a waé major banks worldwide. In addition, only camtional derivative financial instrumel
are utilized. The Company would not be materiaitypacted if any of the counterparties to the deirredinancial instruments outstanding at
July 31, 2010, failed to perform according to therts of its agreement. At this time, the Compangsdwot require collateral or any other f
of securitization to be furnished by the countetiparto its derivative instruments.

The fair values of the Company’s finaheissets and financial liabilities listed beloweet the amounts that would be received to sell
the assets or paid to transfer the liabilitiesriroederly transaction between market participahte@measurement date (exit price). The fair
values are based on inputs other than quoted phetsre observable for the asset or liabilitye3inputs include foreign currency excha
rates and interest rates. The financial asset$imauacial liabilities are primarily valued usingasidard calculations and models that use as
basis readily observable market parameters. Ingatdndard data providers are the primary souncéofaard and spot rate information for
both interest rates and currency rates.
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Significant Other Observable Inputs

(Level 2)*
At July 31,
2010 2009
Forward exchange contra«- net liability position $ 1,320 % (1,877)
Interest rate swaj— net asset positio 4,59( —

*Inputs to the valuation methodology e¥¢l 2 assets include quoted prices for similagtassr liabilities in active markets; quoted
prices for identical or similar assets or liabdgiin inactive markets; inputs other than quotéckprthat are observable for the asset or liat
and inputs that are derived principally from orroborated by observable market data by correlatfasther means.

Fair Value of Financial Instrumengd July 31, 2010 and 2009, the Company’s finanicisfruments included cash and cash
equivalents, accounts receivable, accounts paysitdet-term borrowings, longerm debt, and derivative contracts. The fair valokcash an
cash equivalents, accounts receivable, accountbpgyand short-term borrowings approximated cagyialues because of the short-term
nature of these instruments. Derivative contraseported at their fair values based on thirdypamnotes. As of July 31, 2010, the estimated
fair value of long-term debt with fixed interesteswas $269.8 million compared to its carryingreadf $252.6 million. The fair value is
estimated by discounting the projected cash flosisgithe rate that similar amounts of debt couldently be borrowed.

Credit Riskhe Company is exposed to credit loss in the esEnbnperformance by counterparties in interest sstaps and foreign
exchange forward contracts. Collateral is generadlyrequired of the counterparties or of the Camypén the unlikely event a counterparty
fails to meet the contractual terms of an interat swap or foreign exchange forward contractQbmpany’s risk is limited to the fair value
of the instrument. There was one interest rate swsgtanding at July 31, 2010, which was subsefjutarminated August 17, 2010. The
Company had no interest rate swaps outstandingyaBl, 2009. The Company actively monitors its@syre to credit risk through the use of
credit approvals and credit limits, and by selagtimjor international banks and financial institas as counterparties. The Company has not
had any historical instances of non-performancarbycounterparties, nor does it anticipate anyréuastances of non-performance.

NOTE F
Employee Benefit Plans

Pension Planhe Company and certain of its international subsigs have defined benefit pension plans for nafrtheir hourly and
salaried employees. There are two types of dompktits. The first type of domestic plan is a triadial defined benefit pension plan
primarily for production employees. The second jBaa for salaried workers that provides defineddfiés pursuant to a cash balance feature
whereby a participant accumulates a benefit coragrig a percentage of current salary that variéls ygars of service, interest credits and
transition credits. The international plans gengralovide pension benefits based on years of serand compensation level. During Fiscal
2009, the Company changed its measurement datdyt81, in accordance with the measurement dateigioms of FASB guidance related
retirement benefit compensation.

Net periodic pension costs for the Conypsmpension plans include the following components:

2010 2009 2008
(thousands of dollars)

Net periodic cost

Service cos $ 13,18 $ 15,388 $ 15,99¢
Interest cos 19,44 18,48! 17,70:
Expected return on asst (28,390 (29,149 (28,27%)
Transition amount amortizatic 22¢ 193 164
Prior service cost amortizatic 29¢ 43¢ 38C
Actuarial (gain)/loss amortizatic 2,86¢ 1,08¢ (58)
Curtailment los: — 91C —
Settlement gain — — (35)

Net periodic benefit cot

$ 7622 $ 735: $ 587
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During Fiscal 2009, negotiations with afeur unions resulted in a freeze in pension fiesnat one of our U.S. plants. In exchange for
the freezing of the plan, participants will be #llg for a Company match in a defined contributden. The freeze in the plan resulted in a
curtailment loss of $0.9 million during Fiscal 2009

Effective July 31, 2007 the Company add@ASB guidance related to retirement benefit camsption. This guidance requires
recognition of the overfunded or underfunded stafudefined benefit postretirement plans as antasd@bility in the statement of financial
position. It also requires that changes in the &ghstatus are recognized in accumulated other cdimpsive income in the year in which the
adoption occurs and in other comprehensive incantied following years. The retirement benefit comgaion guidance provisions regard
the change in the measurement date of postretirtsoesefits plans required the Company to changaéasurement date. The adoption o
measurement date provisions resulted in an afiedearease to Retained earnings of $0.9 milliae@ease to Other assets of $0.5 million,
increase to Other long-term liabilities of $0.8liait and an increase to Deferred income taxes d&f B0llion.

The obligations and funded status ofGbenpany’s pension plans as of 2010 and 2009, fisllasvs:

2010 2009
(thousands of dollars)

Change in benefit obligatiol

Benefit obligation, beginning of ye $ 338,150 $ 330,25
Service cos 13,18 18,73(
Interest cos 19,44¢ 22,86¢
Participant contribution 1,04: 1,47¢
Actuarial (gain)/los: 31,91¢ (1,077
Currency exchange rat (6,53)) (13,339
Benefits paid (19,309 (20,767)
Benefit obligation, end of year $ 377,90 $ 338,15
Change in plan asse
Fair value of plan assets, beginning of y $ 29747¢ $ 378,69
Actual return on plan asse 31,01 (62,057
Company contribution 15,06¢ 13,35¢
Participant contribution 1,04: 1,47¢
Currency exchange rat (5,55€) (13,229
Benefits paid (19,309 (20,767)
Fair value of plan assets, end of year $ 319,73: $ 297,47
Funded status
Underfunded status at July 31, 2010 and 2009 $ (58,169 $ (40,67YH

The net underfunded status of $58.2 amltt July 31, 2010 is recognized in the accompan@ionsolidated Balance Sheet as $2.6
million within Other assets for the Company’s ofianrded plans and $60.8 million within Other longatdiabilities for the Company’s
underfunded plans. Included in Accumulated othenm@hensive loss at July 31, 2010 are the folloveimpunts that have not yet been
recognized in net periodic pension expense: unrgzed actuarial losses of $147.3 million, unrecagdiprior service cost of $3.9 million,
and unrecognized transition obligations of $2.9ianl The actuarial loss, prior service cost anteaognized transition obligation are
included in Accumulated other comprehensive losspfitax. The amounts expected to be recognizeeétiperiodic pension expense during
Fiscal 2011 are $2.1 million, $0.5 million and $tfllion, respectively. The accumulated benefitigafion for all defined benefit pension
plans was $332.4 million and $296.7 million at J8ly 2010 and 2009, respectively.

The projected benefit obligation, accuabed! benefit obligation and fair value of plan é&s$er pension plans with accumulated benefit
obligations in excess of plan assets were $282libmi$266.0 million and $230.3 million, respedly, as of July 31, 2010, and $246.7
million, $234.3 million and $213.3 million, respieely, as of July 31, 2009.
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For the years ended July 31, 2010 an® 200 U.S. pension plans represented approximagpercent and 72 percent, respectively, of
the Company’s total plan assets, and approxim&tlyercent and 72 percent, respectively, of the [i2my's total projected benefit
obligation.

The weighted-average discount rates atabof increase in future compensation levels ursddtermining the actuarial present value
of the projected benefit obligation are as follows:

Weighted average actuarial assumption 2010 2009
All U.S. plans:
Discount rate 5.25% 6.0(%
Rate of compensation incree 5.0(% 5.0(%
Non- U.S. plans
Discount rate 5.17%% 5.9(%
Rate of compensation incree 3.65% 3.81%

The weighted-average discount rates, @rpereturns on plan assets and rates of incradséure compensation levels used to
determine the net periodic benefit cost are asvial

Weighted average actuarial assumption 2010 2009 2008

All U.S. plans:
Discount rate 6.00(% 6.0(% 6.0(%
Expected return on plan ass 8.5(% 8.5(% 8.5(%
Rate of compensation incree 5.0(% 5.0(% 5.0(%

Non- U.S. plans
Discount rate 5.9(% 6.3(% 5.22%
Expected return on plan ass 6.62% 7.1%% 7.4%
Rate of compensation incree 3.87% 4.48% 4.01%

Expected Long-Term Rate of Reflmrdevelop the expected long-term rate of returagsets assumption, the Company considered th
historical returns and the future expectationgéburns for each asset class, as well as the tasget allocation of the pension portfolio. As of
our measurement date of July 31, 2010, the Comgaaseased its long-term rate of return for the PeBsion plans to 8.0 percent from 8.5
percent as of July 31, 2009. The Company beligvaisitased on the asset mix and the target asseatdin the 8.0 percent rate is an
appropriate rate. This is slightly below the Compantwenty year average but above the five andyear averages. Thus, the Company will
use the 8.0 percent rate for the calculation dfissal 2011 net periodic cost. The expected lamgitrate of return on assets assumption for
the plans outside the U.S. reflects the investrabbotation and expected total portfolio returnscsfi@to each plan and country. The expected
long-term rate of return on assets shown in thesiperbenefit disclosure for non-U.S. plans is eseabased weighted average of all non-U.S.
plans.

Discount Rat€he Company'’s objective in selecting a discourd rato select the best estimate of the rate atiwthie benefit
obligations could be effectively settled on the meament date, taking into account the nature anation of the benefit obligations of the
plan. In making this best estimate, the Companida rates of return on high-quality fixed-incomeestments currently available, and
expected to be available, during the period to nitgttaf the benefits. This process includes lookatghe universe of bonds available on the
measurement date with a quality rating of Aa otdreSimilar appropriate benchmarks are used terdete the discount rate for the nonS.
plans. The discount rate for non-U.S. plans disglas the assumptions used to determine net perfmiefit cost and to determine benefit
obligations is based upon a weighted average, ysagend projected benefit obligations, of all Adi$. plans.
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Plan AssefEhe fair values of the assets held by the U.S.iparmdans by asset category are as follows (iniomif):

Quoted Prices in

Active Markets Significant Significant

for Identical Observable Unobservable
Assets Inputs Inputs
Asset Category Total (Level 1) (Level 2) (Level 3)
U.S. Asset:

Cash $ 0.9 0.6 — —
Global Equity Securitie 101.: 54t 44.4 2.4
Fixed Income Securitie 17.1 17.1 — —
Private Equity 14.¢ — — 14.¢
Absolute Returr 72.5 — 64.2 8.2
Real Assets 25.€ — 9.€ 16.:
Total U.S.Assets $ 232 % 725 3 118.2 3 417

Global equity consists of publicly tradéds. and non-U.S. equities, Australasia, Far BBAEFE) index funds, equity private placement
funds, and some cash and cash equivalents. Putskclgd equities are valued at the closing pripented in the active market in which the
individual securities are traded. Index funds ateied at the net asset value (NAV) as determinethdygustodian of the fund. The NAV is
based on the fair value of the underlying assetseovby the fund, minus its liabilities then dividegithe number of units outstanding.

Fixed income consists primarily of invasnt grade debt securities, but may include u®#é in high yield securities (“junk bonds”)
rated B or higher by Moody’s or S&P. It may alsolide up to 20% in securities dominated in foraigrrencies. Corporate and other bonds
and notes are valued at either the yields currevéilable on comparable securities of issuers giithilar credit ratings or valued under a
discounted cash flows approach that maximizes whbér inputs, such as current yields of similatrin®ents, but includes adjustments for
certain risks that may not be observable sucheditand liquidity risks.

Private equity consists of interestsantperships that invest in U.S. and non-U.S. debteqjuity securities. The portfolio is a
diversified mix of partnership interests includingyouts, distressed debt, growth equity, mezzamgss estate, and venture capital
investments. Partnership interests are valued ubagnost recent general partner statement of/édire, updated for any subsequent
partnership interests’ cash flow.

Absolute return consists primarily ofyatie partnership interests in hedge funds of fuRdstnership interests are valued using the
NAYV as determined by the administrator or custodiaithe fund.

Real Assets consist of commodity funds| T (Real Estate Investment Trusts), and inteiagtartnerships that invest in private real
estate, commodity, and timber investments. Priwatestments are valued using the most recent pattipestatement of fair value, updated
for any subsequent partnership interests’ cashsfl@@@mmodity funds and REITS are valued at theimipgrice reported in the active market
in which they are traded.

The following table sets forth a summafyghanges in the fair values of the U.S. pensiang Level 3 assets for the year ended July
31, 2010 (in millions):

Global Private Absolute

Equity Equity Return Real Assets Total
Beginning balance at August 1, 2C 2.7 11.4 16.4 15.t 46.C
Unrealized gain 0.1 1.8 0.€ 0.1 2.€
Net transfers into (out of) Level (0.9 1.€ (8.8 0.7 (6.9
Ending balance at July 31, 2010 $ 24 % 14  $ 82 $ 16.2  $ 415
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Fair values of the assets held by therimational pension plans by asset category arellasvé (in millions):

Quoted Prices in

Active Markets Significant Significant
for Identical Observable Unobservable
Assets Inputs Inputs
Asset Category Total (Level 1) (Level 2) (Level 3)
International Asset
Global Equity Securitie $ 26.¢ 26.€ — —
Fixed Income Securitie 20.7 — 20.7 —
Equity/Fixed Income 34.2 12.t — 217
Real Assets 5.5 — 5.5 —
Total International Assets $ 872 $ 39.: $ 26.z $ 21.7

Global equity consists of a fixed weigimdex fund, used to maintain a fixed 50/50 disttibn between UK and overseas assets.
Publicly traded equities are valued at the clogirige reported in the active market in which théividual securities are traded.

Fixed income consists of corporate bamti with the investment objective to achieve a&ctiorporate bond returns which are inflation
linked and paid as a single payment in 2055. Caiednonds and notes are valued at either the glgsioe reported if traded on an active
market or at yields currently available on complaecurities of issuers with similar credit rasray valued under a discounted cash flows
approach that maximizes observable inputs, sucliaent yields of similar instruments, but inclu@geustments for certain risks that may
not be observable such as credit and liquiditysrisk

Equity/Fixed Income consists of Levelskets that are part of a unit linked fund withratsgic asset allocation of 40% fixed income
products and 60% equity type products. Assets altged at either the closing price reported if tthda an active market or at yields currently
available on comparable securities of issuers siitfilar credit ratings. Index funds are valuedhat het asset value (NAV) as determined by
the custodian of the fund. The Level 3 assets amgposed of mathematical reserves on individualrests and the Company does not have
any influence on the investment decisions as mgdhéeinsurer due to the specific minimum guarashi@turn characteristics of this type of
contract. European insurers in general, broadlelaastrategic asset allocation with 80% -90% fixetdme products and 20%-10% equity
type products (including real estate).

Real Assets consists of property fundsp®rty funds are valued using the most recentpeship statement of fair value, updated for
any subsequent partnership interests’ cash flows.

The following table sets forth a summafyghanges in the fair values of the Internatigreision plans’ Level 3 assets for the year
ended July 31, 2010 (in millions):

Equity/Fixed
Income
Beginning balance at August 1, 2C $ 23.1
Unrealized gain 0.3
Foreign currency exchani (1.9
Purchases, sales, issuances and settlements, net 0.2
Ending balance at July 31, 2010 $ 21.7

Investment Policies and Strategkem the Company’s U.S. plans, the Company usetahbr&durn investment approach to achieve a
long-term return on plan assets, with a pruderglle¥risk for the purpose of meeting its retiremi@eome commitments to employees. The
plan’s investments are diversified to assist in agamg risk. The Company’s asset allocation guidalitarget an allocation of 45 percent
equity securities, 30 percent alternative investsiéiands of hedge funds), 10 percent real assetsgtments into funds containing
commodities and real estate), 10 percent fixednreand 5 percent private equity. Within equity sii@s, the Company will target an
allocation of 15 percent international, 15 perasmuity long/short, 10 percent small cap and 5 péregge cap. These target allocation
guidelines are determined in consultation with@uenpany’s investment consultant, and through tleeofisnodeling the risk/return trade-offs
among asset classes utilizing assumptions aboetcéegh annual return, expected volatility/standadation of returns and expected
correlations with other asset classes. Investmelityp
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and performance is measured and monitored on asirngasis by the Company’s investment committeeuih its use of an investment
consultant and through quarterly investment pddfodviews.

For the Company’s non-U.S. plans, theegainnvestment objectives are to maintain a slyitdiversified portfolio of secure assets of
appropriate liquidity which will generate incomedatcapital growth to meet, together with any newtdbations from members and the
Company, the cost of current and future benefits.

Estimated Contributions and Future Paytedime Company’s general funding policy for its pengitans is to make at least the
minimum contributions as required by applicableutagions. Additionally, the Company may elect tok@additional contributions up to the
maximum tax deductible contribution. As such, tl@m@any made contributions of $11.2 million to itsSUpension plans in Fiscal 2010.
There is no minimum funding request for the CompaiyS. plans for Fiscal 2011. The Company is quttyeevaluating whether or not a
U.S. pension contribution will be made in Fiscal 20The Company made contributions of $3.8 millioits nonU.S. pension plans in Fisc
2010 and estimates that it will contribute appraadaty $3.9 million in Fiscal 2011 based upon theal@overnment prescribed funding
requirements. Future estimates of the Compapghsion plan contributions may change signifigatgpending on the actual rate of returr
plan assets, discount rates and regulatory reqainesm

Estimated future benefit payments for@menpany’s U.S. and non-U.S. plans are as folldlhsusands of dollars):

Fiscal Year

2011 $ 21,03:
2012 $ 23,29
2013 $ 21,95¢
2014 $ 23,41¢
2015 $ 24,39
201€-2020 $ 158,56

Postemployment and Postretirement BeR&itsThe Company provides certain postemployment anttggaement health care
benefits for certain U.S. employees for a limitiedet after termination of employment. The Company teorded a liability for its
postretirement benefit plan in the amount of $1iion and $1.7 million as of July 31, 2010 andyd8l, 2009, respectively. The annual cost
resulting from these benefits is not material. BgrFiscal 2009, union negotiations have resultezhim U.S. plant freezing the plan. This
change resulted in a curtailment gain of $1.4 omlliFor measurement purposes, a 7.6 percent arataaf increase in the per capita cost of
covered health care benefits was assumed for R28ddl. The Company has assumed that the long-tgerof increase will decrease
gradually to an ultimate annual rate of 4.5 percArtine-percentage point increase in the health cast trend rate would increase the Fiscal
2010 and 2009 liability by $0.1 million.

Retirement Savings and Employee Stocle@ip PlanThe Company provides a contributory employee savpign to U.S.
employees that permits participants to make cautiobs by salary reduction pursuant to section K04{ the Internal Revenue Code.
Through April 13, 2009, employee contributions pfta 25 percent of compensation were matched atieaequaling 100 percent of the first 3
percent contributed and 50 percent of the nextr2gm contributed. The Company’s contributions urtbies plan are based on the level of
employee contributions as well as a discretionantribution based on performance of the Companeg. Flan was amended effective April
13, 2009 to reduce Company fixed matching contidimstto the Plan for exempt employees. After Ap&] 2009 fixed matching contributic
for exempt employees were calculated at 50 pexfamp to 3 percent of compensation deferred byp#mticipant and deposited into the Plan
and 25 percent of the next 2 percent of compensdiderred by the participant and deposited tdfaa. In addition, the Company fixed
matching contribution was eliminated for Compangéixive Officers and Vice Presidents. Effective &a29, 2010 the Company reinstated
the original matching contributions which were ffeet prior to April 13, 2009, and also reinstatad Company fixed matching contribution
for Company Executive Officers and Vice Presidentdal contribution expense for these plans was $llion, $5.1 million and $8.3
million for the years ended July 31, 2010, 2009 2008, respectively. This plan also includes sh&ma an Employee Stock Ownership F
("ESOP"). As of July 31, 2010 all shares of the ESltave been allocated to participants. Total ES@ires are considered to be shares
outstanding for earnings per share calculations.

Deferred Compensation and Other Benéfin®The Company provides various deferred compensatidnother benefit plans to
certain executives. The deferred compensationgllaws these employees to defer the receipt affateir bonus and other stock related
compensation and up to 75 percent of their satafyture periods. Other benefit
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plans are provided to supplement the benefits B@lect group of highly compensated individualsolitare reduced because of compensation
limitations set by the Internal Revenue Code. Thenany has recorded a liability in the amount aB$8illion and $10.0 million as of the
year ended July 31, 2010 and July 31, 2009, reispéctrelated primarily to its deferred compensatplans

NOTE G
Shareholders’ Equity

Stock Right®n January 27, 2006 the Board of Directors of tbenany approved the extension of the benefits @by the
Company’s existing rights plan by adopting a nearsholder rights plan. Pursuant to the Rights Ages#t, dated as of January 27, 2006 by
and between the Company and Wells Fargo Bank, MsARights Agent, one right was issued on Mar@086 for each outstanding share of
common stock of the Company upon the expiratiothefCompany’s existing rights. Each of the newtsgintitles the registered holder to
purchase from the Company one one-thousandth lvdi@ ©f Series A Junior Participating Preferrecttavithout par value, at a price of
$143.00 per one one-thousandth of a share. Thisrigbwever, will not become exercisable unlessuami, among other things, any person
acquires 15 percent or more of the outstanding comstock of the Company. If a person acquires *&que or more of the outstanding
common stock of the Company (subject to certairditimms and exceptions more fully described inRights Agreement), each right will
entitle the holder (other than the person who aegul5 percent or more of the outstanding commack$to purchase common stock of the
Company having a market value equal to twice theg@se price of a right. The rights are redeemahblier certain circumstances at $.001 per
right and will expire, unless earlier redeemedMarch 2, 2016.

Stock Compensation Plaftse Stock Compensation Plans in the Consolidatete®ents of Changes in Shareholders’ Equity con§ist
the balance of amounts payable to eligible paicip for stock compensation that was deferredRalzbi Trust pursuant to the provisions of
the 2001 Master Stock Incentive Plan, as well afopaance awards payable in common stock discugstter in Note H.

Treasury Stockhe Company believes that the share repurchasegmog a way of providing return to its sharehadddte Board of
Directors authorized the repurchase, at the Comnipaligcretion, of 8.0 million shares of common &toader the stock repurchase plan dated
March 26, 2010. As of July 31, 2010, the Compart treenaining authorization to repurchase 7.0 milsbares under this plan. Following |
summary of treasury stock share activity for Fit@l0 and 2009:

2010 2009
Balance at beginning of ye 11,295,40 11,021,61
Stock repurchase 1,651,60! 802,00(
Net issuance upon exercise of stock opt (667,99) (355,49)
Issuance under compensation pl (46,197 (99,617
Discretionary stock paid into 401(k) pl — (60,127)
Other activity (10,440 (12,985
Balance at end of year 12,222,38 11,295,40

NOTE H
Stock Option Plans

Employee Incentive PlamsNovember 2001 shareholders approved the 2001dvi&sock Incentive Plan (the “Plan”) that replatieel
1991 Plan that expired on December 31, 2001 andded for similar awards. The Plan extends throDghember 2011 and allows for the
granting of nonqualified stock options, incentiveck options, restricted stock, stock appreciatights (“SAR”), dividend equivalents,
dollar-denominated awards, and other stock-baseddsyOptions under the Plan are granted to keyoyregs at market price at the date of
grant. Options are exercisable for up to 10 yeran® tthe date of grant. The Plan also allows forgtanting of performance awards to a
limited number of key executives. As administergdh® Human Resources Committee of the Company&adof Directors, these
performance awards are payable in common stoclaentased on a formula which measures performdrtbe €ompany over a three-year
period. Performance award expense under these folbasd $0.5 million in Fiscal 2010. The Compaagarded a net reversal of performa
award expense in Fiscal 2009 of $3.1 million duthtoreversal of $3.6 million of Long-Term CompeimwmaPlan expense recognized in prior
periods based upon actual and forecasted reseftarfhance award expense under these plans tédl@dnillion in Fiscal 2008.

Stock options issued from Fiscal 2006iszal 2010 become exercisable for non-executivesjual increments over three years. Stock
options issued from Fiscal 2000 to Fiscal 2010 becaxercisable for most executives immediately uperdate of grant. Certain other stock
options issued to executives during Fiscal 2000624nhd
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2007 become exercisable in equal increments ovee Years. For Fiscal 2010 the Company recorddebpo®mpensation expense associated
with stock options of $6.9 million and recordedSthillion of related tax benefit.

Stock-based employee compensation cost@nized using the fair-value based method.ddmpany determined the fair value of
these awards using the Black-Scholes option priaingel with the following weighted average assuomi

2010 2009 2008
Risk - free interest rat <0.01- 3.€% 1.4-4.(% 2.1-4.2%
Expected volatility 24.4- 32.2% 21.6- 25.5% 15.2- 22.5%
Expected dividend yiel 1.C% 1.C% 1.0%
Expected life
Director original grants without reloa 8 year: 8 year: 8 year:
Non - officer original grant: 7-8year 7 year: 7 year:
Officer original grants with reloac 4 year 4 year 3 year:
Reload grant <8 year. <5 year <3 year
Officer original grants without reloac 8 year: 7 year: 7 year:

Reload grants are grants made to offioedirectors who exercised a reloadable optioinduhe fiscal year and made payment of the
purchase price using shares of previously ownedpg@mystock. The reload grant is for the numbemhafas equal to the shares used in
payment of the purchase price and/or withheld forimmum tax withholding.

Black-Scholes is a widely accepted stmution pricing model; however, the ultimate valdestmck options granted will be determined
by the actual lives of options granted and thealdtiture price levels of the Company’s common ktdhe weighted average fair value for
options granted during Fiscal 2010, 2009 and 26(8.8B.23, $8.56 and $10.60 per share, respectsiyg the Black-Scholes pricing model.

The following table summarizes stock optactivity:

Weighted
Options Average Exercise
Outstanding Price
Outstanding at July 31, 20t 4,998,12! $ 26.9¢
Granted 643,97- 42.41
Exercisec (848,99() 20.8¢
Canceled (21,29) 41.9¢
Outstanding at July 31, 2010 4,771,81 30.0¢

The total intrinsic value of options ecised during Fiscal 2010, 2009 and 2008 was $14lBm $9.1 million and $26.2 million,
respectively.

Shares reserved at July 31, 2010 fortadttng options and future grants were 12,063,6héres reserved consist of shares available
for grant plus all outstanding options. An amouwnadded to shares reserved each year based os shtsanding adjusted for certain items
as detailed in the Plan. The aggregate numberaséshof common stock that may be issued undewnaltds under the Plan in any calendar
year may not exceed 1.5 percent of the sum of tregany's outstanding shares of common stock, the outstgrehare equivalents, as
determined by the Company in the calculation ohiegys per share on a fully diluted basis, and shaedd in treasury of the Company as
reported for the Company’s most recent fiscal year ends during such calendar year.
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The following table summarizes informatiwoncerning outstanding and exercisable options asly 31, 2010:

Weighted
Average
Remaining Weighted Average Weighted
Number Contractual Exercise Number Average
Range of Exercise Prices Outstanding Life (Years) Price Exercisable Exercise Price
$12 to $2z 1,378,06 1.6€ $ 17.22 1,378,06 $ 17.2
$22 to $3z 1,273,34 3.9C 30.1¢ 1,241,12 30.1C
$32 to $4z 1,274,57 6.3¢ 34.8: 1,179,00: 34.6(
$42 and above 845,82 8.6( 43.5] 566,16: 44.1:
__ 477181 4.7t 30.0¢ ___ 436435 29.07

At July 31, 2010 the aggregate intringtue of shares outstanding and exercisable wag $8ilion and $80.3 million, respectively.

The following table summarizes the statiuisptions which contain vesting provisions:

Weighted
Average Grant
Date Fair
Options Value
Non - vested at July 31, 20( 292,77 % 10.21
Granted 289,75( 14.0zZ
Vested (168,665 10.2¢
Canceled (6,419 11.4(
Non - vested at July 31, 2010 407,45! 12.8¢

The total fair value of shares vestedrdpFiscal 2010, 2009, and 2008 was $8.0 millioh9$nillion and $6.3 million, respectively.

As of July 31, 2010 there was $3.1 millaf total unrecognized compensation cost reladgtbhvested stock options granted under
Plan. This unvested cost is expected to be recedrdaring Fiscal 2011, Fiscal 2012 and Fiscal 2013.

NOTE |
Income Taxes

The components of earnings before inctares are as follows:

2010 2009 2008
(thousands of dollars )
Earnings before income taxe
United State: $ 85987 $ 69,86 $ 73,44
Foreign 144,18¢ 91,56: 162,71¢
Total $ 230,17¢ $ 161,42 $ 236,16:
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The components of the provision for ineotaixes are as follows:

2010 2009 2008
(thousands of dollars )

Income taxes

Current

Federa $ 2545  $ 18,62: $ 27,18(
State 2,20¢ 2,444 61¢
Foreign 33,321 13,17¢ 37,61¢
60,98¢ 34,24 65,41

Deferred
Federa 3,86( (3,889 (4,712
State 20 a0 2
Foreign (85E) (928) 3,50¢
3,02¢ (4,726) (1,205)
Total $ 64,01: $ 29,51¢ $ 64,21(

The following table reconciles the U.gtstory income tax rate with the effective incotae rate:

2010 2009 2008
Statutory U.S. federal ra 35.(% 35.(% 35.(%
State income taxe 0.8 3 0.3
Foreign taxes at lower rat (8.2 (7.5) (7.6)
Export, manufacturing and research cre (0.9 (0.5 (0.6)
Tax on repatriation of earniny 0.1 0.7 (0.6)
Change in unrecognized tax bene 1.2 (10.6) 0.t
Other (0.2) (0.7 0.2
27.&% 18.2% 27.2%

The tax effects of temporary differenttest give rise to deferred tax assets and liagditire as follows:

2010 2009
(thousands of dollars )

Deferred tax asset

Accrued expense $ 9,13 $ 8,43¢
Compensation and retirement plé 39,43¢ 30,91¢
Tax credit and NOL carryforwarc 954 1,43¢
Inventory reserve 8,32¢ 10,18:
Other 1,84¢ 2,23
Deferred tax asset 59,69: 53,20¢
Valuation allowance (604) (1,059
Net deferred tax assets 59,08¢ 52,15¢
Deferred tax liabilities
Depreciation and amortizatic (30,249 (31,599
Other (1,420 (2,927
Deferred tax liabilities (31,66¢) (34,516
Net deferred tax ass $ 2742( $  17,63¢

The effective tax rate for Fiscal 2010s\25.8 percent compared to 18.3 percent in Fig¥29 2The increase in effective tax rate is
primarily due to a decrease in discrete tax bendfiscal 2009 contained $19.6 million of discttete benefits, which predominantly occurred
in the second quarter, and primarily related tongles to uncertain tax position reserves in conoedtith the effective settlements of court
cases and examinations in various jurisdictionsedog various years. Fiscal 2010 contained $4.8anibf discrete tax benefits, primarily
recorded in the second quarter, from the expiraticthe statute of limitations at foreign subsidtarand other discrete items. Without
consideration of discrete items, the average upitgrtax rate decreased over the prior year to péréent from 30.4 percent mainly due to
the mix of earnings between tax jurisdictions.
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The Company has not provided for U.Soime taxes on additional undistributed earningsooft.S. subsidiaries of approximately
$579.0 million. The Company currently plans to panently reinvest these undistributed earnings @eexslf any portion were to be
distributed, the related U.S. tax liability mayreeluced by foreign income taxes paid on those egsrplus any available foreign tax credit
carryovers. Determination of the unrecognized detktax liability related to these undistributednéags is not practicable.

The Company has cumulative pre-tax l@ssyéorwards of $4.2 million, which exist in variginternational subsidiaries. If fully
realized, the unexpired net operating losses masab&d forward to offset future local income t@yments of $1.0 million, at current rates
of tax. Approximately 5 percent of these net opagalbsses expire within the next three years, evtlie majority of the remaining net
operating loss carryforwards expire more than Ss/eat or have no statutory expiration under curieeal laws. However, as it is more-
likely - than - not that certain of these lossel mot be realized, a valuation allowance of $ ulion exists as of July 31, 20 10.

The Company maintains a reserve for uagetax benefits. The accounting standard defineghreshold for recognizing the benefits
of tax return positions in the financial statemeags'more-likely-than-not” to be sustained by taging authorities based solely on the
technical merits of the position. If the recognitithireshold is met, the tax benefit is measuredracdgnized as the largest amount of tax
benefit that in the Company’s judgment is gredtant50 percent likely to be realized. A recondiiatof the beginning and ending amount of
gross unrecognized tax benefits is as follows:

2010 2009 2008
(thousands of dollars )

Gross unrecognized tax benefits at beginning chfigear $ 16,92¢ $ 32,00 $ 28,20¢
Additions for tax positions of the current y¢ 3,122 3,527 8,221
Additions for tax positions of prior yea 47C 772 2,322
Reductions for tax positions of prior yei (179 (8,25%) (540
Settlement: — (10,097 —
Reductions due to lapse of applicable statue afdiions (1,34%) (1,029 (6,210
Gross unrecognized tax benefits at end of fiscat ye $ 18,99 $ 16,92¢ $ 32,002

The Company recognizes interest and fienalccrued related to unrecognized tax benefitsdome tax expense. During the fiscal
year ended July 31, 2010, the Company recognizedeist expense, net of tax benefit, of approxirgeél5 million. At July 31, 2010 ar
July 31, 2009, accrued interest and penaltiesgnoss basis were $2.5 million and $1.8 million pexdively.

The Company’s uncertain tax positionsadfected by the tax years that are under auditmiain subject to examination by the relevant
taxing authorities. The following tax years, in @ioh to the current year, remain subject to exation, at least for certain issues, by the
major tax jurisdictions indicated:

Major Jurisdictions Open Tax Years
Belgium 2005 through 200
China 2000 through 200
France 2007 through 200
Germany 2004 through 200
Italy 2003 through 200
Japar 2009
Mexico 2005 through 200
Thailand 2005 through 200
United Kingdom 2009
United State: 2007 through 200

If the Company were to prevail on allecognized tax benefits recorded, substantiallgfaithe unrecognized tax benefits would ber
the effective tax rate. With an average statutémfations of about 5 years, up to $3.2 milliontbé unrecognized tax benefits could
potentially expire in the next 12 month period,ass extended by audit. It is reasonably possilleaih additional reduction in unrecognized
tax benefits may occur within the fiscal year dusettlement of several worldwide tax disputes; éav, quantification of an estimated rai
and timing cannot be made at this time.
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NOTE J
Segment Reporting

Consistent with FASB guidance relatedeégment reporting, the Company identified two regddle segments: Engine Products and
Industrial Products. Segment selection was basdtdeoimternal organizational structure, manageroénperations and performance
evaluation by management and the Company’s BoaRdrettors.

The Engine Products segment sells to OlEMise construction, mining, agriculture, aerogpatefense and truck markets and to
independent distributors, OEM dealer networks,gievabel accounts and large equipment fleets.uetednclude air filtration systems,
exhaust and emissions systems, liquid filtratiosteys, and replacement filters.

The Industrial Products segment sellgatious industrial end-users, OEMs of gas-firedtines, and OEMs and end-users requiring
clean air and liquids. Products include dust, fand mist collectors, compressed air purificatiostems, liquid filtration systems, air
filtration systems for gas turbines, PTFE membrameslaminates, and specialized air filtration syt for diverse applications including
computer hard disk drives.

Corporate and Unallocated includes cafeoexpenses determined to be afloeable to the segments and interest income apense
Assets included in Corporate and Unallocated ppaity are cash and cash equivalents, inventoryvesecertain prepaids, certain
investments, other assets, and assets allocatggh&ral corporate purposes.

The Company has an internal measurenysters to evaluate performance and allocate ressinased on profit or loss from
operations before income taxes. The Company’s naatwring facilities serve both reporting segmenterefore, the Company uses an
allocation methodology to assign costs and assétstsegments. A certain amount of costs andsasslate to general corporate purposes
are not assigned to either segment. Certain adogupolicies applied to the reportable segmentedifom those described in the summary
of significant accounting policies. The reportafdgments account for receivables on a gross bagiacount for inventory on a standard
cost basis.

Segment allocated assets are primardg@aus receivable, inventories, property, plant egaipment and goodwill. Reconciling items
included in Corporate and Unallocated are creassedh on accounting differences between segmenttiregpand the consolidated, external
reporting as well as internal allocation method@eg

The Company is an integrated enterpdsaracterized by substantial intersegment cooperatost allocations, and sharing of assets.
Therefore, we do not represent that these segnitafgerated independently, would report the opegaprofit and other financial informatic
shown below.
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Segment detail is summarized as follows:

2010

Net sales

Depreciation and amortizatic

Equity earnings in unconsolidated affilia
Earnings before income tax

Assets

Equity investments in unconsolidated affilia
Capital expenditures, net of acquired busine
2009

Net sales

Depreciation and amortizatic

Equity earnings in unconsolidated affilia
Earnings before income tax

Assets

Equity investments in unconsolidated affilia
Capital expenditures, net of acquired busine
2008

Net sales

Depreciation and amortizatic

Equity earnings in unconsolidated affilia
Earnings before income tax

Assets

Equity investments in unconsolidated affilia
Capital expenditures, net of acquired busine

Following are net sales by product wittiie Engine Products segment and Industrial Precsegiment:

Engine Products segment
Off-Road Product
Aerospace and Defense Prodt
On-Road Product
Aftermarket Products

Retrofit Emissions Products
Total Engine Products segment

Industrial Products segment:
Industrial Filtration Solutions Produc
Gas Turbine Produc

Special Applications Products
Total Industrial Products segment

Total Company

Engine Industrial Corporate & Total
Products Products Unallocated Company

(thousands of dollars)
1,094,37: $ 782,69: $ — $ 1,877,06.
32,63( 21,73¢ 4,86¢ 59,23:
1,85¢ 16C — 2,01¢
150,47: 96,44 (16,74) 230,17t
674,58 504,86° 320,05: 1,499,50!
14,86( 62E — 15,48¢
23,77( 15,83¢ 3,54« 43,14¢
1,001,96. $ 866,66¢ % — 1,868,62!
31,517 21,15¢ 5,924 58,597
2,172 94 — 2,26¢
83,791 89,52¢ (12,899 161,42!
610,34 495,22t 228,42 1,333,99
15,47« 517 — 15,99:
24,78¢ 16,63’ 4,65¢ 46,08(
1,229,17.  $ 1,003,350 % — 2,232,52.
27,38¢ 19,31« 10,03: 56,73:
1,87¢ 34 — 1,91(
158,93: 102,42( (25,18¢) 236,16:
628,44 590,27: 329,90! 1,548,62.
15,19( 50¢€ — 15,69¢
34,83( 24,56¢ 12,75¢ 72,15:

2010 2009 2008
(thousands of dollars)

$ 222,32¢ 3 243,69. $ 361,14
111,97° 119,09 87,53¢
81,87¢ 71,95¢ 123,14¢
660,262 536,12: 631,43:
17,92¢ 31,09¢ 25,917
1,094,37. 1,001,96. 1,229,17.
454,65: 503,61: 600,52¢
150,13: 206,76( 213,13t
177,90¢ 156,29° 189,68t
782,69: 866,66¢ 1,003,35!
$ 1,877,060 $ 1,868,62! $ 2,232,52.

* Includes replacement part sales to the Com’s OEM Customers

50




Table of Contents

Geographic sales by origination and prigp@lant and equipment:

Property, Plant &
Net Sales Equipment - Net
(thousands of dollars)

2010

United State: $ 745400 $ 139,71
Europe 545,80: 122,64t
Asia - Pacific 460,47( 72,95(
Other 125,39: 30,57¢
Total $1,877,06: $ 365,809
2009

United State: $ 778,97¢ % 141,05:
Europe 567,11° 138,35(
Asia - Pacific 419,42: 71,68¢
Other 103,11( 29,98(
Total $1,868,62' $ 381,06¢
2008

United State: $ 888,65¢ $ 144,42¢
Europe 766,79 166,19!
Asia - Pacific 471,27" 65,82¢
Other 105,79: 38,70¢
Total $2,232,52 % 415,15¢

ConcentrationsThere were no Customers over 10 percent of nes slaléng Fiscal 2010 and 2009. Sales to one Custaomunted fc
10 percent of net sales in Fiscal 2008. There wer€ustomers over 10 percent of gross accounts/edsde in Fiscal 2010, 2009, and 2008.

NOTE K
Commitments and Contingencies

The Company and Caterpillar Inc. equailyn the shares of Advanced Filtration Systems (AESI), an unconsolidated joint venture,
and guarantee certain debt of the joint ventureofARuly 31, 2010, the joint venture had $25.2 ignillof outstanding debt, of which the
Company guarantees half. In addition, during Fi&€dl0, 2009 and 2008, the Company recorded itgyenuearnings of this equity method
investment of $0.4 million, $1.0 million and $0.6lllan and royalty income of $5.4 million, $5.1 ridn and $5.4 million, respectively,
related to AFSI.

The Company provides for warranties atiade products. In addition, the Company may ingpecific Customer warranty issues.
Following is a reconciliation of warranty reser{gsthousands of dollars):

Balance at August 1, 20( $ 11,52
Accruals for warranties issued during the reporpegod 2,94;
Accruals related to pi- existing warranties (including changes in estirsk (2,147
Less settlements made during the period (3,109
Balance at July 31, 20( $ 9,21¢
Accruals for warranties issued during the reporfiegod 12,38¢
Accruals related to pi- existing warranties (including changes in estirsk (1,249
Less settlements made during the period (4,659
Balance at July 31, 2010 $ 15,70"

During Fiscal 2010, the Company increasattanty accruals due to a specific warranty matteur Retrofit Emissions Products
group. We recorded an expense of $6.2 millionties matter in Fiscal 2010.

At July 31, 2010 and 2009, the Compary daontingent liability for standby letters of ditetotaling $20.0 million, which have been
issued and are outstanding. The letters of creditantee payment to third parties in the evenCin@pany is in breach of a specified bond
financing agreement and insurance contract terndetasled in each letter of credit. At July 31, QGind 2009, there were no amounts drawn
upon these letters of credit.

The Company records provisions with respeidentified claims or lawsuits when it is pedite that a liability has been incurred and
the amount of the loss can be reasonably estim@tadns and lawsuits are reviewed quarterly
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provisions are taken or adjusted to reflect thaustaf a particular matter. The Company believeséitorded reserves in its consolidated
financial statements are adequate in light of flbable and estimable outcomes. The recordeditiabilvere not material to the Company’s
financial position, results of operation or liquidand the Company does not believe that any oftieently identified claims or litigation w
materially affect its financial position, resultsaperation or liquidity.

On March 31, 2008 S&E Quick Lube, a fildéstributor, filed a lawsuit in U.S. District Cdufor the District of Connecticut alleging
that twelve filter manufacturers, including the Gmany, engaged in a conspiracy to fix prices, rdgband allocate U.S. Customers for
aftermarket automotive filters. This lawsuit seg&sious remedies including injunctive relief andmatary damages of an unspecified amount
and is a purported class action on behalf of dipecthasers of automotive aftermarket filters friie defendants. Parallel purported class
actions, including on behalf of a variety of diractd indirect purchasers of aftermarket filtersjehlaeen filed by other plaintiffs in a variety
jurisdictions in the United States and Canada. Ol& cases have been consolidated into a single-district litigation in the Northern
District of Illinois. In addition, on April 16, 2@the Attorney General of the State of Floridadilecomplaint in the U.S. District Court for
Northern District of lllinois based on these saregations. The Company will vigorously defend ttams raised in these lawsuits. T
Company understands that the Antitrust Divisiomhaf Department of Justice (“DOJ") was investigating allegations raised in these suits
and issued subpoenas in connection with that igag&in. The Company was not contacted by the Dxxdnnection with the DOJ
investigation, but public reports indicate that B®@J officially closed that investigation in Janp@010. In June 2010, the United States gave
notice of its election to decline intervention ig@i tam action entitled United States of Ameriearel. William G. Burch v. Champion
Laboratories, Inc. et al., which had been filedemskal in December 2009 in the United StatesibisBourt for the Northern District of
Oklahoma. After that notice, the matter no longgnained under seal. In August 2010, the Countyuéfotk, New York, filed a purported
class action entitled County of Suffolk, New Yovk,Champion Laboratories, et al., in the Unitede&tdistrict Court for the Eastern District
of New York. Both the Burch qui tam action and 8wgfolk action contain allegations similar to thasade in the multi-district litigation
already pending in the Northern District of lllisoiAs of September 1, 2010, the Company has naot $ewed with a complaint in either
action. The Company denies any liability in eithetion and intends to vigorously defend the claiaised in these lawsuits. In June 2010, the
Attorney General of the State of Washington sethedCompany with a Civil Investigative Demand irrng into the same issues as those
raised in the complaint filed by the State of FariThe Company is cooperating with the Washingteastigation but has denied any
wrongdoing.

On May 19, 2010, the Air Resources Bdardhe State of California (“ARB”) revoked its \ication of the Company’s DFM Diesel
Multi-Stage Filter System (“DMF”) for use with olad diesel engines, which verification was issuer@ecember 16, 2005. Under the ARB
revocation, as of May 17, 2010, the DMF system matybe sold, installed or offered for sale as arBARYrified system. The Company issi
a product bulletin for its DMF product on Febru&ry2010 and subsequently submitted a proposal # #sRaddress a failure mode that can
occur when an engine is not operating in compliamitie the requirements for engine performance antperature. On July 28, 2010, ARB
issued its approval for the Company’s service cagmpahe Company is currently working with the Enavimental Protection Agency
(“EPA") regarding its service campaign for salessaie California as well as EPA verification foetDMF.

In addition, ARB has notified the Compayyletter, that it may seek fines and penaltiesonnection with the sales of the DMF
product. The Company denies that any sales were ina@alifornia without ARB verification. Donaldsdas not currently selling any DMF
product and is evaluating and working with both AR®RI the United States Environmental Protectionn&geo obtain the necessary
approvals for the DMF product. At the present tinve,do not anticipate a material adverse impaoutaresults of operations or financial
position due to the issues related to the DMF pecadu
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NOTE L
Restructuring

The following is a reconciliation of rastturing reserves (in thousands of dollars):

Balance at July 31, 20( $ —
Accruals for restructuring during the reportingipet 17,75¢
Less settlements made during the period (13,919
Balance at July 31, 20( $ 3,84(
Accruals for restructuring during the reportingipet 10,16¢
Less settlements made during the period (9,86€)
Balance at July 31, 2010 $ 4,13¢

Certain restructuring actions commenceBiscal 2009 in response to the dramatic downtuthe worldwide economy and these
actions and related costs carried over into F88aD. In Fiscal 2010, the Engine Products segmahtradustrial Products segment incurred
$1.9 million and $8.3 million, respectively. In E& 2009, Engine Products segment, Industrial Rrzdeegment, and Corporate and
Unallocated incurred $7.2 million, $10.1 millionda$i0.5 million, respectively. In addition to thesmeicturing charges discussed above, we
also incurred asset impairment charges of $2.1e@l® a downsizing at a plant in Germany. The Camgpexpects to settle its remaining
liability during Fiscal 2011.

Restructuring expense detail is summédrasefollows (in thousands):

Fiscal Year
2010 2009

Gross Margir $ 7,48¢ $  10,10¢

Operating expenses 2,671 7,64¢

Total restructuring expenses $ 10,168 $  17,75¢

NOTE M
Quarterly Financial Information (Unaudited)
First Second Third Fourth
Quarter Quarter Quarter Quarter
(In thousands)

2010
Net sales $ 428,08( $ 436,12: $ 497,61¢ $ 515,24:
Gross margir 148,40( 145,94° 177,37: 187,03(
Net earningt 34,56¢ 30,96¢ 49,45¢ 51,17(
Basic earnings per she 0.44 0.4C 0.64 0.6€
Diluted earnings per sha 0.44 0.3¢ 0.62 0.6t
Dividends declared per she — 0.11°f 0.12C 0.24¢
Dividends paid per sha 0.11¢f 0.11¢f 0.12C 0.12C
2009
Net sales $ 573,26( $ 460,60: $ 413,44  $ 421,32:
Gross margir 186,70: 134,01. 130,78: 138,20¢
Net earning: 47,96 33,79 26,59¢ 23,55¢
Basic earnings per she 0.62 0.4z 0.34 0.3C
Diluted earnings per sha 0.6C 0.4z 0.34 0.3C
Dividends declared per she — 0.23( — 0.23(
Dividends paid per sha 0.11c¢ 0.11¢f 0.11¢f 0.11°f

The quarters ended October 31, 2009,algr81, 2010, April 30, 2010, and July 31, 201@Jude restructuring charges aftas of $0.¢
million or $0.01 per share, $3.6 million or $0.0&r ghare, $2.7 million or $0.03 per share, andtlems $0.1 million, respectively. The
quarters ended January 31, 2009, April 30, 2008 Jaty 31, 2009, include restructuring chargesrdéte of $2.9 million or $0.04 per share,
$4.7 million or $0.06 per share, and $4.5 millior$0.05 per share, respectively.

| tem 9. Changes in and Disagreements with Accountés on Accounting and Financial Disclosure
None.
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| tem 9A. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

As of the end of the period covered by teport (the “Evaluation Date”), the Company tadrout an evaluation, under the supervision
and with the participation of management, includimg Chief Executive Officer and the Chief Finah@#ficer, of the effectiveness of the
design and operation of the Company’s disclosurgrots and procedures (as defined in Rule 13@) of the Exchange Act). Based upon
evaluation, the Chief Executive Officer and Chiafdncial Officer concluded that, as of the EvaloatDate, the Company’s disclosure
controls and procedures were effective to enswatitifiormation required to be disclosed by the Camypin the reports that it files or submits
under the Exchange Act is (i) recorded, processa@uimarized and reported within the time periodgi§ipéd in applicable rules and forms,
and (ii) accumulated and communicated to our mamagg including our Chief Executive Officer and &hFinancial Officer, to allow time
decisions regarding required disclosure.

Changes in Internal Control over Financial Reportirg

No change in the Company’s internal adrawer financial reporting (as defined in Rule 113gf) of the Exchange Act) identified in
connection with such evaluation during the fisazdder ended July 31, 2010, has materially affeaeds reasonably likely to materially
affect, the Company’s internal control over finaiceporting.

Management’s Report on Internal Control over Finandal Reporting
See Management’s Report on Internal @botrer Financial Reporting under Item 8 on page 25
Report of Independent Registered Public Accountingrirm

See Report of Independent Registeredi®Albktounting Firm under Item 8 on page 26.

| tem 9B. Other Information

None.
P ART Il

| tem 10. Directors, Executive Officers and Corporée Governance

The information under the captions “It&énElection of Directors”; “Director Selection Pess,” “Audit Committee,” Audit Committes
Expertise; Complaint-Handling Procedures,” and tlecl6(a) Beneficial Ownership Reporting Compliahof the 2010 Proxy Statement is
incorporated herein by reference. Information anExecutive Officers of the Company is found urttiercaption “Executive Officers of the
Registrant” on page 6 of this Annual Report on FAG¥K.

The Company has adopted a code of busomaluct and ethics in compliance with applicables of the Securities and Exchange
Commission that applies to its principal executifécer, its principal financial officer and itsipcipal accounting officer or controller, or
persons performing similar functions. A copy of twele of business conduct and ethics is posteHofompany’s website at
www.donaldson.com. The code of business conducethids is available in print, free of charge ty ahareholder who requests it. The
Company will disclose any amendments to, or waieérghe code of business conduct and ethics Ctbmpany’s principal executive
officer, principal financial officer, and principatcounting officer on the Company’s website.

| tem 11. Executive Compensation

The information under the captions “Comgaion Committee Report,” “Executive Compensatit@pompensation Risk Analysis” and
“Director Compensation” of the 2010 Proxy Statemisncorporated herein by reference.

| tem 12. Security Ownership of Certain BeneficiaDwners and Management and Related Stockholder Matte

The information under the captions “Ségudwnership” and “Equity Compensation Plan Infation” of the 2010 Proxy Statement is
incorporated herein by reference.
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The following table sets forth informatias of July 31, 2010 regarding the Company’s gquimpensation plans:

Plan Category

Number of securities
to be issued upon
exercise of
outstanding options,
warrants and rights

Number of securities
remaining available for
future issuance under
equity compensation plans
outstanding options, (excluding securities
warrants and rights reflected in column (a))

Weighted - average
exercise price of

Equity compensation plans approved by securit
holders:
1980 Master Stock Compensation P!
Stock Options

@)

(b) (c)

Deferred Stock Gain Ple 48,467 $ 13.563! —
1991 Master Stock Compensation P
Stock Options 700,08t $ 18.217: —
Deferred Stock Option Gain Pl 363,470 $ 33.504: —
Deferred LTC/Restricted Stot 145,22( $ 22.104: —
2001 Master Stock Incentive Ple
Stock Options 3,494,98 $ 32.218t See Note
Deferred Stock Option Gain Pl 1,81¢ $ 44.478.
Deferred LTC/Restricted Stoc 154,27. $ 30.799¢ See Note
Long Term Compensation 28,69¢ $ 38.010( See Note
Subtotal for plans approved by security holders 4,937,01 ¢ 29.841"
Equity compensation plans not approved by securit
holders:
Non qualified Stock Option Program for N- Employee
Directors 576,74 $ 31.218: See Note
ESOP Restoration 28,33: % 12.619( See Note
Subtotal for plans not approved by security holders 605,07¢ 30.347.
Total 5,542,09. 29.896¢

Note 1: Shares authorized for issuancasguhe 10-year term are limited in each plan ytear.5% of the Company’s “outstanding
shares” (as defined in the 2001 Master Stock Imeemlan).

Note 2: The stock option program for renployee directors (filed as exhibit 10-N to ther@any’s 1998 Form 10-K report) provides
for each non-employee director to receive annuaibogrants of 7,200 shares. The 2001 Master Stozdntive Plan, which was approved by
the Company’s stockholders on November 16, 2001 @aisvides for the issuance of stock options to-employee directors.

Note 3: The Company has a non-qualifi&DP Restoration Plan established on August 1, {f866 as exhibit 10-E to the Company’s
Form 10-Q for the quarter ended January 31, 198&ypplement the benefits for executive employseter the Company’s Employee Stock
Ownership Plan that would otherwise be reduceduseraf the compensation limitations under the hakRevenue Code. The ESOP’s 10-
year term was completed on July 31, 1997 and theamgoing benefits under the ESOP Restoration Rtarthe accrual of divider
equivalent rights to the participants in the Plan.

| tem 13. Certain Relationships and Related Transdmns, and Director Independence

The information under the captions “Pplmnd Procedures Regarding Transactions with ReRéesons” and “Board Oversight and
Director Independence” of the 2010 Proxy Stateneimtcorporated herein by reference.

| tem 14. Principal Accounting Fees and Services

The information under the caption “Infation Regarding the Independent Registered Puldoménting Firm” of the 2010 Proxy
Statement is incorporated herein by reference.
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P ART IV

| tem 15. Exhibits, Financial Statement Schedules

Documents filed with this report:

(1)

()

(3)

Financial Statemen

Consolidated Statements of Earni— years ended July 31, 2010, 2009 and z

Consolidated Balance She— July 31, 2010 and 20(

Consolidated Statements of Cash Fl— years ended July 31, 2010, 2009 and 2z

Consolidated Statements of Changes in Shareh’ Equity— years ended July 31, 2010, 2009 and 2
Notes to Consolidated Financial Statem

Report of Independent Registered Public Accounfinm

Financial Statement Schedu—

Schedule Il Valuation and qualifying accou

All other schedules (Schedules I, 1lI, IV and VJ fehich provision is made in the applicable accmmtegulations of
the Securities and Exchange Commission are notrestjunder the related instruction, or are inaglle, and therefore
have been omitte:

Exhibits

The exhibits listed in the accompanying index éeslfas part of this report or incorporated by refee as indicated
therein.
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S IGNATURES

Pursuant to the requirements of Sect®orl15(d) of the Securities Exchange Act of 1984, registrant has duly caused this report to
be signed on its behalf by the undersigned, théoedmly authorized.

DONALDSON COMPANY, INC.
Date:September 24, 20 By: /s/ William M. Cook

William M. Cook
Chief Executive Office

Pursuant to the requirements of the SesiExchange Act of 1934, this report has begnesi below by the following persons on
behalf of the registrant and in the capacitiesdatiid on September 24, 2010.

/s/ William M. Cook President, Chief Executive Officer and Chairn
William M. Cook (principal executive officer
/s/ Thomas R. VerHac Vice President and Chief Financial Offic
Thomas R. VerHag (principal financial officer’
/s/ James F. Sha Controller
James F. Sha (principal accounting officel
* Director

F. Guillaume Bastiaer

* Director
Janet M. Dolar
* Director
Jack W. Eugste
* Director
John F. Grundhofe
* Director
Michael J. Hoffmar
* Director
Paul David Miller
* Director
Jeffrey Noddle
* Director
Willard D. Obertor
* Director
Ajita G. Rajendr
* Director

John P. Wiehof

*By: /s/ Norman C. Linnel
Norman C. Linnel
As attorne-in-fact
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S CHEDULE Il - VALUATION AND QUALIFYING ACCOUNTS

DONALDSON COMPANY, INC. AND SUBSIDIARIES
(thousands of dollars)

Additions
Balance at Charged to Charged to
Beginning of Costs and Other Accounts Deductions Balance at
Description Period Expenses (A) (B) End of Period

Year ended July 31, 201
Allowance for doubtful accounts deducted
from accounts receivab $ 7381 % 1,06 $ (299 $ (1,842 $ 6,31¢

Year ended July 31, 200
Allowance for doubtful accounts deducted
from accounts receivab $ 750¢ % 1,24C $ (534 $ (828 $ 7,381

Year ended July 31, 200
Allowance for doubtful accounts deducted
from accounts receivab $ 6,76¢ $ 1,12¢ $ 537 $ 922) $ 7,50¢

Note A- Allowance for doubtful accounts foreign currenanslation losses (gains) recorded directly tatgqu
Note B- Bad debts charged to allowance, net of resemdshanges in estimates.
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E XHIBIT INDEX
ANNUAL REPORT ON FORM 10-K

3-A — Restated Certificate of Incorporation of Regist@sturrently in effec

*3-B — Certificate of Designation, Preferences and RightSeries A Junior Participating Preferred StocRefjistrant, dated as of
March 3, 2006 (Filed as Exhibi-B to Form 1-Q Report filed for the first quarter ended OctoB&r 2006)

*3-C — Amended and Restated Bylaws of Registrant (asrafalg 30, 2009) (Filed as Exhibit 3-C to Form 1@R€port for the
Second Quarter ended January 31, 2

* 4 k%

*4-A — Preferred Stock Amended and Restated Rights Agneelbetween Registrant and Wells Fargo Bank, N.&R@ghts Agen
dated as of January 27, 2006 (Filed as Exhibit@glHorm &K Report filed February 1, 200

*10-A — Officer Annual Cash Incentive Plan (Filed as Exhilf-A to 2006 Form 1-K Report)***

*10-B — 1980 Master Stock Compensation Plan as Amendeeld(B8 Exhibit 10-A to Form 10-Q Report filed foe tfirst quarter
ended October 31, 2008)*

*10-C — Form of Performance Award Agreement under 1991 &feStock Compensation Plan (Filed as Exhibit 1@ Bdrm 10-Q
Report filed for the first quarter ended Octobey 3108)***

*10-D — ESOP Restoration Plan (2003 Restatement) (Filétkhibit 1(-D to 2009 Form 1-K Report)***

*10-E — Deferred Compensation Plan for Non-employee Dimscas amended (Filed as Exhibit 10-C to Form 10eQdr filed for
the first quarter ended October 31, 2008)

*10-F — Independent Director Retirement and Benefit Plaamasnded (Filed as Exhibit 10-D to Form 10-Q Refilerd for the first
quarter ended October 31, 2008)’

*10-G — Excess Pension Plan (2003 Restatement) (Filed lai®iEXC-G to 2009 Form 1-K Report)***

*10-H — Supplementary Executive Retirement Plan (2003 Rasint) (Filed as Exhibit -H to 2009 Form 1-K Report)***

*10-1 — 1991 Master Stock Compensation Plan as amendeati (& Exhibit 10-E to Form 10-Q Report filed foe first quarter
ended October 31, 2008)*!

*10-J — Form of Restricted Stock Award under 1991 MasteclCompensation Plan (Filed as Exhibit 10-F tonF@0-Q Report
filed for the first quarter ended October 31, 2068)

*10-K — Form of Agreement to Defer Compensation for ceraiacutive Officers (Filed as Exhibit 10-G to Foli®-Q Report filed
for the first quarter ended October 31, 2008)

*10-L — Stock Option Program for Non-employee Directorse@Fias Exhibit 10-H to Form 10-Q Report filed fheffirst quarter
ended October 31, 2008)*

*10-M — Note Purchase Agreement among Donaldson Compamnyatal certain listed Insurance Companies Dated asly 15,
1998 (Filed as Exhibit I to Form 1(-Q Report filed for the first quarter ended OctoBgy 2008)

10-N — Second Supplement and First Amendment to Note BeecAgreement among Donaldson Company, Inc. ataircdisted
Insurance Companies dated as of September 30,

*10-0 — 2001 Master Stock Incentive Plan (Filed as ExHiB-O to 2009 Form 1-K Report)***

1C-P — Form of Officer Stock Option Award Agreement untiex 2001 Master Stock Incentive Plan *

106-Q — Form of Nor-Employee Director Nc-Qualified Stock Option Agreement under the 2001 tglaStock Incentive Plan **

10-R — Agreement dated August 29, 2005, by and betweeraldsan Company, Inc. and William G. Van Dyke ’

*10-S — Restated Compensation Plan for Non-Employee Dirseatated July 28, 2006 (Filed as Exhibit 99.1 ton+8-K Report
filed August 4, 2006)***

*10-T — Restated Long-Term Compensation Plan dated Mag @ (Filed as Exhibit 99.2 to Form 8-K Reportdildugust 4,
2006)***

*10-U — Qualified Performanc--Based Compensation Plan (Filed as Exhib-DD to 2006 Form 1-K Report)***

*10-V — Deferred Compensation and 401(k) Excess Plan (R&@%atement) (Filed as Exhibit-EE to 2006 Form 1-K Report)***



*10-W — Deferred Stock Option Gain Plan (2005 Restaten(&ilgd as Exhibit 1-FF to 2006 Form 1-K Report)***
*10-X — Excess Pension Plan (2005 Restatement) (Filed laibiEXC-GG to 2006 Form 1-K Report)***
*10-Y — Supplemental Executive Retirement Plan (2005 Resint) (Filed as Exhibit -HH to 2006 Form 1-K Report)***
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*10-Z

11

21
23
24
31-A
31-B
32

*%

*kk

Form of Management Severance Agreement for Exez@ificers (Filed as Exhibit 10-A to Form 10-Q Regor the
Third Quarter ended April 30, 2008)*’

Computation of net earnings per share (See “Easriteg Share” in “Summary of Significant Accountfglicies” in Note
A in the Notes to Consolidated Financial Statementpage 31

Subsidiaries

Consent of PricewaterhouseCoopers |

Powers of Attorne'

Certification of Chief Executive Officer pursuant$ection 302 of the Sarba-Oxley Act of 2002
Certification of Chief Financial Officer pursuait $ection 302 of the Sarba-Oxley Act of 200z

Certifications of Chief Executive Officer and Chighancial Officer pursuant to 18 U.S.C. Sectiob@,3as adopted
pursuant to Section 906 of the Sarbi-Oxley Act of 200z

Exhibit has previously been filed with the Secestand Exchange Commission and is incorporatednhgyaeference as an exhit

Pursuant to the provisions of Regulation S-K 1tedi (®)(4)(iii)(A) copies of instruments defining thights of holders of certain long-
term debts of the Company and its subsidiariemardiled and in lieu thereof the Company agreefsitnish a copy thereof to the
Securities and Exchange Commission upon req

Denotes compensatory plan or management con

Note: Exhibits have been furnished only to the &iges and Exchange Commission. Copies will beiftivad to individuals upon reque
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Exhibit 3-A

RESTATED CERTIFICATE OF INCORPORATION
OF
DONALDSON COMPANY, INC.
FIRST. The name of this corporation iSORALDSON COMPANY, INC.”

SECOND. The registered office of the aogtion in the State of Delaware is 4305 LancaBtke, City of Wilmington, County of New
Castle; and the name of its registered agent &t address is Corporation Service Company.

THIRD. The nature of the business andotfijects and purposes proposed to be transactmapped and carried on are to do any an
of the things herein mentioned as fully and togame extent as natural persons might or couldido, v

To manufacture, buy, sell, distribute, nedirknd in any manner deal in and with, as manufactjobber, distributor, agent, or otherwise,
air cleaners for gas engines, spark-arresting evsgffbreathers, crank-case ventilating systemkirals of automotive and mechanical
devices, accessories, appliances, parts, tooldupt® and supplies, and all kinds of productsclagi and things used or useful in connection
with automobiles, tractors, trucks, buses, motdesgjanotor vehicles of any kind, boats, airplamesirships.

To carry on a general manufacturing andijadp business and any business incidental theraiseful in connection therewith.

To purchase, lease, hire or otherwise aeqeal and personal property, improved and unirgutpof every kind and description and to
sell, dispose of, lease, convey and mortgage sajuepty, or any part thereof; to acquire, holdsk&sananage, operate, develop, control, build,
erect, maintain for the purpose of said corporatimmstruct, reconstruct or purchase, either directthrough ownership of stock in any
corporation, any lands, buildings, offices, storesrehouses, mills, shops, factories, plants, nmachj rights, easements, permits, privileges,
franchises and licenses, and all other things winialy at any time be necessary or convenient foptinposes of the corporation; to sell, le
hire or otherwise dispose of the lands, buildingstber property of the corporation, or any paetréof.

To purchase or otherwise acquire, hold, sski or in any manner dispose of and to graetises or other rights therein and in any
manner deal with patents, inventions, improvements;esses, formulas, trade-marks, trade-naméss ragnd licenses secured under letters
patent, copyrights or otherwise; to enter into ang all license agreements and to pay royaltieetimeler.

To subscribe or cause to be subscribedhfat,to purchase and otherwise acquire, hold,asdign, transfer, mortgage, pledge, exchange
distribute and otherwise dispose of the whole

or any part of the shares of the capital stockdspnoupons, mortgages, deeds of trust, debentgesrities, obligations, evidences of
indebtedness, notes, good will, rights, assetspaoplerty of any and every kind or any part thedadny other corporation or corporations,
association or associations, now or hereafteriagisind whether created by the laws of the Stai@etdware, or of any other State, Territory
or Country, and to operate, manage and control pumberties, or any of them, either in the namsuah other corporation or corporations or
in the name of this corporation, and while owndrany of said shares of capital stock to exercistha rights, powers and privileges of
ownership of every kind and description includihg tight to vote thereon, with power to designat@e person for that purpose from time to
time to the same extent as natural persons migtuld do.

To manufacture, purchase, lease or otheraggjuire, hold, own, repair, mortgage, pledgetioerwvise hypothecate, sell, assign and
transfer, or otherwise dispose of, to invest, tradal in and deal with goods, wares and merchandidd real, personal and mixed property of
every class and description, wherever situatejimparticular lands, buildings, business concemsundertakings, book debts and claims,
and any interest in real or personal property,amdclaims against such property, or against anygoeor company, and to carry on any
business, concern or undertaking so acquired.

To acquire the good will, rights and prdpemnd to undertake the whole or any part of tleetssand liabilities, of any person, firm,
association or corporation; to pay for the sameash, the stock of this company, bonds or otherpwaskold or in any manner to dispose of
the whole or any part of the property so purchatedonduct in any lawful manner the whole or aayt pf any business so acquired and to
exercise all the powers necessary or conveniesaidhabout the conduct and management of such lsgs



To borrow money from and to lend moneyry ather corporation, or any firm, associationinglividual, including corporations in
which this corporation is interested as a stockéiotd otherwise.

To enter into, make and perform contra€every kind for any lawful purpose, without lingis to amount, with any person, firm,
association or corporation, town, city, countytestéerritory or government.

To draw, make, accept, endorse, discoxetge and issue promissory notes, drafts, bilexahange, warrants, debentures and other
negotiable or transferable instruments.

To issue bonds, debentures or obligatiowista secure the same by mortgage, pledge, detedlsbor otherwise.
To purchase, hold and reissue the shariés cdipital stock.

To carry on any or all of its operationsidnusiness and to promote its objects within tleeStf Delaware or elsewhere, without
restriction as to place or amount.

To carry on any other business in connadfierewith.

To do all and everything necessary, suitatbnvenient or proper for the accomplishmentgfat the purposes, or the attainment of any
one or more of the objects herein enumerated ddental to the powers herein named, or which sitediny time appear conducive or
expedient for the protection or benefit of the cogtion.

To do any or all of the things herein et to the same extent as natural persons migtdwad do and in any part of the world, as
principals, agents, contractors, trustees or otiservalone or in company with others.

The foregoing clauses shall be construeld &s objects and powers, and it is hereby expresslided that the foregoing enumeratiol
specific powers shall not be held to limit or regtin any manner the powers of this corporatiorg are in furtherance of, and in addition to,
and not in limitation of the general powers corddrby the laws of the State of Delaware.

It is the intention that the purposes, otg@nd powers specified in this Article Third atldsub-divisions thereof shall, except as
otherwise expressly provided, in nowise be limipedestricted by reference to or inference fromtdrens of any other clause or paragraph of
this article, and that each of the purposes, objaatl powers specified in this Article Third shmlregarded as independent purposes, objects
and powers.

FOURTH. The total number of shares o€ktof all classes which the Corporation shall hauthority to issue is 121,000,000 divided
into 1,000,000 shares of Preferred Stock of thevplre of $1.00 each and 120,000,000 shares of Gum8tock of the par value of
$5.00 each.

The designations and the powers, prefeeeand rights, and the qualifications, limitatiomgestrictions thereof, of each class of stock
are as follows:

The Board of Directors is expressly authediat any time, and from time to time, to providlethe issuance of shares of Preferred Stock
in one or more series, with such voting powerd,dulimited, or without voting powers and with sudesignations, preferences and relative,
participating, optional or other special rightsdaualifications, limitations or restrictions thefeas shall be stated and expressed in the
resolution or resolutions providing for the issbereof adopted by the Board of Directors, subj@thé limitations prescribed by law and in
accordance with the provisions hereof, includingt (bithout limiting the generality thereof) the lfmlving:

(a) The designation of the series anchtimaber of shares to constitute the se

(b) The dividend rate of the series, ¢tbnditions and dates upon which such dividendf b payable, the relation which such
dividends shall bear to the dividends payable gnadher class or classes of stock, and whether divitlends shall be cumulative or
nor-cumulative.

(c) Whether the shares of the seria#l ble subject to redemption by the corporation, #made subject to such redemption, the
times, prices and other terms and conditions dfi sedemption



(d) The terms and amount of any sinkimgdf provided for the purchase or redemption ofstineres of the serie

(e) Whether or not the shares of thiEzseshall be convertible into or exchangeablesfa@res of any other class or classes or of
any other series of any class or classes of stbttleccorporation, and, if provision be made fonweersion or exchange, the times,
prices, rates, adjustments and other terms andt@mrslof such conversion or exchan

() The extent, if any, to which theldhers of the shares of the series shall be entitlaate with respect to the election of
directors or otherwise

() The restrictions, if any, on the issur reissue of any additional Preferred St

(h) The rights of the holders of the gisanf the series upon the dissolution, liquidatmnyinding up of the corporatio

Subiject to the prior or equal rights, ifaof the Preferred Stock of any and all serietedgtand expressed by the Board of Directors il
resolution or resolutions providing for the issuaif such Preferred Stock, the holders of CommonkSthall be entitled (i) to receive
dividends when and as declared by the Board ofciire out of any funds legally available therefay,in the event of any dissolution,
liquidation or winding up of the corporation, taedve the remaining assets of the corporationbhataccording to the number of shares of
Common Stock held, and (iii) to one vote for edthre of Common Stock held. No holder of Common ISshall have any pre-emptive right
to purchase or subscribe for any part of any isustock or of securities of the corporation coribée into stock of any class whatsoever,

whether now or hereafter authorized.

FIFTH. The minimum amount of capital witthich it will commence business is one Thousanddt®($1,000.00).

SIXTH. The name and place of residenceazh of the incorporators are as follows:

NAME RESIDENCE

S.L. MACKEY WILMINGTON, DELAWARE
J. SKRIVAN WILMINGTON, DELAWARE
M. C. PALMATARY WILMINGTON, DELAWARE

SEVENTH. The existence of this corponati®to be perpetual.

EIGHTH. The private property of the stbolders of this corporation shall not be subjedh®payment of corporate debts to any e»
whatever.

NINTH. In furtherance and not in limitati of the powers conferred by the laws of the Sthieelaware, the board of directors is
expressly authorized:

To make, alter, amend and repeal the bg:law

To set apart out of any of the funds ofdbgporation available for dividends a reserveeserves for any proper purpose and to alter or
abolish any such reserve; to authorize and caulse &xecuted mortgages and liens upon the propedyranchises of this corporation.

To designate, by resolution passed by arityajof the whole board, one or more committe@sheto consist of two or more directors,
which committees, to the extent provided in suclohgion or in the by-laws of the corporation, $ihalve and may exercise any or all of the
powers of the board of directors in the manageroktite business and affairs of this corporation lagide power to authorize the seal of this
corporation to be affixed to all papers which meguire it.



From time to time to determine whether amd/hat extent and at what times and places andrumbdat conditions and regulations the
books and accounts of this corporation, or anyefit other than the stock ledger, shall be opehednispection of the stockholders, and no
stockholder shall have any right to inspect anyant or book or document of the corporation, exesptonferred by law or authorized by
resolution of the directors or of the stockholders.

To sell, lease or exchange all of its propand assets, including its good will and itspmoate franchises, upon such terms and
conditions and for such consideration, which maynb&hole or in part shares of stock in, and/oreotsecurities of, any other corporation or
corporations, when and as authorized by the affikmaote of the holders of a majority of the stéskued and outstanding having voting
power given at a stockholders’ meeting duly caftecthat purpose.

Directors need not be elected by ballot.

TENTH. In the absence of fraud, no carttca transaction between this corporation andahgr association or corporation shall be
affected by the fact that any of the directorsfficers of this corporation are interested in a directors or officers of such other association
or corporation, and any director or officer of thiporation individually may be a party to, or ntsyinterested in, any such contract or
transaction of this corporation; and no such cahta transaction of this corporation with any perer persons, firm, association or
corporation shall be affected by the fact that dingctor or officer of this corporation is a patty or interested in, such contract or transac
or in any way connected with such person or perdons, association or corporation; and each areheperson who may become a director
or officer of this corporation is hereby relievedrh any liability that might otherwise exist frotmus contracting with this corporation for the
benefit of himself or any person, firm, associatiwrcorporation in which he may be in any way iasted; provided, however, that in any
such case the fact of such interests shall beadiedIto the other directors or stockholders aatpmn or in reference to such contract or
transaction.

ELEVENTH. This corporation may in its Byws make any other provision or requirementsterrnanagement or conduct of the
business of this corporation, provided the

same be not inconsistent with the provisions af tairtificate or contrary to the laws of the St#t®elaware, or of the United States.

TWELFTH. This corporation reserves ttghtito amend, alter, change, add to or repeal emyigion contained in this Certificate of
Incorporation in the manner now or hereafter pibscrby statute, and all rights conferred uponceffs, directors, and stockholders hereir
granted subject to this reservation. Any actiorunegl or permitted to be taken by the stockholdéithis corporation must be effected at an
annual or special meeting of stockholders and noye effected by any consent in writing by suatksholders.

THIRTEENTH.

1. In addition to any affirmative vatuired by law or this Certificate of Incorporatj@nd except as otherwise expressly
provided in paragraph 2 of this Article Thirteer

(&) any merger, consolidation or slexehange of the corporation or any Subsidiary éesihafter defined) with any
Interested Stockholder (as hereinafter definedngrother corporation (whether or not itself aretasted Stockholder) which
is, or after such merger, consolidation or shasharge would be, an Affiliate (as hereinafter dedfinof an Interested
Stockholder; o

(b) any sale, lease, exchange, mortgalgdge, transfer or other disposition (in onadetion or a series of transactions)
to or with any Interested Stockholder or any A#fié of any Interested Stockholder of any assetiseo€orporation or any
Subsidiary having an aggregate Fair Market Valsen@einafter defined) of $10,000,000 or more

(c) the issuance or transfer by thepomtion or any Subsidiary (in one transaction sees of transactions) of any
securities of the corporation or any Subsidiargng Interested Stockholder or any Affiliate of dnterested Stockholder in
exchange for cash, securities or other propertya @mbination thereof) having an aggregate Fairkbtavalue of $5,000,000
or more; ol

(d) the adoption of any plan or propdsathe liquidation or dissolution of the corptican proposed by or on behalf of an
Interested Stockholder or any Affiliate of any Irtsted Stockholder; «

(e) any reclassification of securitfeluding any reverse stock split), or recapitaian of the corporation, or any
merger or consolidation of the corporation with afiyts Subsidiaries or any other transaction (Whebr not with or into or



otherwise involving an Interested Stockholder) vattias the effect, directly or indirectly, of incs@#g the proportionate share
of the outstanding shares of any class of equityoovertible securities of the corporation or amp$Sdiary which is directly or
indirectly owned by any Interested Stockholdermy Affiliate of any Interested Stockholde

shall require the affirmative vote of the holdefsat least 75% of the then outstanding sharespital stock of the corporation entitled
to vote in the election of directors (the “Votintp&k™), voting together as a single class (eachesb&Voting Stock having the number
of votes granted to it pursuant to Article Fourtiitos Certificate of Incorporation). Such affirmag vote shall be required
notwithstanding the fact that no vote may be regfljior that a lesser percentage may be specifyddwbor in any agreement with any
national securities exchange or otherw

The term “Business Combination” as usethis Article Thirteenth shall mean any transattichich is referred to in any one or
more of su-paragraphs (a) through (e) of this paragrar

2. The provisions of paragraph 1 of titicle Thirteenth shall not be applicable to @ayticular Business Combination, and
such Business Combination shall require only stifitntive vote as is required by law and any othevision of this Certificate of
Incorporation, if all of the conditions specifiedéither of the following si-paragraphs (a) or (b) are m

(a) The Business Combination shall Hasen approved by a majority of the Disinterest@édlors (as hereinafter
defined).

(b) All of the following conditions shdlave been me

(i) The aggregate amount of cash aed-tir Market Value as of the date of the consunmomaif the Business
Combination of consideration other than cash teelseived per share by holders of Common Stock ¢h 8usiness
Combination shall be at least equal to the highesshare price (including any brokerage commissitansfer taxes
and soliciting dealers’ fees) paid by the Interéstéockholder for any share of Common Stock acduiseit within the
two year period immediately prior to the first pigtdnnouncement of the proposal of the Businessiimation (the
“Announcement Date”) or in the transaction in whichecame an Interested Stockholder, whichevkigser, after
giving effect to any appropriate adjustment forcktdividends, stock splits and similar recapitdiizas.

(i) The aggregate amount of cash d&wedRair Market Value as of the date of the consutiomaf the Business
Combination of consideration other than cash teelseived per share by holders of shares of ang ofisutstanding
Preferred Stock (as hereinafter defined) shalltbesst equal to the higher of (A) the highestgiwre price (including
any brokerage commissions, transfer taxes andtiniclealers’ fees) paid by the Interested Stotdkdwofor any shares
of such class of Preferred Stock acquired by iv{ihin the two-year period immediately prior t&etAnnouncement
Date or (i) in the transaction in which it becaarelnterested Stockholder, whichever is highe(Bdrthe highest
preferential amount per share to which the holdéshares of such class of Prefer

Stock would be entitled in the event of any vaédum or involuntary liquidation, dissolution or vdimg up of the affairs
of the corporation, regardless of whether the BessnCombination to be consummated constitutesauelvent. The
provisions of this sub-paragraph (b)(ii) shall bguired to be met with respect to every class tftanding Preferred
Stock, whether or not the Interested Stockholdsrdraviously acquired any shares of a particules<bf Preferred
Stock.

(i) The consideration to be receivedhmders of a particular class of outstanding @t8tock shall be in cash
in the same form as the Interested Stockholdept@sously paid for shares of such class of Vofitgck. If the
Interested Stockholder has paid for shares of Eags©f Voting Stock with varying forms of considgon, the form of
consideration for such class of Voting Stock shalkither cash or the form used to acquire thee&ingumber of shares
of such class of Voting Stock previously acquirgdtb

(iv) A Proxy or information statemergsgribing the proposed Business Combination angbang with the
requirements of the Securities Exchange Act of 1&3dithe rules and regulations thereunder (or ahgexjuent



provisions replacing such Act, rules or regulatjostsall be mailed by the Company to public stockdd of the
corporation at least 30 days prior to the consuriumatf such Business Combination (whether or nohsaroxy or
information statement is required to be mailed pans$ to such Act or subsequent provisio
3. For the purposes of this Article Toéamth.
(a) “Persol” shall mean any individual, firm, corporation or etkentity.

(b) “Interested Stockhold” shall mean any person (other than the corporati@my Subsidiary) whc

(i) is the beneficial owner (as heréi@adefined) of more than 10% of the voting powethe outstanding Voting
Stock; or

(ii) is an Affiliate of the corporaticand at any time within the two-year period immegliaprior to the date in
guestion was the beneficial owner of 10% or morthefvoting power of the then outstanding Votingct or

(i) is an assignee of or has otheengscceeded to any shares of Voting Stock whicle wkany time within the
two-year period immediately prior to the date iregion beneficially owned by any Interested Stoddéig if such
assignment or succession shall have occurred iodhese of a transaction or series of transaction

involving a public offering within the meaning dfet Securities Act of 193
(c) A person shall be"beneficial owne” of any voting Stock
(i) which such person or any of its Afftes or Associates beneficially owns, directlyralirectly; or

(i) which such person or any of itdfilldites or Associates has, directly or indirec(l§) the right to acquire
(whether such right is exercisable immediately ™y @fter the passage of time), pursuant to angegent, arrangeme
or understanding or upon the exercise of convensgiris, exchange rights, warrants or options,tbeavise, or (B) the
right to vote pursuant to any agreement, arrangéoraimderstanding; ¢

(iii) which are beneficially owned, éatly or indirectly, by any other person with whiglich person or any of its
Affiliates or Associates has any agreement, arnangge: or understanding for the purpose of acquitidgling, voting or
disposing of any shares of Voting Sto

(d) For the purposes of determining thkea person is an Interested Stockholder purdoamtb-paragraph (b) of this
paragraph 3, the number of shares of Voting Steglted to be outstanding shall include shares deemeed through
application of sulparagraph (c) of this paragraph 3 but shall ndughe any other shares of Voting Stock which mayskeable
pursuant to any agreement, arrangement or unddistgror upon exercise of conversion rights, wasanm options, or
otherwise

(e) “Affiliate” or “Associate” shall he the respective meanings ascribed to such termRslie 12b2 of the General Rul
and Regulations under the Securities Exchange At®®4, as in effect on August 13, 19

(f) “Subsidiary” means any corporatimfwhich a majority of any class of equity secuigyowned, directly or indirectly,
by the corporation; provided, however, that for peposes of the definition of Interested Stockbokkt forth in sub-
paragraph (b) of this paragraph 3, the term “Sudasitishall mean only a corporation of which a midjoof each class of
equity security is owned, directly or indirectly the corporation

(g) The term “Disinterested Directoreams any member of the Board of Directors of thpa@tion (the “Board”) who
is unaffiliated with the Interested Stockholder avas a member of the Board prior to the time thatlhterested Stockholder
became an Interested Stockholder, and any succefsaddisinterested Director who is unaffiliatedhvihe Interested
Stockholder and is recommended to succeed a Dissiesl Director by a majority of Disinterested Dires then on the Boar




(h) The term “Fair Market Value” meafiin the case of stock, the highest closing gaiee during the 30-day period
immediately preceding the date in question of aesbésuch stock on the Composite Tape for New Ystdck Exchange-
Listed Stocks, or, if such stock is not quotedte €omposite Tape, on the New York Stock Exchaogef such stock is not
listed on such Exchange, on the principal Uniteate®t securities exchange registered under the iestxchange Act of 19!
on which such stock is listed, or, if such stockas listed on any such exchange, the highestraidsid quotation with respect
to a share of such stock during the 30-day periedgaling the date in question on the National Aission of Securities
Dealers, Inc. Automated Quotations System or astesy then in use, or if no such quotations ardalai, the fair market
value on the date in question of a share of sumtksis determined by the Board in good faith; aindh(the case of property
other than cash or stock, the fair market valusuch property on the date in question as determimgdod faith by a majority
of Disinterested Director:

(i) The term “Preferred Stock’ shallanethe Preferred Stock, Preference Stock and CtineiRreferred Stock and any
other class of preferred stock which may from timéme be authorized in or by the Certificate médrporation of the
Corporation and which by the terms of its issuasaecifically designated “Preferred Stock” forpaoses of this Article
Thirteenth.

() Inthe event of any Business Conaliion in which the corporation survives, the phrasmsideration other than cash”
as used in sub-paragraphs (b)(i) and (ii) of paplgr2 of this Article Thirteenth shall include tflgares of Common Stock
and/or the shares of any other class of VotinglStetained by the holders of such sha

4. Nothing contained in this Articleiftbenth shall be construed to relieve any InteeStockholder from any fiduciary

obligation imposed by lav

5. A majority of the Disinterested Diters shall have the power to interpret all oftidvens and provisions of this Article

Thirteenth and to make any other factual deterrionads is necessar

6. Notwithstanding any other provisiafshis Certificate of Incorporation, the By-LawEthe corporation (and notwithstanding

the fact that a lesser percentage may be spebifid¢alw, this Certificate of Incorporation or the Baws of the corporation), the
affirmative vote of the holders of 75% or more loé shares of Voting Stock, voting together as glsiolass, shall be required to
amend or repeal, or adopt any provisions inconsistéth, this Article Thirteenth; provided, howeyénat this paragraph 6 shall not
apply to, and such 75% vote shall not be requioedadny amendment, repeal or adoption unanimoaslgmmended by the Board of
Directors if all such directors are persons who Mdoe eligible to serve as Disinterested Directoithin the meaning of this Article
Thirteenth.

-10-

FOURTEENTH. No director of the corporatishall be personally liable to the corporatiotit®stockholders for monetary damage for
breach of fiduciary duty as a director, exceptlifaility (i) for any breach of the director’s dubf loyalty to the corporation or its
stockholders, (ii) for acts or omissions not in ddaith or which involve intentional misconductaknowing violation of law, (iii) under
Section 174 of the Delaware General Corporation,lawiv) for any transaction from which the directierived an improper personal

Dated: November 23, 200 /s/ Norman C. Linnel

Norman C. Linnel
Vice President and Secrete
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Exhibit 10-N

CONFORMED COP

DONALDSON COMPANY, INC.

$30,000,000
4.85% Senior Notes, Series 2004-A
Due December 17, 2011

SECOND SUPPLEMENT AND
FIRST AMENDMENT TO
NOTE PURCHASE AGREEMENT

Dated as of September 30, 2004

PPN: 257651 B*

SECOND SUPPLEMENT AND
FIRST AMENDMENT TO
NOTE PURCHASE AGREEMENT

THIS SECOND SUPPLEMENT AND FIRST AMENDMENIO NOTE PURCHASE AGREEMENT (this “Second Supplerigist
entered into as of September 30, 2004 between BemalCompany, Inc., a Delaware corporation (themiany”), each Purchaser listed in
the attached Schedule A (individually a “Purchaserd collectively, the “Purchasers”) and the oth@ders of outstanding Notes executing
the signature pages hereto for the purpose of igyée Section 1(c) hereof and the amendmentsadibte Purchase Agreement (the “other

noteholders”) contained herein.

RECITALS



A. The Company has previously ertén¢éo a Note Purchase Agreement dated as of Jylg998 with the institutions listed in
Schedule A thereto and a First Supplement to NotetRase Agreement dated as of August 1, 1998 Withristitutions named in Schedule A
thereto (as so supplemented, the “Note Purchaseefggnt”);

B. The Purchasers and other notefsldwn all of the Notes outstanding as set forttné attached Schedule B;

C. The Company has entered intora@raled and restated credit agreement with its bdwakprovides, among other things, for the
obligations of the Company thereunder to be guarddity certain Subsidiaries of the Company; and

D. The Company desires to issuesatid and the Purchasers desire to purchase, atioaddiseries of Notes (as defined in the Note
Purchase Agreement) pursuant to the Note Purchgseefent and in accordance with the terms set batibw;

NOW, THEREFORE, the Company, the Purchasedsthe other noteholders agree as follows:

1. Authorization of the New Series of Notes; Subsili@uaranty; Releas.

(a) _Description of Series 2608MNotes. The Company has authorized the issue and §&8@0¢000,000 aggregate principal
amount of Notes to be designated as its 4.85% Sbiates, Series 2004-A, due December 17, 2011“8hdes 2004-A Notes,” such
term to include any such Notes issued in substituierefor pursuant to Section 13 of the Note Rase Agreement). The Series 2004-
A Notes shall be substantially in the form setiauExhibit 1(a), with such changes therefrom, if a;s may be approved by the
Purchasers and the Compa

(b) _Subsidiary GuarantiesAll of the outstanding Notes and the Series22B(Notes, will be guarantied by the Subsidiary
Guarantors pursuant to a guaranty substantialiiggrform set out in Exhibit 1(b) (tt“ Subsidiary Guaran”).

(c) _Release of Subsidiary Guarantfzach holder of a Note agrees to release antialige a Subsidiary Guarantor from the
Subsidiary Guaranty upon written request of the Gamy, provided that (i) such Subsidiary has beenpacurrently with the release
by the holders of Notes, will be released and @isghd as guarantor under and in respect of theitGxgebement and any other
Indebtedness of the Company; (ii) such released@utharge is not part of a plan of financing thattemplates such Subsidiary
Guarantor guaranteeing any other Indebtednesed@timpany or becoming a borrower under the Cregliedment; (iii) no Default ¢
Event of Default exists or will exist immediatelglibwing such release and discharge; (iv) if arg/ ée other consideration is paid or
given to any holder of Indebtedness in connectidh such release, other than the repayment ofrallmortion of such Indebtedness,
each holder of a Note receives equivalent consiidgran a pro rata basis; and (v) at the time ehswritten request, the Company
delivers to each holder of Notes a certificate Bfesponsible Officer certifying the matters settfan clauses (i) through (iv

2. _Sale and Purchase of Series 200dbtes. Subject to the terms and conditions of thisogBdcSupplement and the Note Purchase
Agreement, the Company will issue and sell to thecRasers, and the Purchasers will purchase fren@ttimpany, at the Closing provided
in Section 3, Series 2004-A Notes in the princgrabunt specified opposite their names in the at@&thedule A at the purchase price of
100% of the principal amount thereof. The obligasiof the Purchasers hereunder are several ajdimobdbligations and no Purchaser shall
have any liability to any Person for the performeaonc non-performance by any other Purchaser heezund

3. _Closing The sale and purchase of the Series 2004-AsNotbe purchased by the Purchasers shall octhe affices of Gardner
Carton & Douglas LLP, Suite 3700, 191 North WadReive, Chicago, lllinois 60606 at 9:00 a.m., Chioagne, at a closing on December
2004 (the “Closing”) or on such other Business Brereafter, not later than December 31, 2004, ashaagreed upon by the Company and
the Purchasers. At the Closing the Company willveelto each Purchaser the Series 2004-A Notes fmubchased by it in the form of a
single Note (or such greater number of Series 200¢btes in denominations of at least $500,000 asPthrchasers may request) dated the
date of the Closing and registered in its namén(tlhe name of its nominee), against delivery ls/Rlurchasers to the Company or its order of
immediately available funds in the amount of thechase price therefor by wire transfer of immedjatevailable funds for the account of the
Company to account number 1502-5005-4130 at US Bavllnneapolis, US Bank Place, 601 Second AvenugtS®inneapolis, MN
55402, ABA No. 0910-0002-2. If at the Closing then@pany shall fail to tender such Series 2004 NmtesPurchaser as provided above in
this Section 3, or any of the conditions specifie@ection 4 of the Note Purchase Agreement, asfiredar expanded by Section 4 hereof,
shall not have been fulfilled to such Purchaseatsstaction, such Purchaser shall, at its electi@relieved of all further obligations under
this Agreement, without thereby waiving any rightsay have by reason of such failure or such nidififoent.




4. _Conditions to Closing Each Purchaser’s obligation to purchase andqrahe Series 200A-Notes to be sold to it at the Closing
subject to the fulfillment to its satisfaction, @rito or at the Closing, of the conditions setHart Section 4 of the Note Purchase Agreement,
as hereafter modified, and to the following additibconditions:

(@) References in Section 4 of the Nitiechase Agreement to “Series 1998-A Notes” dfemtleemed to be references to the
Series 2004-A Notes and references to the “Closshgill be deemed to refer to the Closing as suah iedefined in this Second
Supplement

(b) The legal opinions, and forms tleérealled for by Section 4.4 of the Note PurchAgeesement shall be appropriately
modified to reflect this Second Supplement andttéesactions contemplated herein, including tha@igation, execution and
enforceability of the Subsidiary Guaranty and otinatters related theret

(c) Atleast three Business Days pdathe date of the Closing, each Purchaser she#l heceived a copy of written instructions
signed by a Responsible Officer on letterhead @fGbmpany confirming the information specified gcgon 3 including (i) the name
and address of the transferee bank, (ii) suchfeess bank’s ABA number and (iii) the account naand number into which the
purchase price for the Notes is to be depos

(d) Each Subsidiary Guarantor shallehexecuted and delivered the Subsidiary Guararttyeanh Purchaser and each other
holder of Notes shall have received an executedteopart thereof; an

(e) The Purchasers and their special ®elshall have been provided with a copy of thecetexl Credit Agreemer

5. _Representations and Warranties oCiiapany. The Company represents and warrants to thenBsecs that each of the
representations and warranties contained in Sebtifrthe Note Purchase Agreement is true and cioaeof the date hereof (a) except that
all references to “Purchasers” and “you” thereiallshe deemed to refer to the Purchasers and eachdser hereunder, all referencesthis*
Agreement’shall be deemed to refer to the Note Purchase Awggetas supplemented and amended by this Secomieghgnt, all referenct
to “Notes” therein shall be deemed to include thaes 2004A Notes, and (b) except for changes to such reptasens and warranties or t
Schedules referred to therein, which changes arferk in the attached Schedule 5. Section 5 efNbte Purchase Agreement also is
amended to modify or add the following represeatetiand warranties:

(@) Section 5.3 is amended to read imntiety as follows
5.3 Disclosure.

Except as disclosed in Schedule 5.3,exedpt for projections, as to which no represemtadr warranty is made other
than as stated in the ne¢

sentence, this Agreement, the documents, catiéficor other writings delivered to you by or ohdléof the Company in
connection with the transactions contemplated heriebluding the financial statements listed in &dhle 5.5, taken as a whc
do not contain any untrue statement of a mateaiztl dr omit to state any material fact necessarngake the statements therein
not misleading in light of the circumstances undhich they were made. The projections includedaraterials delivered to
you by or on behalf of the Company are based ol daith estimates and assumptions that the Combaligves art
reasonable. Except as expressly described in SkthBdj or in one of the documents, certificatestber writings identified
therein, or in the financial statements listed éh&lule 5.5, since July 31, 2003, there has beehaage in the financial
condition, operations, business, properties orgeots of the Company or any Subsidiary, exceptgésthat individually or in
the aggregate could not reasonably be expecteavi® & Material Adverse Effect. There is no factwnao the Company that
could reasonably be expected to have a MateriabfsvEffect that has not been set forth herein tire other documents,
certificates and other writings delivered to youdsyon behalf of the Company specifically for useonnection with the
transactions contemplated here

(b) Section 5.14 is amended to redtkientirety as follows (and all references theteithe 1998-A Notes shall be deemed to
refer to the Series 20-A Notes):

5.14. Use of Proceeds; Margin Regulations
The Company will apply the proceeds &f shle of the Series 1998-A Notes to the repaywfemidebtedness to banks. No

part of the proceeds from the sale of the Seri@84¥9Notes hereunder will be used, directly or redtly, for the purpose of
buying or carrying any margin stock within the miegnof Regulation U of the Board of Governors of ffederal Reserve



System (12 CFR 221), other than repurchases of stiothe Company that are in compliance with RetjoaU, or for the
purpose of buying or carrying or trading in anywéies under such circumstances as to involveCimpany in a violation of
Regulation X of said Board (12 CFR 224) or to imeoany broker or dealer in a violation of Regulatioof said Board (12
CFR 220). Margin stock does not constitute more tta6 of the value of the consolidated assetseothmpany and its
Subsidiaries and the Company does not have angmrggention that margin stock will constitute 29¥amore of the value of
such assets. As used in this Section, the témmasgin stock” and“purpose of buying or carrying” shall have the meanings
assigned to them in said Regulation

(c) Section 5.16 is amended to readkiemtirety as follows

5.16. Foreign Assets Control Regulation&nti-Terrorism Order, etc.

Neither the sale of the Notes by the Camyphereunder nor its use of the proceeds theridlofialate (a) the Trading with
the Enemy Act, as amended, (b) any of the foregge® control regulations of the United StatesSingaDepartment (31 CFR,
Subtitle B, Chapter V, as amended) or any enalbéigiglation or executive order relating theretd,tbe Anti-Terrorism Order
or (d) the United States Foreign Corrupt Practietsof 1977, as amended. Without limiting the fasegy, neither the Compa
nor any Subsidiary (i) is a blocked person desdringhe Specially Designated Nationals and BlodRedsons List of the
Office of Foreign Assets Control or in Section lthed Anti-Terrorism Order or (ii) to the knowledgéthe Company, engages
in any dealings or transactions, or is otherwis®eisited, with any such person. The Company aruitsidiaries are in
compliance, in all material respects, with all aggdble provisions of the USA Patriot Ai

(d) A new Section 5.19 is added to nedits entirety as follows
5.19. Solvency of Subsidiary Guarantors.

After giving effect to the transactiorentemplated herein and after giving due considemét any rights of contribution
(i) the fair value of the assets of each Subsid@marantor (both at fair valuation and at presaintdaleable value) exceeds its
liabilities, (ii) each Subsidiary Guarantor is alideand expects to be able to pay its debts asrttatyre, and (iii) each
Subsidiary Guarantor has capital sufficient toxam its business as conducted and as proposezidortdluctec

6. _Representations of the PurchaseEach Purchaser confirms to the Company thatapeesentations set forth in Section 6.1 of the
Note Purchase Agreement are true and correctigstaept that all references thereir‘you” therein shall be deemed to refer to each
Purchaser hereunder, and all references to “S&®@8-A Notes” therein shall be deemed to inclugeSkries 2004-A Notes. Each Purchaser
also represents to the Company that it is an “aiter@ investor” as that term is defined in Rule &) Df Regulation D under the Securities
Act. Section 6.2 of the Note Purchase Agreemealriended to read in its entirety, which is confirrbgdeach Purchaser:

6.2. Source of Fund:

Each Purchaser represents that that atdeasof the following statements is an accurapeagentation as to each sourci
funds (a“ Sourc(’) to be used by it to pay the purchase price of tb$lto be purchased by it hereuns

(a) the Source is an “insurance compgemeral account’as the term is defined in the United States Depantra
Labor’s Prohibited Transaction Exemption (“PTE”"}68) in respect of which the reserves and liakgitfas defined by
the annual statement for life insurance comparppsawved by the National Association of Insura

Commissioners (the “NAIC Annual Statementt) the general account contract(s) held by or emallf of any employe
benefit plan together with the amount of the resgand liabilities for the general account con{sdield by or on
behalf of any other employee benefit plans maieidiny the same employer (or affiliate thereof dmdd in PTE 95-
60) or by the same employee organization in theggmccount do not exceed 10% of the total reseamd liabilities of
the general account (exclusive of separate acdwlnlities) plus surplus as set forth in the NAM@nual Statement file
with its state of domicile; c



(b) the Source is a separate accoattishmaintained solely in connection with its fixeontractual obligations
under which the amounts payable, or credited, yoesmployee benefit plan (or its related trust) thes any interest in
such separate account (or to any participant oefi@ary of such plan (including any annuitant)¢ aiot affected in any
manner by the investment performance of the sepa@ount; o

(c) the Source is either (i) an insee@nompany pooled separate account, within the imgafi PTE 90-1 (issued
January 29, 1990), or (ii) a bank collective inwesnt fund, within the meaning of PTE 91-38 (issAedust 12, 1991)
and, except as it has disclosed to the Companyitmg/pursuant to this paragraph (c), no employeeefit plan or
group of plans maintained by the same employenmi@yee organization beneficially owns more thafoldr all assets
allocated to such pooled separate account or tekeimvestment fund; ¢

(d) the Source constitutes assets dirmestment fund” (within the meaning of Part VBTE 84-14 (the “QPAM
Exemption”)) managed by a “qualified professionsdet manager” or “QPAM” (within the meaning of Pdrof the
QPAM Exemption), no employee benefit plamissets that are included in such investment fuhdn combined with tt
assets of all other employee benefit plans estaddi®r maintained by the same employer or by aliaddf (within the
meaning of Section V(c)(1) of the QPAM Exemptiofisach employer or by the same employee organizatial
managed by such QPAM, exceed 20% of the totaltctissets managed by such QPAM, the conditions vfi@xand
(g) of the QPAM Exemption are satisfied, neither @QPAM nor a person controlling or controlled bg QPAM
(applying the definition of “control” in Section ¥] of the QPAM Exemption) owns a 5% or more inteiieshe
Company and (i) the identity of such QPAM and i@ names of all employee benefit plans whose aissetincluded i
such investment fund have been disclosed to thep@oynin writing pursuant to this clause (d);

(e) the Source constitutes assets'plaa(s)” (within the meaning of Section IV of PTB-23 (the “INHAM
Exemptior”))

managed by an “in-house asset manager” or “INHAWithin the meaning of Part IV of the INHAM exenmat), the
conditions of Part I(a), (g) and (h) of the INHAMk&mption are satisfied, neither the INHAM nor agoer controlling o
controlled by the INHAM (applying the definition &ééontrol” in Section 1V(h) of the INHAM Exemption) owns a 586
more interest in any Obligor and (i) the identifysach INHAM and (ii) the name(s) of the employeméfit plan(s)
whose assets constitute the Source have beengdiddio the Company in writing pursuant to this séa(e); ol

(f) the Source is a governmental plar

(g) the Source is one or more empldyareefit plans, or a separate account or trust éamdprised of one or more
employee benefit plans, each of which has beertifaghto the Company in writing pursuant to thesragraph (g); o

(h) the Source does not include assfedigy employee benefit plan, individual retiremaatount or other
arrangement subject to the prohibited transactitesrunder ERISA or the Coc
As used in this Section 6, the terms “employagefieplan”, “governmental plan” and “separate agu shall have the
respective meanings assigned to such terms indbegtbf ERISA.

7. _Scheduled Prepayments of the Sefiéd-2 Notes. No regularly scheduled prepayments are dudeiseries 2004-A Notes prior
to their stated maturity.

8. _Section 10 of Note Purchase AgreemeS8ection 10 of the Note Purchase Agreement enaed as follows:

(8) Schedule 10.. Schedule 10.2 is replaced by Schedule 10.Risdstecond Supplemel

(b) New Section 10.. A new Section 10.9 is added to read in itsretytias follows

10.9. Additional Subsidiary Guarantors

The Company will cause any Subsidiary iharganized under the laws of any state or gtirésdiction of the United
States and that (whether or not required by thragef the Credit Agreement) is to guarantee, Irehiess in respect of the
Credit Agreement, to enter into the Subsidiary @ogyr concurrently therewith and as a part therealdiver to each of holder
of the Notes

(@) a copy of an executed JoindehéoSubsidiary Guarant



(b) a certificate signed by a Resiole Officer of the Company or of such Subsidieopfirming the accuracy
of the representations and warranties in paragrégthbrough (g) of the Joinder to the Subsidianafnty, with respect
to such Subsidiary and the Subsidiary Guaranty r@ates to such Subsidiary, as applicable;

(c) an opinion of counsel (who maycbensel for the Company) reasonably satisfactothé¢ Required Holde
addressed to each holder of the Notes to the dffatthe Subsidiary Guaranty of such Subsidias/deen duly
authorized, executed and delivered and that thei8ialoy Guaranty constitutes the legal, valid amaling contract and
agreement of such Subsidiary enforceable agaieht Subsidiary in accordance with its terms, exespénforcement of
such terms may be limited by bankruptcy, insolvefi@udulent conveyance and similar laws affecthmgenforcement
of creditor’ rights generally and by general equitable pringy

9. _Section 11 of the Note Purchase Agment. Section 11 of the Note Purchase Agreement is detkas follows:

(a) Section 11(c. Section 11(c) is amended to read in its eptiastfollows:

(c) the Company defaults in the parfance of or compliance with any term containedant®n 7.1(e) or Sections 10.1
through 10.9; o

(b) Section 11(e. Section 11(e) is amended to read in its egtastfollows:

(e) any representation or warranty maderiting by or on behalf of the Company or anybSidiary Guarantor or by ar
officer of the Company or any Subsidiary Guaraimdhis Agreement or in the Subsidiary Guarantynaany writing furnished
in connection with the transactions contemplate@line proves to have been false or incorrect inraaterial respect on the d.
as of which made; ¢

(c) New Section 11(k. A new Section 11(K) is added to read in itsretyt as follows:

(9] any Subsidiary Guarantor defair the performance of or compliance with anynteontained in the Subsidiary
Guaranty or the Subsidiary Guaranty ceases to hdliforce and effect, except as provided in Saetl(c) of the Second
Supplement, or is declared to be null and void ll or in material part by a court or other goveental or regulatory
authority having jurisdiction or the validity or fenceability thereof shall be contested by the Canypor any Subsidiary
Guarantor or any of them renounces any of the sardenies that it has any or further liability thender.

10. _Section 15.1 of the Note Purchaseefigpent Section 15.1 of the Note Purchase Agreememtisnded to read in its entirety as
follows:

15.1. Transaction Expenses.

Whether or not the transactions contetedlaereby are consummated, the Company will gagoats and expenses
(including reasonable attorneys’ fees of one speoiansel for you and the Other Purchasers collelstiand, if reasonably
required, local or other counsel) incurred by yod aach Other Purchaser or holder of a Note inection with such
transactions and in connection with any amendmaeraiers or consents under or in respect of thissAment, the Notes or tl
Subsidiary Guaranty (whether or not such amendmeaitier or consent becomes effective), includiag:tfie costs and
expenses incurred in enforcing or defending (oemteining whether or how to enforce or defend) aghts under this
Agreement, the Notes or the Subsidiary Guaranty ogsponding to any subpoena or other legal psooesformal
investigative demand issued in connection with &gseement, the Notes or the Subsidiary Guaramthyaeason of being a
holder of any Note and (b) the costs and expemsgsding financial advisors’ fees, incurred in oation with the insolvency
or bankruptcy of the Company or any Subsidiarynazannection with any work-out or restructuringloé transactions
contemplated hereby and by the Notes and the Sabsi@uaranty. The Company will pay, and will sax® and each other
holder of a Note harmless from, all claims in re$mé any fees, costs or expenses if any, of boked finders (other than



those retained by you

11. _Definitions; Schedule.B The following definitions in Schedule B are arded in their entirety or the following new definits are
added to Schedule B, in the appropriate alphabatider:

“Anti-Terrorism Order” means Executive Order 13224 of September 23, 20fdkiBg Property and Prohibiting
Transactions With Persons Who Commit, Threatenaim@it, or Support Terrorism (66 Fed. Reg. 49079D12N

“Credit Agreement” means the Amended and Restated Credit Agreemezt datof September 2, 2004 among the
Company, various subsidiaries of the Company, TaekBf Tokyo-Mitsubishi, Ltd., Chicago Branch, Ly TSB Bank plc,
and U.S. Bank National Association, as Syndication Agents, Bank of America, N.A., as Adisirative Agent and L/C Issu
and the other Lenders party thereto and Banc ofrisa&ecurities LLC, as Sole Lead Arranger and 8olek Manager, as
such agreement may be hereafter amended, modiisidited, supplemented, refinanced, increasediaced from time to
time, and any successor credit agreement or sifaitdlities.

“INHAM Exemption " is defined in Section 6.2(e) of the Second Suppién

“Material Adverse Effect” means a material adverse effect on (a) the busiopesations, affairs, financial condition,
assets or properties of the Company and its ResiriBubsidiaries taken as a whole, or (b) thetgtufithe Company to perfor
its obligations under this Agreement and the Nategc) the ability of any Subsidiary Guarantoptrform its obligations und
the Subsidiary Guaranty, or (d) the validity oramgability of this Agreement, the Notes or the Sdiary Guaranty

“NAIC Annual Statement” is defined in Section 6.2(a) of the Second Supplen

“Priority Debt” means, as of any date, the sum (without duplicatibifa) unsecured Indebtedness of Domestic Résst
Subsidiaries on such date (other than (i) Indelgssliowed to the Company or another Restricted &iabgi(ii) Indebtedness ¢
a Person outstanding at the time such Person igadar consolidated with, or becomes, a RestriStdsidiary) and
(iii) Guaranties by a Subsidiary Guarantor of theé¢ and of Indebtedness in respect of the Cragliéédment and (b)
Indebtedness of the Company and its Domestic Re=sdriSubsidiaries secured by Liens permitted byi&et0.2(j) on such
date.

“QPAM Exemption” is defined in Section 6.2(d) of the Second Supptén

“Second Supplement’means the Second Supplement and First Amendm&dtePurchase Agreement dated as of
September 30, 2004 between the Company and thédaens and other holders of Notes named in Schedudad B theretc

“ Significant Subsidiary” means, as of the date of determination, (a) angi8iasiny Guarantor and (b) any other Restri
Subsidiary the assets or revenues of which acdountore than 10% of the Consolidated Total Asséthe Company and its
Restricted Subsidiaries at the end of the mositgcended fiscal period or more than 10% of thestdidated revenues of the
Company and its Restricted Subsidiaries for thetmea®ntly completed four fiscal quarte

“Subsidiary Guarantor” means Donaldson Capital, Inc., a Minnesota cororand a Subsidiary, and any other
Subsidiary that is organized under the laws ofstaye or other jurisdiction of the United Stated Hrat hereafter becomes a
party to the Subsidiary Guaran

“ Subsidiary Guaranty” is defined in Section 1(a) of the Second Supplen

-10-

“USA Patriot Act” means Public Law 107-56 of the United States of Arag United and Strengthening America by
Providing Tools Required to Intercept and Obstiitatorism (USA PATRIOT) Act of 200!

In addition, the reference “the date of this Agreeme” in clause (d) of the definition ¢ Restricted Investmer” is amended to refer “the



date of the Second Supplement” and Schedule Bathended by substituting therefor Schedule B-1i®Skcond Supplement.

12. _Applicability of Note Purchase Agmeent. Except as otherwise expressly provided heiwin €xpressly permitted by the Note
Purchase Agreement), all of the provisions of tleéeNPurchase Agreement are incorporated by refereeiein and shall apply to the Series
2004-A Notes as if expressly set forth in this Sapgent and, except as so provided or where theegbotherwise requires, references in the
Note Purchase Agreement“Series 1998-A Notes” and to the “Notes” shall le=ihed to refer to the Series 2004-A Notes andclade the
Series 2004-A Notes.

-11-

IN WITNESS WHEREOF, the Company, the Pusea and the other noteholders have caused thim&&upplement to be executed
and delivered as of the date set forth above.

DONALDSON COMPANY, INC.

By: /sl William M. Cook

Name: William M. Cook
Title: President & CEC

METROPOLITAN LIFE INSURANCE
COMPANY

By: /sl Timothy Powel



Name: Timothy Powell
Title:  Director

STATE FARM LIFE INSURANCE
COMPANY

By: sl Jeff Attwooc

Name: Jeff Attwood
Title:  Investment Office

By: /sl Larry Rottundi

Name: Larry Rottunde
Title:  Assistant Secretal

S-3




The undersigned holders of Series 1998-feblbave caused this Second Supplement to be exesniely for the purpose of agreeing to
the provisions of Section 1(c) and consenting eoaimendments to the Note Purchase Agreement prbfadén this Second Supplement.

PRINCIPAL LIFE INSURANCE
COMPANY,

ON BEHALF OF ONE OR MORE
SEPARATE ACCOUNTS

By: Principal Global Investors, LLC,
a Delaware limited liability company,
its authorized signatol

By: /s/ Douglas A. Dree

Its: Douglas A. Drees, Couns

By: /s/ Joellen J. Wat

Its: Joellen J. Watts, Couns

S-4

MIDLAND NATIONAL LIFE INSURANCE
COMPANY

By: Midland Advisors Company, as age

By: /sl Tyson Rehfel

Name: Tyson Rehfelc
Title:  Vice Presiden



S-5

AMERITAS LIFE INSURANCE CORP

By: Ameritas Investment Advisors, Inc.,
as agen

By: /sl Andrew S. Whit

Name: Andrew S. White
Title:  Vice Presiden

AMERITAS VARIABLE LIFE INSURANCE

COMPANY
By: Ameritas Investment Advisors, Inc.,
as agen

By: /sl Andrew S. Whit

Name: Andrew S. White
Title:  Vice Presiden

Schedule A t
Second Suppleme

INFORMATION RELATING TO PURCHASERS

Principal Amount of Series
Name of Purchaser 2004-A Notes to be Purchased

Metropolitan Life Insurance Compal $15,000,00(

METROPOLITAN LIFE INSURANCE COMPANY
1 MetLife Plaza

27-01 Queens Plaza North

Long Island City, New York 11101

(Securities to be registered in the name of MetitgpoLife Insurance Company)

(1)  All scheduled payments of principal and interestiine transfer of immediately available funds



Bank Name JPMorgan Chase Bai

ABA Routing #: 021-00C-021

Account No.: 002-2-410591

Account Name Metropolitan Life Insurance Compal

Ref: Donaldson Company 4.85% Senior NoteseS&t004-A due

December 17, 201

with sufficient information to identify the sow@nd application of such funds, including issB&N#, interest rate, maturity and
whether payment is of principal, interest, make taomount or otherwis:

For all payments other than scheduled paymentsinéipal and interest, the Company shall seekuctions from the holder, and in
the absence of instructions to the contrary, wdkensuch payments to the account and in the maehéorth above

(2)  All notices and communication

Metropolitan Life Insurance Company
Investments, Private Placements

10 Park Avenue

Morristown, New Jersey 07962-1902
Attention: Director

Facsimile (973) 35-4250

Schedule A

With a copy OTHER than with respect to deliveries of finana&tementto:

Metropolitan Life Insurance Company

10 Park Avenue

Morristown, New Jersey 07962-1902

Attention: Chief Counsel-Securities InvestmentsI{BR
Facsimile (973) 35-4338

3) Original notes delivered t
Metropolitan Life Insurance Company
Securities Investments, Law Department
10 Park Avenue
Morristown, New Jersey 07962-1902
Attention: Sandip Khosla, Es

(4)  Taxpayer I.D. Number: -558182¢

-2-
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INFORMATION RELATING TO PURCHASERS

STATE FARM LIFE INSURANCE COMPANY
TAX ID #37-0533090

Participation/Series: $15,000,000/2004-A

Wire Transfer Instructions:

JPMorganCha:

ABA# 021000021

Attn: SSG Private Income Process

AIC# 900 9 00020(

For further State Farm Life Insurance Company

credit to: Custody Account # G068¢

RE: PPN #: 257651 B* 9 Rate: 4.85% Maturity Date: 1211:

Send notices, financial statements, officer’s ceficates and other correspondence to:

State Farm Life Insurance Company
Investment Dept. E-8

One State Farm Plaza

Bloomington, IL 6171(

Send confirms to:

State Farm Life Insurance Company
Investment Accounting Dept. D-3
One State Farm Plaza

Bloomington, IL 6171(

Send the original security (via registered mail) to

JPMorganChase

Attn: Barbara Walsh

(North America Insurance)

3 Chase Metrotech Center-5th Floor
Brooklyn, New York 1124!

Schedule A t
Second Suppleme

Send an additional copy of the original security pis an original set of closing documents and two ctarmed copies of the Note

Purchase Agreement to:

State Farm Insurance Companies
One State Farm Plaza
Bloomington, Illinois 61710
Attn: Investment Legal E-3
Larry Rottunda, Investment Cour

-3-
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Holder

Principal Amount

6.20% Senior Notes,
Series-1998-A,

6.31% Senior Notes,
Series-1998-A,

6.39% Senior Notes,

Tranche 1 Tranche 2 Series 1998-B
Metropolitan Life Insurance Compa $ 22,000,00 $ 25,000,00
Principal Life Insurance Compal $ 10,000,00
Midland National Life Insurance Compan 5,000,001
State Farm Life Insurance Compse 5,000,001 5,000,001
Ameritas Life Insurance Compal 2,000,001
Ameritas Variable Life Insurance Compa 1,000,00!
Total $ 23,000,00 $ 27,000,00 $ 25,000,00
* Beneficial owner. Registered in the name of Har€o.
Schedule B
Schedule Bt tc
Second Suppleme
EXISTING INVESTMENTS
Investment in Advanced Filtration Systems | 9,594,001
Investment in PT Panata Jaya Man 4,186,001
Investment in Rashed-Rashed & Sor-Donaldson Ltd 761,00(
Investment in Onboard Technolog 200,00(
Loan to Jay Ward in the amount 10,00¢(
Loan to My«Tec Sales, Inc. in the amount 292,00(



Schedule B-1

Schedule 5t
Second Suppleme

EXCEPTIONS TO REPRESENTATIONS
AND WARRANTIES

Section 5.4. Schedule 5.4 is replaced by Schedule 5.4 td3&&ond Supplement.
Section 5.5. Schedule 5.5 is replaced by Schedule 5.5 td3b&ond Supplement.
Section 5.8. Schedule 5.8 is replaced by Schedule 5.8 td3&&ond Supplement.
Section 5.9. Reference to December 31, 1990 shall be deeoneder to July 31, 2000.
Section 5.11. Schedule 5.11 is replaced by Schedule 5.1lisgdSdcond Supplement.
Section 5.13. Reference to the number 42 shall be deemeddpte4.

Section 5.15. Reference to April 20, 1998 shall be deemectterrto July 31, 2004 and Schedule 5.15 is replag#dSchedule 5.15
this Second Supplement.

Schedule 5

Schedule 5.3 1
Second Suppleme

DISCLOSURE MATERIALS



Offering Memorandum dated July 2004 with respe¢chtoAmended and Restated Credit Agreement datedi@ber 2, 2004.

Schedule 5.3

Schedule 5.4 1
Second Suppleme

SUBSIDIARIES AND OWNERSHIP OF SUBSIDIARY STOCK
0] Subsidiaries
*Unless otherwise noted, all listed subsidiaries@vned 100% by Donaldson Company, Inc. or a Sigrgidf the Donaldson Company, Inc.

Donaldson Capital, Inc. (Minnesota, U.S.A.)
Nippon Donaldson, Ltd. (Japa
Donaldson Korea Company, Ltd. (Republic of Southe&)
Donaldson Filtration (Asia Pacific) Pte. Ltd. (Sampre)
Donaldson Australasia Pty, Ltd. (Australia)
Donaldson India Filter Systems Private Limited {&)d
P.T. Donaldson Systems Indonesia (Indon&siges net ownership by the Donaldson Company) Inc.
ASHC, Inc (U.S.A))
Prestadora de Servicios Aquas S. dedrRIC.V. (Mexico)

Donaldson Filtration Industrial S. de R.L. de C(Mexico)
Donaldson S.A. de C.V. (Mexico)
DIEMO S.A. de C.V. (Mexico)

Donaldson Sales, Inc. (Barbados)

Donaldson do Brazil M&E Limitida (Brazil)

Donaldson Filtration Systems Pty, Ltd. (South Adjic

Donaldson Canada, Inc. (Canada)

ultrafilter Pty, Ltd (Australia)

ultrafilter Co Ltd. (Thailand)

Donaldson Filtration Inc. (Phillipines)

Donaldson Filtration sdn hdn (Malaysia)

PT ultrafilter (Indonesia)

ultrafilter Pte Ltd.

-Donaldson Luxembourg S.a.r.l. (Luxembourg)
Donaldson Coordination Center, B.V.B(Belgium)
Donaldson Torit, B.V. (Netherlands)

Donaldson Nederland B.V. (iNetands)
ultrafilter B.V. (Netherlanc



Donaldson Schweiz GmbH (Seiitznd)

ultrafilter AG (Switzerland)

Donaldson Filtre Sistemleiddret Ltd Sirketi (Turkey)
ultrafilter s.r.o. (Slovakia)

ultrafilter sp. zoo (Poland)

Schedule 5.4

Donaldson Polska sp. zoo Rd)

ultrafilter AS (Norway)

Donaldson Italia Srl (Italy)

Donaldson Filtration OstecteGmbH (Austria)
ultrafilter s.1. (Spain)

ultrafilter s.r.o (Czech Répa)

Donaldson Czech Republic @zRepublic)

Donaldson France, S.A.S. ifEe
Tecnov Donalds8m\.S. (France)
ultrafilter S.A.@rance)
Donaldson Filtibgrica S.L. (Spain)

Donaldson Scandinavia AP Sniark)
ultrafilter APS éBmark)

Donaldson Far East Limitealg Kong)
Donaldson (Wuxiltérs Co., Ltd. (China)
Shangbanaldson Filtration Co., Ltd. (China)
Donaldson Ltd. éiland)

Donaldson Europe, B.V.B.Ae(um)
Donaldson Belgi¢/B.A. (Belgium)

Donaldson UK Holding Ltd. (K
ultrafilter LtdJK)
DCE [ason Ltd. (UK)
DFCH Ltd. (UK)
Donaldg-ilter Components Ltd. (UK)
Tetratec Europe Ltd. (UK)
DCE Ltd. (UK)
DCE Group Ltd. (UK)
Donaldson Ibérica, Soluciones en Filtrac®i.. (Spain)
DCE Donaldson (Pty) Ltd. (South Africa)

Donaldson Deutschland HoldBmbH (Germany)
Donaldson GmbH {@any)
Torit DCE GmbH (@&®ny)
ultrafilter kft (khgary)

Donaldson Filtration Deutsoid GmbH (Germany)
ultratroc GmbH (@mny)
ultra air GmbH ([@®ny)
Quality Air Gmbl&érmany)
ultrafilter s.f(Romania)
ultrafilter Inteational AG (Switzerland)

Schedule 5.4




(ii)

(iii)

Other Affiliates

Advanced Filtration Systems Inc. (lllinois, USB()%
PT Panata Jaya Mandiri (Jakarta, Indonesia) 30%
Rashed «Rashed & Sor-Donaldson Ltd. (Dammam, Saudi Arabia) 4

Directors and Officers

Directors:

F. Guillaume Bastiaens, Vice Chairman, Cargill,. Inc

William M. Cook, President and Chief Executive ©#i, Donaldson Company, Inc.
Janet M. Dolan, President and Chief Executive @ffidennant Company

Jack W. Eugster, Non-Executive Chairman, ShopKoeStdnc.

John F. Grundhofer, Chairman Emeritus, U.S. Bancorp

Kendrick B. Melrose, Chairman and Chief Executiiid@r, The Toro Company
Paul David Miller, Chairman, Alliant Techsystems.In

Jeffrey Noddle, Chairman, President and Chief EtteeDfficer, SUPERVALU INC.
William G. Van Dyke, Chairman, Donaldson Compamg. |

John P. Wiehoff, Chief Executive Officer and Presit] C.H. Robinson Worldwide, In

Officers:

William G. Van Dyke, Chairman, Donaldson Compamg. |

William M. Cook, President and Chief Executive ©#fi, Donaldson Company, Inc.
James R. Giertz, Senior Vice President, Commeacidlindustrial

Nickolas Priadka, Senior Vice President, Intermai

Lowell F. Schwab, Senior Vice President, Enginet&ys and Parts

Dale M. Couch, Vice President and General Manalygig Pacific

Norman C. Linnell, Vice President, General Coursel Secretar

Charles J. McMurray, Vice President, Human Resaurce

Geert Henk Touw, Vice President and General Mandgaope/Middle East/Africa
William I. Vann, Vice President, Operations

Thomas R. VerHage, Vice President and Chief Firsr@ificer

Schedule 5.4

FINANCIAL STATEMENTS

Schedule 5.5
Second Suppleme

The only financial statements provided by DonaldSompany, Inc. (other than financial statement&/dedd to the Purchasers in their
capacity as holders of Notes pursuant to Sectibfayand (b)) are the following financial summaiigduded in the Offering Memorandum
described in Schedule 5.3:

Summary of Historical Financial Information (Fis@&l01-2003)

Summary of Projected Financial Information (Fis2@04-2009)
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LITIGATION

The Company is appealing a judgment entered againsthe Engineering Products Company v. Donatdgatent infringement case, which
case is discussed in the Company’s press relesse Aagust 13, 2004, the text of which appearswelo

Press Releas Source: Donaldson Company, |
Donaldson Company to Appeal Judgmenkriday August 13, 6:00 am ET

MINNEAPOLIS, Aug. 13 /PRNewswire-FirstCall/ — Doglon Company, Inc. (NYSE: D& News) announced today the outcome of post
trial motions in the jury trial between Donaldsard@&ngineered Products Company, Inc. (“EPC”). 188, EPC filed a patent infringement
lawsuit against Donaldson in the U.S. Federal Ris€@ourt for the Northern District of lowa. On My, 2004, the jury found in favor of
EPC on its willful infringement claims against Ddofgon. On August 12, 2004, the Court ruled thataiges should be approximately $16.0
million. Donaldson intends to vigorously challeripe judgment and will appeal the decision to thedfal Circuit Court of Appeals. This
appeal could take up to two years or longer. ER@tent expired on May 1, 2001 and will not impachBldson’s ongoing business
operations. Donaldson confirms previous guidanagetifering its 15th consecutive year of doubleidégrnings growth when it issues its
fourth quarter earnings release on August 31.

About Donaldson Company, Inc.

Donaldson Company, Inc., headquartered in Minnégypisla leading worldwide provider of filtratiogsgems and replacement parts. Four
in 1915, Donaldson is a technolodgiven company committed to satisfying customerdsder filtration solutions through innovative raset
and development. Donaldson serves customers imdiistrial and engine markets including dust ceidet power generation, specialty
filtration, compressed air purification, off-roaguepment, industrial compressors, and trucks. @@A0 employees contribute to the
company’s success at over 30 manufacturing locatimound the world. In fiscal year 2003, Donaldseported sales of more than $1.2
billion and achieved its 14th consecutive yearaidlile-digit earnings growth. Donaldson is a mendi¢he S&P MidCap 400 Index and
Donaldson shares are traded on the New York Stackdhge under the symbol DCI. Additional comparfgrimation is available at
http://www.donaldson.com

Schedule 5.8

Schedule 5.11
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LICENSES, PERMITS, ETC.

The Company is appealing a judgment entered aghinsthe Engineering Products Company v. Donatdgatent infringement case, which
case is discussed in the Company’s press relesse Aagust 13, 2004 (see Schedule 5.8).

The Company also has various ongoing legal assessraed actions relating to violation of certaitellectual property rights of the
Company, none of which, however, individually otlire aggregate, could reasonably be expected ®dddaterial Adverse Effect.

Schedule 5.11

Schedule 5.15
Second Suppleme

INDEBTEDNESS

Amounts in $ Millions:
Shor-term debt:

Multi-currency revolving facility $ 0.C

Uncommitted credit facilitie 12.4

Credit facilities of international subsidées 7.3 $ 19.7
Current maturities of lor-term debt

6.20% Unsecured senior notes due July 085 $ 23.C

1.9475% Guaranteed senior notes due Ja?0P% 10.7

Aggregated current capital lea 0.€ $ 34.:
Long-term debt:
6.31% Unsecured senior notes due July 15, . $ 28.€
6.39% Unsecured senior notes due August 15, 24.5
1.51% Guaranteed note due March 28, 2 7.1
9.4% Secured installment note due January 31, 0.1
Aggregated Lon-term Capital Lease 2.€
Variable rate industrial development revenue bc

due September 1, 20 8.C $ 70.¢

NOTE: Since the close 0’04 (7-31-04), the Donaldson Company, Inc. engagetbe following material transactions.

. The Donaldson Company, Inc. has amended and réstatexisting $150 million three year credit agneat that was to matu
on September 27, 2005. The amendment extends theityaate of the facility to September 2, 20



. The Donaldson Company, Inc. has drawn $75 Milliader its amended and restated credit agreet
. The Company has repurchased three million sharegproximately 3.5 percent, of its outstanding own stock after the

market closed on September 3, 2004. The sharespuecbased from Banc of America Securities LLC uradeovernight sha
repurchase program at a total cost of approxim&i@6;5 million.

Schedule 5.15

Schedule 10.2
Second Suppleme

LIENS
Donaldson Filtration Systems (Pty) Ltd Secured Nidté26,000 Rand

Capitalized leases in the aggregate amount of E@®7,000

Schedule 10.2

Exhibit 1(a) tc
Second Supplemer

[FORM OF SERIES 2004-A NOTE]
DONALDSON COMPANY, INC.

4.85% Senior Note, Series 2004-A
due December 17, 2011

No. | | [Date]
$ PPN: 257651 B*

FOR VALUE RECEIVED, the undersigned, DONAEDN COMPANY, INC. (herein called the “Company”)¢c@rporation organized
and existing under the laws of the State of Delawpromises to pay to [ ], or registered assigms principal sum of $[ ] on December
17, 2011, with interest (computed on the basis 3@day year of twelve 30-day months) (a) on theaid balance thereof at the rate of
4.85% per annum from the date hereof, payable semaly, on June 17 and December 17 in each yearmencing with the June 17 or
December 17 next succeeding the date hereof,thetjprincipal hereof shall have become due andigayand (b) to the extent permitted



law on any overdue payment (including any overdepayment) of principal, any overdue payment ofriest and any overdue payment of
any Make-Whole Amount (as defined in the Note PasehAgreement referred to below), payable semidiyramaforesaid (or, at the option
of the registered holder hereof, on demand), ateger annum from time to time equal to the greafté) 6.85% or (ii) 2% over the rate of
interest publicly announced by Bank of America, M@m time to time in Chicago, lllinois as its “bdsa “prime” rate.

Payments of principal of, interest on ang Blake\Whole Amount with respect to this Note are to belena lawful money of the Unite
States of America at the principal office of BarikAmnerica, NA in Chicago, lllinois or at such oth@ace as the Company shall have
designated by written notice to the holder of thate as provided in the Note Purchase Agreemeatresf to below.

This Note is one of a series of Notes (imecalled the “Notes”) issued pursuant to a NotecRase Agreement dated as of July 15, 2004,
as supplemented and amended by a First Supplerata ds of August 1, 1998 and a Second Supplemdritisst Amendment dated as of
September 30, 2004 (as so supplemented and amandexs hereafter from time to time amended andieognted, the “Note Purchase
Agreement”), and is entitled to the benefits théreach holder of this Note will be deemed, byaitgeptance hereof, (i) to have agreed to the
confidentiality provisions set forth in Section @the Note Purchase Agreement and (ii) to haveentad representations set forth in Sect
6.1 (to the extent such representation is reqdoeduch transfer) and 6.2 of the Note Purchasedmgent. The Notes have not been regis
under the Securities Act of 1933, as amended.

Schedule 5

This Note is a registered Note and, asigealin Section 13 of the Note Purchase Agreemgman surrender of this Note for registration
of transfer, duly endorsed, or accompanied by #ewrinstrument of transfer duly executed, by #gistered holder hereof or such holder’s
attorney duly authorized in writing, a new Note #&olike principal amount will be issued to, andis¢égred in the name of, the transferee. Prior
to due presentment for registration of transfex, fompany may treat the person in whose name thtis i registered as the owner hereof for
the purpose of receiving payment and for all ofheposes, and the Company will not be affectedryyretice to the contrary.

This Note is subject to optional prepaymeéntvhole or from time to time in part, at the @mand on the terms specified in the Note
Purchase Agreement but not otherwise.

If an Event of Default, as defined in thet&l Purchase Agreement, occurs and is continuiegptincipal of this Note may be declared or
otherwise become due and payable in the manntire gtrice (including any applicable Make-Whole Amguand with the effect provided in
the Note Purchase Agreement.

Payment of the principal of, and interexd Make-Whole Amount, if any, on this Note, andadier amounts due under the Note
Purchase Agreement, is guaranteed pursuant terims bf a Subsidiary Guaranty dated as of Decedie2004 of certain Subsidiaries of

Company.

This Note shall be construed and enforoegtcordance with, and the rights of the partiedl &ie governed by, the law of the State of
lllinois excluding choice-of-law principles of taw of such State that would require the applicatibthe laws of a jurisdiction other than
such State.

DONALDSON COMPANY, INC.

By:

Name:

Title:




This paragraph must be deleted at such tintkesis are no Subsidiary Guarantors.
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FORM OF SUBSIDIARY GUARANTY

THIS GUARANTY (this “Guaranty”) dated as DEcember 17, 2004 is made by the undersigned (ad&uarantor”), in favor of the
holders from time to time of the Notes hereinafeferred to and their respective successors anghas&ollectively, the “Holders” and each
individually, a “Holder”).

WITNESSETH:

WHEREAS, Donaldson Company, Inc. (the “Camyg’) entered into a Note Purchase Agreement dageaxf July 15, 1998, a First
Supplement to Note Purchase Agreement dated asgisk 1, 1998 and a Second Supplement and Firshément dated as of September
30, 2004 (the Note Purchase Agreement as so supptethand amended and as it may hereafter be atheagmwlemented, restated or
otherwise modified from time to time in accordamgth its terms, the “Note Purchase Agreement”);

WHEREAS, the Note Purchase Agreement pas/fdr the issuance by the Company of up to $1B0000 aggregate principal amount
of Notes (as defined in the Note Purchase Agreemeitvhich the Company has heretofore issued $8)0D0 aggregate principal amoun
Series 1998-A Notes and $25,000,000 aggregateipairemount of Series 1998-B Notes and, concuryemith the delivery by the
Guarantors of this Guaranty, is issuing $30,000A§§regate principal amount of Series 2004-A Notes;

WHEREAS, the Parent owns, directly or iedity, all of the issued and outstanding capitatistor partnership interests of each
Guarantor and, by virtue of such ownership andretise, each Guarantor will derive substantial biesaéfom the purchase by the Holders of
the Company’s Notes;

WHEREAS, it is a condition precedent to tiisdigation of the Holders to purchase the Note$ #ach Guarantor shall have executed and
delivered this Guaranty to the Holders; and

WHEREAS, each Guarantor desires to exemutedeliver this Guaranty to satisfy the conditidascribed in the preceding paragraph;

NOW, THEREFORE, in consideration of therpiges and other benefits to each Guarantor, atitegfurchase of the Company’s Notes
by the Holders, and for other good and valuablesictanation, the receipt and sufficiency of whick acknowledged, each Guarantor makes
this Guaranty as follows:

Schedule 5

SECTION 1. _Definitions Any capitalized terms not otherwise herein miedi shall have the meanings attributed to therhérNote
Purchase Agreement.

SECTION 2. _Guaranty Each Guarantor, jointly and severally with eatther Guarantor, unconditionally and irrevocabla@gntees
to the Holders the due, prompt and complete payimmetite Company of the principal of, Make-Whole Amg if any, and interest on, and
each other amount due under, the Notes or the Rintehase Agreement, when and as the same shathbetize and payable (whether at
stated maturity or by required or optional prepaghwe by declaration or otherwise) in accordanci wie terms of the Notes and the N



Purchase Agreement (the Notes and the Note Puréttasement being sometimes hereinafter collectivefgrred to as the “Note
Documents” and the amounts payable by the Compadgrithe Note Documents, and all other monetangatibns of the Company
thereunder (including reasonable attorneys’ feelseaapenses), being sometimes collectively heranaéferred to as the “Obligations”). This
Guaranty is a guaranty of payment and not jusbbéctibility and is in no way conditioned or camgient upon any attempt to collect from the
Company or upon any other event, contingency auaistance whatsoever. If for any reason whatsaeee€ompany shall fail or be unable
duly, punctually and fully to pay such amounts iag when the same shall become due and payableGafantor, without demand,
presentment, protest or notice of any kind, witthivith pay or cause to be paid such amounts tditilders under the terms of such Note
Documents, in lawful money of the United Stateghatplace specified in the Note Purchase Agreemoemerform or comply with the same
or cause the same to be performed or complied witigther with interest (to the extent provideddoder such Note Documents) on any
amount due and owing from the Company. Each Guargmtomptly after demand, will pay to the Hold#re reasonable costs and expenses
of collecting such amounts or otherwise enforcig Guaranty, including, without limitation, theasmnable fees and expenses of counsel.
Notwithstanding the foregoing, the right of recavagainst each Guarantor under this Guaranty isddrto the extent it is judiciall
determined with respect to any Guarantor that argento this Guaranty would violate Section 548t United States Bankruptcy Code or
any comparable provisions of any state law, in Witiase such Guarantor shall be liable under thex&hty only for amounts aggregating up
to the largest amount that would not render suchr&uors obligations hereunder subject to avoidance uBdetion 548 of the United Sta
Bankruptcy Code or any comparable provisions of stae law.

SECTION 3. _GuarantsrObligations Unconditional The obligations of each Guarantor under thiar@uaty shall be primary,
absolute and unconditional obligations of each @miar, shall not be subject to any counterclairipffe deduction, diminution, abatement,
recoupment, suspension, deferment, reduction @ndefbased upon any claim each Guarantor or asy jpéison may have against the
Company or any other person, and to the full expeninitted by applicable law shall remain in futde and effect without regard to, and
shall not be released, discharged or in any wagctdtl by, any circumstance or condition whatso@vbether or not each Guarantor or the
Company shall have any knowledge or notice theréufjuding:
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(a) any termination, amendment odification of or deletion from or addition or supment to or other change in any of the
Note Documents or any other instrument or agreemgpiicable to any of the parties to any of theeNDbcuments

(b) any furnishing or acceptanceuy security, or any release of any securitytlierObligations, or the failure of any
security or the failure of any person to perfegt emerest in any collatera

(c) any failure, omission or detaythe part of the Company or the Parent to confareomply with any term of any of the
Note Documents or any other instrument or agreemgdetred to in paragraph (a) above, includinghadtt limitation, failure to give
notice to any Guarantor of the occurrence “Defaul” or an“Event of Defau” under any Note Documer

(d) any waiver of the payment, parfance or observance of any of the obligationsditmns, covenants or agreements
contained in any Note Document, or any other waigensent, extension, indulgence, compromise gpattht, release or other action
or inaction under or in respect of any of the NDtEuments or any other instrument or agreementregfdo in paragraph (a) above or
any obligation or liability of the Company or tharBnt, or any exercise or non-exercise of any rigimhedy, power or privilege under
or in respect of any such instrument or agreemeany such obligation or liability

(e) any failure, omission or detaythe part of any of the Holders to enforce, dsseexercise any right, power or remedy
conferred on such Holder in this Guaranty, or arghdailure, omission or delay on the part of shictder in connection with any
Note Document, or any other action on the paruchsHolder;

) any voluntary or involuntaryrdauptcy, insolvency, reorganization, arrangemms#djustment, assignment for the benefit
of creditors, composition, receivership, consemsitip, custodianship, liquidation, marshaling afets and liabilities or similar
proceedings with respect to the Company, the PaaagtGuarantor or to any other person or any @f tiespective properties or
creditors, or any action taken by any trustee ceiker or by any court in any such proceed

(9) any discharge, termination,aalation, frustration, irregularity, invalidity amenforceability, in whole or in part, of any
of the Note Documents or any other agreement arument referred to in paragraph (a) above or amy thereof

(h) any merger or consolidatiorttef Company or the Parent or any Guarantor intgithr any other corporation, or any sale,
lease or transfer of any of the assets of the Cagnpathe Parent or any Guarantor to any othergme
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0] any change in the ownershiay shares of capital stock of the Company or #remt or any change in the corporate
relationship between the Company or the Parenaagdsuarantor, or any termination of such relatigms

)] any release or discharge, bgrapion of law, of any other Guarantor from thefpenance or observance of any obligation,
covenant or agreement contained in this Guaramt

(k) any other occurrence, circumstg happening or event whatsoever, whether simildissimilar to the foregoing, whether
foreseen or unforeseen, and any other circumstahis might otherwise constitute a legal or equéatefense or discharge of the
liabilities of a guarantor or surety or which migiherwise limit recourse against any Guarar

SECTION 4. _Full Recourse ObligationsThe obligations of each Guarantor set forttelmeconstitute the full recourse obligations of
such Guarantor enforceable against it to the bt of all its assets and properties.

SECTION 5. _Waiver Each Guarantor unconditionally waives, to tkieet permitted by applicable law, (a) notice of afi the
matters referred to in Section 3, (b) notice tohsGaarantor of the incurrence of any of the Oblaad, notice to such Guarantor or the
Company of any breach or default by such Compatly reispect to any of the Obligations or any otlaice that may be required, by statute,
rule of law or otherwise, to preserve any rightshef Holders against such Guarantor, (c) preserittoar demand of payment from the
Company or the Guarantor with respect to any amduetunder any Note Document or protest for nongsyrar dishonor, (d) any right to
the enforcement, assertion or exercise by anyeoHiblders of any right, power, privilege or remetyferred in the Note Purchase
Agreement or any other Note Document or otherwiseany requirement of diligence on the part of ahthe Holders, (f) any requirement to
exhaust any remedies or to mitigate the damage#tirgsfrom any default under any Note Documen},gigy notice of any sale, transfer or
other disposition by any of the Holders of any tjdhle to or interest in the Note Purchase Agreatror in any other Note Document and
(h) any other circumstance whatsoever which migieiovise constitute a legal or equitable discharglease or defense of a guarantor or
surety or which might otherwise limit recourse agaisuch Guarantor.

SECTION 6. _Subrogation, ContributionjRleursement or Indemnity Until one year and one day after all Obligasitvave been pa
in full, each Guarantor agrees not to take anyagiursuant to any rights which may have arisezbimection with this Guaranty to be
subrogated to any of the rights (whether contrdctirder the United States Bankruptcy Code, as deterincluding Section 509 thereof,
under common law or otherwise) of any of the Haddmgainst the Company or against any collateralrggor guaranty or right of offset
held by the Holders for the payment of the Obligiadi. Until one year and one day after all Obligagibave been paid in full, each Guarantor
agrees not to take any action pursuant to any &cto@l, common law, statutory or other rights @fnteursement, contribution, exoneration or
indemnity (or any similar right) from or againset@ompany which may have arisen in
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connection with this Guaranty. So long as the Glticms remain, if any amount shall be paid by obehalf of the Company to any Guaral
on account of any of the rights waived in this gaaph, such amount shall be held by such Guaramtaust, segregated from other funds of
such Guarantor, and shall, forthwith upon receypsiich Guarantor, be turned over to the Holderk/ (@lndorsed by such Guarantor to the
Holders, if required), to be applied against théigaitions, whether matured or unmatured, in sudeoas the Holders may determine. The
provisions of this paragraph shall survive the tefrthis Guaranty and the payment in full of theli@dttions.

SECTION 7. _Effect of Bankruptcy Procewyi, etc. This Guaranty shall continue to be effectivdberautomatically reinstated, as the
case may be, if at any time payment, in whole guart, of any of the sums due to any of the Holgersuant to the terms of the Note
Purchase Agreement or any other Note Documens@maed or must otherwise be restored or returgezsibh Holder upon the insolvency,
bankruptcy, dissolution, liquidation or reorganiaatof the Company or any other person, or upoasaa result of the appointment of a
custodian, receiver, trustee or other officer wgithilar powers with respect to the Company or offegson or any substantial part of its
property, or otherwise, all as though such payrhadtnot been made. If an event permitting the acatbn of the maturity of the principal
amount of the Notes shall at any time have occuaretibe continuing, and such acceleration shallett time be prevented by reason of the
pendency against the Company or any other persarcase or proceeding under a bankruptcy or insojvkaw, each Guarantor agrees that,
for purposes of this Guaranty and its obligatioesshinder, the maturity of the principal amounthaf Notes and all other Obligations shall be
deemed to have been accelerated with the samé afféicany Holder had accelerated the same inrdaoge with the terms of the Nc




Purchase Agreement or other applicable Note Doctiraed such Guarantor shall forthwith pay suchgpal amount, Maké¥hole Amount
if any, and interest thereon and any other amaguisanteed hereunder without further notice or adeima

SECTION 8. _Term of AgreementThis Guaranty and all guaranties, covenantsagimeements of each Guarantor contained herein
shall continue in full force and effect and shalt be discharged until the earlier to occur ok(irh time as all of the Obligations shall be paid
and performed in full and all of the agreementswth Guarantor hereunder shall be duly paid arfdimeed in full and (ii) such Guarantor is
released by the Holders pursuant to Section 1(theoSecond Supplement.

SECTION 9. _Representations and Warranti€ach Guarantor represents and warrants toldalcker that:

(@) such Guarantor is duly organiaedidly existing and in good standing under thedaf its jurisdiction of organization a
has the power and authority to own or hold undasdethe properties it purports to own or hold umelese and to transact the business
it transacts and proposes to trans
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(b) such Guarantor has the powdrarthority to execute and deliver this Guaranty @nperform the provisions hereof, and
this Guaranty has been duly authorized by all resggsaction on the part of such Guaran

(c) this Guaranty constitutes thgal, valid and binding obligation of such Guaramiaforceable against such Guarantor in
accordance with its terms, except as such enfoildgabay be limited by (i) applicable bankruptdpsolvency, fraudulent
conveyance, reorganization, moratorium or otheilairtaws affecting the enforcement of creditoights generally and (ii) general
principles of equity (regardless of whether sucforereability is considered in a proceeding in egjoit at law);

(d) the execution, delivery andfpenance of this Guaranty will not (i) contravenesult in any breach of, or constitute a
default under, or result in the creation of anyrLiie respect of any property of such Guarantor yraley agreement, or corporate
charter or by-laws to which such Guarantor is booinby which such Guarantor or any of its propsrtigay be bound or affected, (ii)
conflict with or result in a breach of any of tleerhs, conditions or provisions of any order, judgimedecree, or ruling of any court,
arbitrator or Governmental Authority applicablestach Subsidiary Guarantor or (iii) violate any psion of any statute or other rule
regulation of any Governmental Authority applicatdesuch Guaranto

(e) no consent, approval or auttaidn of, or registration, filing or declarationtly any Governmental Authority is required
in connection with the execution, delivery or peniance by such Guarantor of this Guara

0} there are no actions, suitpaceedings pending or, to the knowledge of suchréntor, threatened against or affecting
such Guarantor, or any property of such Guaramany court or before any arbitrator of any kindbefore or by any Governmental
Authority that, individually or in the aggregat@utd reasonably be expected to have a Material rsdvEffect;

(9) after giving effect to the teactions contemplated in the Note Purchase Agreeamehafter giving due consideration to
any rights of contribution (i) the fair value ofetlassets of such Guarantor (both at fair valuatmahat present fair saleable value)
exceeds its liabilities, (ii) such Guarantor iseatd and expects to be able to pay its debts gsla¢ure, and (i) such Guarantor has
capital sufficient to carry on its business as emted and as proposed to be conduc

SECTION 10. _ Notices All notices and communications provided forénarder shall be in writing and sent by telecopthéf sender
on the same day sends a confirming copy of sudbenby a recognized overnight delivery service (gha prepaid), or by registered or
certified mail with return receipt requested (pgst@repaid), or by a recognized overnight delisayice (with charges prepaid) (a) if to the
Company or any Holder at the address set forther\tote Purchase Agreement or (b) if to a Guaraimarare of the Company at the
Company’s address set forth in the Note Purchaseehgent, or in each case at such other addrebs as t
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Company, any Holder or such Guarantor shall franetto time designate in writing to the other partieny notice so addressed shall be
deemed to be given when actually received.

SECTION 11. _Survival All warranties, representations and covenaraderby each Guarantor herein or in any certifioatether
instrument delivered by it or on its behalf hereamshall be considered to have been relied upahdyiolders and shall survive the execL
and delivery of this Guaranty, regardless of amggtigation made by any of the Holders. All statetaén any such certificate or other
instrument shall constitute warranties and reprasiems by such Guarantor hereunder.

SECTION 12. _ Submission to JurisdictiorEach Guarantor irrevocably submits to the glicison of the courts of the State of Illinois
and of the courts of the United States of Ameriaaiing jurisdiction in the State of Illinois for thmirpose of any legal action or proceeding in
any such court with respect to, or arising outlu§ Guaranty, the Note Purchase Agreement or tiiedN Each Guarantor consents to process
being served in any suit, action or proceeding layling a copy thereof by registered or certifiedil@ostage prepaid, return receipt
requested. Each Guarantor agrees that such sepacereceipt (i) shall be deemed in every respiéettive service of process upon it in any
such suit, action or proceeding and (ii) shalthi® fullest extent permitted by law, be taken aeldl ito be valid personal service upon and
personal delivery to such Guarantor.

SECTION 13. _MiscellaneousAny provision of this Guaranty which is proh#éd or unenforceable in any jurisdiction shallt@such
jurisdiction, be ineffective to the extent of symohibition or unenforceability without invalidatirthe remaining provisions hereof, and :
such prohibition or unenforceability in any juristion shall not invalidate or render unenforceahleh provision in any other jurisdiction. To
the extent permitted by applicable law, each Guaramereby waives any provision of law that renderg provisions hereof prohibited or
unenforceable in any respect. The terms of thisr&ug shall be binding upon, and inure to the béwéfeach Guarantor and the Holders
their respective successors and assigns. No teprouision of this Guaranty may be changed, waidéstharged or terminated orally, but
only by an instrument in writing signed by each @Guor and the Required Holders. The section analgpaph headings in this Guaranty are
for convenience of reference only and shall notifigpdefine, expand or limit any of the terms oowpisions hereof, and all references herein
to numbered sections, unless otherwise indicatedoasections in this Guaranty. This Guarantylshalll respects be governed by, and
construed in accordance with, the laws of the Sihthinois, excluding choice-of-law principles ttie law of such State that would require
the application of the laws of a jurisdiction otltlean such State.
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IN WITNESS WHEREOF, each Guarantor has edukis Guaranty to be duly executed as of theathayyear first above written.

[Name of Guarantor

By:

Name:

Title:

[Name of Guarantor



By:

Name:

Title:

[Name of Guarantot

By:

Name:

Title:
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FORM OF JOINDER TO SUBSIDIARY GUARANTY

The undersigned (the “Guarantojdjns in the Subsidiary Guaranty dated as of Deaamifd, 2004 from the Guarantors named there
favor of the Holders, as defined therein, and agtede bound by all of the terms thereof and sgres and warrants to the Holders that:

(@) such Guarantor is duly organiaedidly existing and in good standing under thedaf its jurisdiction of organization a
has the power and authority to own or hold undasdethe properties it purports to own or hold umelese and to transact the business
it transacts and proposes to trans

(b) such Guarantor has the poweraarthority to execute and deliver this Guaranty tanperform the provisions hereof, and
this Guaranty has been duly authorized by all resrgsaction on the part of such Guaran

(c) this Guaranty constitutes thgal, valid and binding obligation of such Guaramaforceable against such Guarantor in
accordance with its terms, except as such enfoildgabay be limited by (i) applicable bankruptapsolvency, fraudulent
conveyance, reorganization, moratorium or otheilairtaws affecting the enforcement of creditoights generally and (ii) general
principles of equity (regardless of whether sucforreability is considered in a proceeding in egjoit at law);

(d) the execution, delivery andfpenance of this Guaranty will not (i) contravenesult in any breach of, or constitute a
default under, or result in the creation of anyrLiie respect of any property of such Guarantor yraley agreement, or corporate
charter or by-laws to which such Guarantor is booinkdy which such Guarantor or any of its propertisay be bound or affected, (ii)
conflict with or result in a breach of any of tleerhs, conditions or provisions of any order, judgiméecree, or ruling of any court,
arbitrator or Governmental Authority applicablestach Subsidiary Guarantor or (iii) violate any psion of any statute or other rule



regulation of any Governmental Authority applicatdesuch Guaranto

(e) no consent, approval or auttaidn of, or registration, filing or declarationtly any Governmental Authority is required
in connection with the execution, delivery or penfiance by such Guarantor of this Guara

0} there are no actions, suitpaceedings pending or, to the knowledge of suchr&or, threatened against or affecting

such Guarantor, or any property of such Guaramany court or before any arbitrator of any kindbefore or by any Governmental
Authority that, individually or in the aggregat@utd reasonably be expected to have a Material PsdvEffect;
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(9) after giving effect to the temctions contemplated by the giving of this Joiratet giving due consideration to any rights
of contribution (i) the fair value of the assetssath Guarantor (both at fair valuation and atgmegair saleable value) exceeds its
liabilities, (ii) such Guarantor is able to and egfs to be able to pay its debts as they matuce(ignsuch Guarantor has capital
sufficient to carry on its business as conductatlaproposed to be conduct

Capitalized Terms used but not defined herein llageneanings ascribed in the Subsidiary Guaranty.

IN WITNESS WHEREOF, the undersigned hassedtthis Joinder to Subsidiary Guaranty to be dxgcuted as of ,

[Name of Guarantor

By:

Name:

Title:

-10-
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Exhibit 10-P

2001 MASTER STOCK INCENTIVE PLAN
STOCK OPTION AWARD AGREEMENT

This Stock Option Award Agreement (the “Agment”) is made as of this xx day of xxxx, by detiveen Donaldson Company, Inc., a
Delaware corporation (together with its subsidgri®onaldson”) and «FIRSTNAME» «INITIAL» «LASTNAME, an employee of
Donaldson (“Employee”).

Donaldson has adopted the 2001 Master Stmentive Plan (the “Plan”) which permits issuan€stock options for the purchase of
shares of Common Stock of Donaldson. Donaldsoows granting this option under the Plan, and in @erstion of the Employee’s and
Donaldson’s covenants in this Agreement. Capitdliegems not defined below should have the meangiigmed for such term in the Plan.

1. _Grant of Option Donaldson grants Employee the right and opfilba “Option”) to purchase all or any part of aryegate of
«NUMBER» («<SHARES») shares of Donaldson’s Commarti§tpar value $5.00 per share (“Shareathe Option purchase price of $xx
per share subject to the terms and conditionsisnAgreement and in the Plan. A copy of the Plalhlva furnished upon request of Employ
The date of grant is xxxx. The Option terminatethatclose of business ten (10) years from the afageant or at an earlier time period
specified in this Agreement.

2. _Vesting of Option Rights The Option is fully vested and may be exercisg@Employee from and after the date of grant ao
or all of the Shares.

3. _Exercise of Option after Death ormiration of Employment The Option shall terminate and may no longeexercised if
Employee ceases to be employed by Donaldson, eittapt

(a) If Employee’s employment is terntathfor any reason, voluntary or involuntary, otttean for Employee’s death or
disability (as set forth in Section 3(b)) or normatirement (as set forth in Section 3(c)), Emp&oyeay at any time within a period of
one (1) month after such termination exercise thgdd to the extent the Option was exercisable mpByee on the date of the
termination of Employe’s employment

(b) If Employee shall die while the @ptis still exercisable according to its terms &mployee shall not have fully exercised
the Option, such Option may be exercised at ang tirthin thirty-six (36) months after Employee’satle by the personal
representatives or administrators of Employee patiaable, or by any person or persons to whontp#on is transferred by will or
the applicable laws of descent and distributiortheextent of the full number of shares Employes entitled to purchase under the
Option on the date of deat

(c) If employment is terminated becalisgployee has become disabled (within the meanfii8gotion 22(e)(3) of the Internal
Revenue Code of 1986, as amended (the “Code”)evimithe employ of Donaldson and Employee shalhaek fully exercised the
Option, such Option may be exercised at any tinhiwthirty-six (36) months after Employeedate of termination of employment
disability by Employee, personal representativeadmninistrators, or guardians of Employee, as apblée, to the extent of the full
number of shares Employee is entitled to purchaslenthe Option. Employee shall continue to haver@se rights accrue during st
thirty-six (36) month period according to the vesting slcthe set forth in Section .

(d) Employee, in the event of normaireenent on or after age 55, shall continue to hHhegen (10) year term to exercise this
Option set forth in Section 1 and shall continubadwe exercise rights accrue according to thengsithedule set forth in Section

4. _Method of Exercise of OptionThe Option may be exercised only within thei@pperiod by serving written notice of exercise on
Donaldson at its principal office which is as oistHate located at 1400 W. 8/Street, Bloomington, Minnesota, Attention: TreasLifde
notice must state the number of shares being eseat@nd include payment in full of the purchaseegpiPayment of the purchase price shall
be made in cash or, with the approval of Donaldgdrich may be given in its sole discretion), in Goon Stock of Donaldson having a fair
market value equal to the full purchase price efshares being acquired or a combination of cagdlsach shares. For these purposes, the fail
market value of Donaldson’s Common Stock as ofdatg shall be as reasonably determined by Donaldson

5. _Donaldsds Repurchase Right During Initial Thr&¥ear Period If Employee’s employment with Donaldson is terated for any
reason whatsoever prior to xxxx (other than fortldedisability or normal retirement as defined gcon 3 or a termination resulting fron




Change in Control as defined in Section 7), therthé event that Employee exercises this Optiohiwithe period beginning six (6) months

prior to such termination and ending on xxxx (tRRepurchase Period”), Donaldson shall have the agHtoption in its sole discretion to
repurchase from Employee, and Employee agreedl tim $2onaldson the Shares purchased by Employea the exercise of this Option

within the Repurchase Period for a purchase prcgleto the price paid by Employee for the Shabemaldson shall notify Employee of its

election to repurchase the Shares within ninety ¢&9s following Employee’s termination of employmevithin the Repurchase Period.

Within

thirty (30) days of demand by Donaldson, Hoype shall deliver to Donaldson either (i) thec&toertificates representing the number

of Shares that Donaldson has elected to repur@rabsedn that event, Donaldson shall pay to Empldiiegourchase price as provided above,
or (ii) at the election of Donaldson, in lieu oprechasing such shares, Donaldson shall havedghetd collect from Employee any gain
received by Employee pursuant to the exerciseisf@ption during the Repurchase Period. The gaiargnexercise of the Option shall be
determined by multiplying the number of shares pased pursuant to the Option times the excessedhthmarket value of a Share on the
date of exercise (without regard to any subseqimentase or decrease in the fair market value) theeexercise price. The fair market value
of Donaldson’s Common Stock as of any date shalisoeeasonably determined by Donaldson. Donaldsonshall have the right to set-off
any amounts due to the Employee by Donaldson

under

6.

7.

any plan, contract or arrangement againgEthgloyee’s obligations to deliver cash or Shareten this Section 5.

Forfeiture of Option and Option G&asulting from Certain Activities

(a) If, at any time that (i) is withiwo (2) years after the date that Employee hascésast the Option or (i) within two (2) years
after the date of the termination of Employee’s Empment with Donaldson for any reason whatsoevétendn option agreement
under the Plan is in effect, whichever is longenpioyee engages in any Forfeiture Activity (as edi below) then (A) the Option
shall immediately terminate effective as of theedaty such activity first occurred, and (B) anyngaiceived by Employee pursuant to
the exercise of this Option must be paid to Dor@idsithin thirty (30) days of demand by Donalds®he gain on any exercise of the
Option shall be determined by multiplying the numbgshares purchased pursuant to the Option tihreeexcess of the fair market
value of a share of Donaldson’s Common Stock ord#te of exercise (without regard to any subsequentase or decrease in the
fair market value) over the exercise price. Therfzrket value of Donaldson’s Common Stock as gfaate shall be as reasonably
determined by Donaldso

(b) Employee shall be deemed to hagmaeged in a Forfeiture Activity if Employee (i) datdy or indirectly engages in any
business activity on his or her own behalf or aadner, shareholder, director, trustee, principgént, employee, consultant or
otherwise of any person or entity which is in aegpect in competition with or competitive with Dédson, or solicits, entices or
induces any employee or representative of Donaltisemgage in any such activity, (ii) directly adirectly solicits, entices or induc
(or assists any other person or entity in soligitienticing or inducing) any customer or potentiadtomer (or agent, employee or
consultant of any customer or potential customét) whom Employee had contact in the course obhiser employment with
Donaldson to deal with a competitor of Donaldsan(jip) fails to hold in a fiduciary capacity fohé benefit of Donaldson all
confidential information, knowledge and data, imtthg customer lists and information, business ptar$business strategy
(“Confidential Dat”) relating in any way to the business of Donaldsarsfolong as such Confidential Data remains confidé

(c) If any court of competent jurisdict shall determine that this forfeiture provisisrinvalid in any respect, the court so
holding may limit such covenant either or bothiing, in area or in any other manner which the cdatérmines such that the cover
shall be enforceable against Employee. Employek atknowledge that the remedy of law for any breatthis covenant not to
compete will be inadequate, and that Donaldsorl beagntitled, in addition to any remedy of lawpt@liminary and permanent
injunctive relief.

Exercisability upon Change in Controln the event of a “Change in Control” of Doredd, any outstanding Options granted under

this Agreement shall no longer be subject to Sadiiand shall remain exercisable thereafter umy tare either exercised or expire by their

terms.

The term “Change in Control” shall haveftillowing meaning assigned to it in this AgreemextChange in Control” of Donaldson

shall have occurred if (i) any “person” as such

term is used in Sections 13(d) and 14(d) of theuB&es Exchange Act of 1934, as amended “Exchange Ac") (other than Donaldson, ai



trustee or other fiduciary holding securities ungieremployee benefit plan of Donaldson or any aatmn owned, directly or indirectly, by
the shareholders of Donaldson in substantiallystirae proportions as their ownership of stock ofdddson), either is or becomes the
“beneficial owner” (as defined in Rule 13d-3 untiex Exchange Act), directly or indirectly, of seties of Donaldson representing 30% or
more of the combined voting power of Donaldson&ntloutstanding securities, (ii) during any periédwm (2) consecutive years, individuals
who at the beginning of such period constituteBbard of Directors of Donaldson (the “Board”), amtly new director (other than a director
designated by a person who has entered into aeragre with Donaldson to effect a transaction dbsdrin clause (i), (iii) or (iv) of this
subparagraph) whose election by the Board or naiomé#or election by Donaldson’s shareholders wasraved by a vote of at least two-
thirds (2/3) of the directors then still in offieéno either were directors at the beginning of taeqa or whose election or nomination for
election was previously so approved, cease foraagon to constitute at least a majority therenlgss the approval of the election or
nomination for election of such new directors wasonnection with an actual or threatened eleatioproxy contest, (iii) the shareholders of
Donaldson approve a merger or consolidation of Itz with any other corporation, other than (Aharger or consolidation which would
result in the voting securities of Donaldson outdtag immediately prior thereto continuing to reggmet (either by remaining outstanding or
by being converted into voting securities of thevating entity) more than 80% of the combined vgtipower of the voting securities of
Donaldson or such surviving entity outstanding irdiately after such merger or consolidation or (Bj@rger or consolidation effected to
implement a recapitalization of Donaldson (or semiransaction) in which no “person” (as hereinabdefined) acquires more than 30% of
the combined voting power of Donaldson’s then @uitding securities or (iv) the shareholders of Ddsah approve a plan of complete
liquidation of Donaldson or an agreement for tHe sa disposition of Donaldson of all or substalhtiall of Donaldson’s assets or any
transaction having a similar effect.

8. Miscellaneous

(@) Neither the Plan nor this Agreensdrll (i) be deemed to give any individual a rigghtemain an employee of Donaldson,
(ii) restrict the right of Donaldson to dischargey@&mployee, with or without cause, or (iii) be ol to be a written contract of
employment. Employee shall have none of the rightsshareholder with respect to shares subjatiet®ption until such shares shall
have been issued to Employee upon exercise of ptier©

(b) The exercise of all or any partshaf Option shall only be effective at such timatttihe sale of shares of Common Stock
pursuant to such exercise will not violate anyestatfederal securities or other la\

(c) The Option may not be transfereda;ept by will or the laws of descent and distiidnuto the extent provided in subsection 3
(b), and during Employee’s lifetime the Option i®ecisable only by Employee, provided, however tiwithstanding the above,
this Option shall be transferable by Employee tmediate family members ai

related estate planning entities designatedsioek transfer form approved by Donaldson and dedigt to Donaldson as provided in
Section 4 for written notice

(d) Itis understood and agreed that@iption price is the per share fair market valugush shares on the date of this
Agreement. The Option is not intended to be anritice Stock Option within the meaning of Sectior2 4 the Code. The Option is
issued pursuant to the Plan and is subject teiitad.

(e) If there shall be any change in@®lmenmon Stock subject to the Option through mergansolidation, reorganization,
recapitalization, dividend or other distributiotpak split or other similar corporate transactioreeent of Donaldson, appropriate
adjustments shall be made by Donaldson in the nupflehares and the price per share of the shatgect to the Option in order to
prevent dilution or enlargement of the Option rgygtanted hereunder; provided, however, that tineben of shares subject to the
Option shall always be a whole numkt

() In order to provide Donaldson witletbpportunity to claim the benefit of any income d@duction which may be available
it upon the exercise of the Option and in ordezdmply with all applicable federal or state incotae laws or regulations, Donaldson
may take such action as it deems appropriate toérthat, if necessary, all applicable federaltatespayroll, withholding, income or
other taxes are withheld or collected from Emplo

(g) Donaldson, in its sole and absotliseretion, may allow Employee to satisfy Empldgdederal and state income tax
withholding obligations (including FICA) upon exé&re of the Option by (i) having Donaldson withhalgortion of the shares of
Common Stock otherwise to be delivered upon exemithe Option having a fair market value equahtoamount of federal and
state income tax required to be withheld upon sx@rcise, in accordance with such rules as Donaldsay from time to time
establish, or (ii) delivering to Donaldson sharegsoCommon Stock other than the shares issugie exercise of the Option with a
fair market value equal to such taxes, in accoréavith such rules

(h) This Option grant shall be effeetonly after signature by both parties and delnhgg signed original copy to the Company



at the address in Section 4. Employee shall natatie either the contents or any of the terms anditions of the Option to any other
person and agrees that Donaldson shall have theinigts sole discretion to immediately termintite Option without the right to
exercise any part thereof in the event of suchalsce by Employee

(i) This Agreement shall be construad anforced in accordance with the laws of theeStaMinnesota, except with respect to
its rules relating to conflicts of law. Employeensents to the exclusive jurisdiction of the state #ederal courts of the State of
Minnesota in connection with any controversiestietpato or arising out of this Agreement, and agrésat any and all litigation
relating to or arising out of this Agreement slmdlvenued in Hennepin County, Minnes:

IN WITNESS WHEREOF , Donaldson and Employee have duly executed thigérgent as of the date set forth in the first pasly

DONALDSON COMPANY, INC.

By:

Its: President and Chief Executive Offic

EMPLOYEE:

«FIRST NAME» «INITIAL » «LAST NAME>>

Date:




Exhibit 10-Q

NON-EMPLOYEE DIRECTOR
NON-QUALIFIED STOCK OPTION AGREEMENT

OPTION AGREEMENT made this xxx day of xxxxx, by and between Donaldson Company, Inc., @Date corporation (hereinaft
together with its subsidiaries, called “Donaldsom@bd «FirstName» «Initial» «LastName», a non-eygsdDirector of Donaldson
(hereinafter called “Participant”).

In consideration of the mutual covenanteimafter set forth and for other good and valuaiolesideration, the parties agree as follows:

1. Donaldson irrevocably grants to thetiBipant the right and option to purchase all oy @art of an aggregate of xxx shares of
Common Stock, par value of $5.00 per share, of Risoa together with a restoration option (“Reloadis option is granted pursuant to
Donaldson Company Non-Qualified Stock Option Progfar Non-Employee Directors (the “Plan”). A Relostubll be automatically granted
if Participant exercises this option when the maviedue of Common Stock exceeds the purchase priggragraph 2, by 25%. The Reloa
applicable only on the exercise by Participant e/hilDirector. The Reload provision shall not beliapple if Participant transfers the option
grant as provided for in paragraph 4, except thaReload provision shall continue to apply toaasfer to a revocable trust where the
Participant retains beneficial ownership and cdnParticipant acknowledges receipt of a copy ef®tan.

2. The purchase price of the shares ofit@on Stock subject to this option is xx.xx per shdihe date of grant is xxxx.

3. The term of this option is for theipdrof ten years from and after the date of gransuch shorter period as may be provided by the
provisions of the Plan. The option may be exercth#ihg the period from and after the date of gr&ubject to the limitations herein and to
the extent not exercised in prior years, the righgxercise this option shall be cumulative and imagxercised at any time or from time to
time during the term as to any or all full shardsalu may be purchasable under the provisions efAlgreement.

4. This option shall not be transferattleerwise than by will or the laws of descent argtrihution and may be exercised during the
lifetime of the Participant only by Participantppided, however, that notwithstanding the abovis, dption shall be transferable by
Participant to immediate family members and relastate planning entities.

5. Participant may exercise this optiomvhole or in part at any time during the term pecified above but not after ten years from the
date of grant; provided, that if Participant diéhés option may be exercised within three yearsrafeath, but not after ten years from the date
granted, by Participant’s estate or by the persgrecsons who acquire the right to exercise tht®afy bequest, inheritance or otherwise by
reason of such death. Donaldson and Participant

recognize that this Agreement in no way restricesright of Donaldson to terminate Participant’ambership consistent with applicable
Delaware laws.

6. Subject to the terms and conditionthif Agreement, this option may be exercised hitevwr notice to the Company at its principal
office, which is now located at 1400 West 94th &tr&loomington, Minnesota, Attention: Treasurarcl®notice shall state the election to
exercise the option and the number of shares pem®of which it is being exercised, shall be stjhg the person or persons so exercising
option. Such notice shall be accompanied by paytinefioil of the purchase price of the shares puselda Payment of the exercise price may
be made in cash or in whole or in part in Commarcisbf the Company valued at the Market Value @fed in the Master Plan) on the (
preceding the date of exercise. The Company vallesand deliver a certificate or certificates reprting the shares to be received as soon a:
practicable after completion of these requiremdntthe event the option shall be exercised pursitaparagraphs 4 or 5 by any person or
persons other than the Participant such noticé kbaccompanied by appropriate proof of the raftguch person or persons to exercise the
option.

7. Inthe event of a Change in ContrdDohaldson (as defined below), any outstandingoogtgranted under this Agreement not
previously vested and exercisable shall becomg fgsted and exercisable and shall remain exeteishéreafter until they are either
exercised or expire by their terms. The term “CleaimgControl” shall have the following meaning assd to it in this Agreement. AChang
in Control” of Donaldson shall have occurred ifgdy “person” as such term is used in Sections)18{d 14(d) of the Securities Exchange
Act of 1934, as amended (the “Exchange Act”) (othan Donaldson, any trustee or other fiduciaryimg securities under an employee
benefit plan of Donaldson or any corporation owrdickctly or indirectly, by the shareholders of @ddson in substantially the same
proportions as their ownership of stock of Donaigseither is or becomes the “beneficial owner’dafined in Rule 13d-3 under the
Exchange Act), directly or indirectly, of securstief Donaldson representing 30% or more of the é¢oetbvoting power of Donaldson’s then
outstanding securities, (ii) during any periodwbtconsecutive years (not including any periodpiacthe effective date of this Master Ple



individuals who at the beginning of such periodstdate the Board of Directors of Donaldson (theaBd”), and any new director (other than
a director designated by a person who has entetedn agreement with Donaldson to effect a traiwadescribed in clause (i), (iii) or (iv)

of this subparagraph) whose election by the Boambmination for election by Donaldson’s sharehoddeas approved by a vote of at least
two-thirds (2/3) of the directors then still in @i who either were directors at the beginninchefperiod or whose election or nomination for
election was previously so approved, cease foraagon to constitute at least a majority therenlgss the approval of the election or
nomination for election of such new directors wasonnection with an actual or threatened eleation

proxy contest, (iii) the shareholders of Donaldapprove a merger or consolidation of Donaldson witi other corporation, other than (A) a
merger or consolidation which would result in tleing securities of Donaldson outstanding immedijgbeior thereto continuing to represent
(either by remaining outstanding or by being coteeinto voting securities of the surviving entitgpre than 80% of the combined voting
power of the voting securities of Donaldson or ssigtviving entity outstanding immediately after sunerger or consolidation or (B) a
merger or consolidation effected to implement apéalization of Donaldson (or similar transactié@mvhich no “person” (as hereinabove
defined) acquires more than 30% of the combinethggiower of Donaldson’s then outstanding secwritie(iv) the shareholders of
Donaldson approve a plan of complete liquidatio®ohaldson or an agreement for the sale or dispadity Donaldson of all or substantia
all of Donaldson’s assets or any transaction hagiggnilar effect.

8. If all or any portion of the optionggercised subsequent to any stock dividend ar, sptapitalization, consolidation, or the like,
occurring after the date hereof, as a result ottvisecurities of any class shall be issued in @sgfeoutstanding shares of Common Stock, or
shares of Common Stock shall be changed into tine gat a different number of shares or other sdearif the same or other class or clas
then the Board of Directors shall determine if aqyitable adjustment is necessary to protect thiicpant against dilution and shall
determine the terms of such adjustment, if anyhéncase of any stock dividend or split effectadrahe date hereof, the number of shares to
be granted hereunder shall be automatically adjustprevent dilution of the potential benefitseimtled to be made available hereunder.

IN WITNESS WHEREOF, Donaldson and the Rgréint have duly executed this Agreement as ofltyeand year first above written.

DONALDSON COMPANY, INC. PARTICIPANT
By:
William M. Cook «FIRST
NAME> «INITIAL>» <«LAST
NAME >

Its: President and Chief Executive Offic




Exhibit 10-R

RETIREMENT CONSULTING AND NONCOMPETE AGREEMENT

This Agreement made and entered intoZ@th day of August, 2005 by and between Donald3mmpany, Inc., a Delaware corporat
(the "Company") and William G. Van Dyke ("WVD");

WITNESSETH THAT:

WHEREAS, WVD has been employed in theacitfes of Chairman, President and Chief Execufifficer of the Company for many
years and retired as a director, officer and eng®asffective August 1, 200

WHEREAS, the Board and Company desireotdinue to have the right to consult with WVD dodeceive the continuing benefit of
a noncompete agreement and WVD desires to makesHimailable to provide consulting services to @@mmpany and is willing to agree to
the noncompetition restriction upon the terms asntitions herein specified;

NOW, THEREFORE, the parties hereto herdree as follows:
1. Term of the Agreementhe period during which WVD shall provide consuitiservices to the Company shall commence on Segtemb

1, 2005, and terminate on August 31, 2010 or ore#tiker death of WVD. The term will consist ofdiwne-year periods commencing on
September #and ending on August each year.

2. Consulting Servicegt the request of the Chief Executive Officer of tBompany, WVD shall investigate, research, comsallore an
consult with and advise the Company concerning suatters relating to business strategy, operatoiscorporate governance and other
matters as the Company shall determine. The ComaatyVVD contemplate that the consulting servidé&@D will require WVD to
make himself available from time to time for coratibn with the Chief Executive Officer of the Coamy. WVD shall direct his
communications to the Chief Executive Officer, ocls other officer as the Chief Executive Officealklesignate

3. Allowance.The Company agrees to provide to WVD the followdtigwance in consideration of his availability fmnsulting services,
the expenses to be incurred by WVD, and the nonetitign agreemen

a. The sum of $111,000, payable in one instaltm&thin 30 days of the commencement of the agregpvehich means it shall be due
and payable on or before October 1, 2(

b. To assist WVD in providing services, the Compahall provide a computer and peripherals, déslirand fax machine. WVD shall
be responsible for all expenses other than expénseged as part of authorized travel approveddwmance by the Company in
connection with such services. Expense accountktshaubmitted to the Controller, or such othdicef as the Chief Executive
Officer of the Company may designa

4. Status of WYDWVD shall be an independent contractor and shdlbeaan employee or agent of the Company. He dié&drmine for
himself the details of providing services pursuarthis agreement. WVD shall have no authoritydmmit or bind the Company unless
specifically so authorized in writing by the Compamd then only to the extent of such authorizal

5. Noncompete AgreemerWVD agrees that during the term of this agreemiaatyill not

(a) directly orindirectly, as a consultant, eoyge, director, partner, stockholder, or agentagegn or have a financial interest in, any
business which is engaged in the manufacture erad§groducts or the performance of services whighin competition with the
products then manufactured or sold or the senttoes performed by the Company or any of its subsiel;

(b) induce employees of the Company or any of its slidages to join any such competing busines:
(c) solicit customers of the Company in competitionvilie Company

Clause (a) above shall not apply to the ownershipot more than 1% of the outstanding stock gf @ass of a public corporation
registered under Section 12(b) or 12(g) of the Bees Exchange Act of 193.

6. Notices.Any notice given under this agreement shall beigefit if in writing and delivered or sent by cégd or registered mail, if to tt
Company at 1400 West 94th Street, Minneapolis, NBM3a, Attention: President, and if to WVD at 54288/Highwood Drive, Edina,
MN 55436, or at such other address as either maigathe other by written notic



7. AssignmentThis agreement shall not be assignable by WVD &atl be binding upon and inure to the benefit & @ompany and its

successors and assig

8. Governing LawThis agreement shall be governed by and construaddordance with the laws of the State of Minrea:

IN WITNESS WHEREOF the parties heretoéhaxecuted this agreement on the day and yeaafitste written.

DONALDSON COMPANY, INC.

By:

/s/ William M. Cook

William M. Cook, President and CE

/sl William G. Van Dyke

William G. Van Dyke



Exhibit 23
Consent of Independent Registered Public Accountingirm

We hereby consent to the incorporatiomdfgrence in the Registration Statement on Fo®n([Se. 333-107444, 333-97771, 333-
56027, 33-27086, 2-90488 and 33-44624) of Donaldampany, Inc. of our report dated September 240 26lating to the financial
statements, financial statement schedule and fhetiekness of internal control over financial repa, which appears in this Annual Report
on Form 10-K.

/sl PricewaterhouseCoopers LLP
PricewaterhouseCoopers LLP

Minneapolis, Minnesota
September 24, 2010

61




Exhibit 31-A

Certification of Chief Executive Officer
Pursuant to Section 302 of the Sarbanes-Oxley Act 2002

[, William M. Cook, certify that:

1. | have reviewed this annual report on Forr-K of Donaldson Company, Inc

2. Based on my knowledge, this report does not cor@ajnuntrue statement of a material fact or om#itéde a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the
period covered by this repo

3. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

4, The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@)) and internal control over financial repagtias defined in Exchange Act RL
13e&15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and proceduresiused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known
to us by others within those entities, particulatlying the period in which this report is beingared

b) Designed such internal control over financial réipar, or caused such internal control over finah@aorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataece with generally accepted accounting princij

C) Evaluated the effectiveness of the registrant’sldfure controls and procedures and presentedsimgort our conclusions
about the effectiveness of the disclosure contints procedures, as of the end of the period couryéhis report based on su
evaluation; ant

d) Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an aimeport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registra’s internal control over financial reporting; &

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationterhal control over financial
reporting, to the registrant’s auditors and theitte@mmittee of the registrastboard of directors (or persons performing thewvedent
functions):

a) All significant deficiencies and material weaknes#ethe design or operation of internal contratiofinancial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information;
and

b) Any fraud, whether or not material, that involveamagement or other employees who have a signifioéain the registrant’s
internal control over financial reportin

Date: September 24, 201 /s/ William M. Cook
William M. Cook
Chief Executive Office
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Exhibit 31-B

Certification of Chief Financial Officer
Pursuant to Section 302 of the Sarbanes-Oxley Act 28002

I, Thomas R. VerHage, certify that:

1. | have reviewed this annual report on Forr-K of Donaldson Company, Inc

2. Based on my knowledge, this report does not cor@ajnuntrue statement of a material fact or om#itéde a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the
period covered by this repo

3. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

4, The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@)) and internal control over financial repagtias defined in Exchange Act RL
13e&15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and proceduresiused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known
to us by others within those entities, particulatlying the period in which this report is beingared

b) Designed such internal control over financial réipar, or caused such internal control over finah@aorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataece with generally accepted accounting princij

C) Evaluated the effectiveness of the registrant’sldfure controls and procedures and presentedsimgort our conclusions
about the effectiveness of the disclosure contints procedures, as of the end of the period couryéhis report based on su
evaluation; ant

d) Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an aimeport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registra’s internal control over financial reporting; &

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationterhal control over financial
reporting, to the registrant’s auditors and theitte@mmittee of the registrastboard of directors (or persons performing thewvedent
functions):

a) All significant deficiencies and material weaknes#ethe design or operation of internal contratiofinancial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information;
and

b) Any fraud, whether or not material, that involveamagement or other employees who have a signifioéain the registrant’s
internal control over financial reportin

Date: September 24, 201 /sl Thomas R. VerHac
Thomas R. VerHag
Chief Financial Office
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Exhibit 32

Pursuant to 18 U.S.C. Section 1350, as created bgcHion 906 of the Sarbanes—Oxley Act of 2002, thellbwing certifications are being
made to accompany the annual report on Form 10-K fothe fiscal year ended July 31, 2010 for DonaldsoBompany, Inc.:

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
[, William M. Cook, Chief Executive Officer of Dotdson Company, Inc., certify that:

1. The Annual Report on Form 10-K of Donaldson Compang. for the fiscal year ended July 31, 2010 (fReport”), fully complies
with the requirements of Section 13(a) or 15(dbhef Securities Exchange Act of 1934; :

2. The information contained in the Report fairly @ets, in all material respects, the financial ctodiand results of operations of
Donaldson Company, In

Date: September 24, 201 /s! William M. Cook
William M. Cook
Chief Executive Office

CERTIFICATION OF CHIEF FINANCIAL OFFICER
I, Thomas R. VerHage, Chief Financial Officer ofiatdson Company, Inc., certify that:

1. The Annual Report on Form 10-K of Donaldson Compang. for the fiscal year ended July 31, 2010 (fReport”), fully complies
with the requirements of Section 13(a) or 15(dbhef Securities Exchange Act of 1934; :

2. The information contained in the Report fairly @ets, in all material respects, the financial ctodiand results of operations of
Donaldson Company, In

Date: September 24, 201 /sl Thomas R. VerHag
Thomas R. VerHag
Chief Financial Office!
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