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PART I
ITEM 1. BUSINESS ’

General

Tecumseh Products Company (the “Company”) is a Michigan corporation organized in 1930. We are a full-line,
independent, global manufacturer of hermetically sealed compressors for residential and specialty air conditioning, household
refrigerators and freezers and commercial refrigeration applications. We believe Tecumseh remains one of the world’s
largest independent producers of hermetically sealed compressors, with products sold in countries all around the world.

Our products include air conditioning and refrigeration compressors, as well as condensing units, heat pumps and complete
refrigeration systems. Products range from fractional horsepower reciprocating compressors used in small refrigerators and
dehumidifiers to large reciprocating and scroll compressors used in commercial air conditioning and refrigeration systems.
We sell compressors for three primary applications: (i) commercial refrigeration, including walk-in coolers and freezers, ice
makers, dehumidifiers, water coolers, food service equipment and refrigerated display cases and vending machines; (ii)
household refrigerators and freezers; and (iii) residential and specialty air conditioning and heat pumps, including window air
conditioners, packaged terminal air conditioners and recreational vehicle and mobile air conditioners. Tecumseh’s products
are sold to original equipment manufacturers ("OEMs") and authorized wholesale distributors.

Foreign Operations and Sales

Although we maintain two manufacturing plants in the United States (“U.S.”), international sales and manufacturing are
extremely important to our business as a whole. In 2009, sales from continuing operations to customers outside the United
States represented approximately 81% of total consolidated net sales. Products sold within and outside the United States are
also manufactured in Brazil, France, India, Canada, Mexico and Malaysia.

Our dependence on sales and manufacturing in foreign countries entails certain commercial and political risks, including
currency fluctuations, unstable economic or political conditions in some areas and the possibility of U.S. government
embargoes on sales to certain countries. Our foreign manufacturing operations are subject to other risks as well, including
governmental expropriation, governmental regulations that may be disadvantageous to businesses owned by foreign nationals
and instabilities in the workforce due to changing political and social conditions. These considerations exist in all of our
foreign countries, but are especially significant in the context of our Brazilian operations, given the importance of Tecumseh
do Brasil’s overall size and performance in relation to our total operating results.

Compressor Product Lines

A compressor is a device that compresses a refrigerant gas. In applications that utilize compressors, when the gas is later
permitted to expand, it removes heat from the room or appliance by absorbing and transferring it, producing a cooling effect.
This technology forms the basis for a wide variety of refrigeration and air conditioning products. All of the compressors we
produce are hermetically sealed. Our current compressor line consists primarily of reciprocating and rotary designs; in 2008,
we introduced a line of commercial refrigeration scroll models for mid-temperature products and will continue to develop the
scroll for low-temperature products in 2010.

Our lines of compressors range in size from approximately 5,000 to 60,000 BTU/hour models used in stationary and mobile
air conditioning applications to 145 to 1,100 BTU/hour models used in household refrigerators/freezers, along with 365 to
73,000 BTU/hour models for commercial refrigeration applications, such as ice makers, vending machines, food service
equipment, display cases and refrigerated walk-in cold rooms.

We produce reciprocating compressors in the 365 to 73,000 BTU/hour for air conditioning and commercial refrigeration
applications. We produce rotary compressors ranging from 2,200 to 34,000 BTU/hour for residential and mobile air
conditioning applications, as well as certain commercial refrigeration applications. We produce scroll compressors ranging
from 7,500 to 44,000 BTU/hour that are designed specifically for the demanding commercial refrigeration applications.
Rotary and scroll compressors generally provide increased operating efficiency, lower equipment space requirements, and
reduced sound levels when compared to reciprocating piston models. We also produce variable speed compressors for a wide
range of uses, including military, medical, telecommunications, aircraft, transportation and automotive applications. These
compressors use a variety of refrigerants for different applications, including hydrocarbon refrigerants.



We also produce sub-assemblies and complete refrigeration systems that utilize our compressors as components. Such
products include indoor and outdoor condensing units, multi-cell units, and complete refrigeration systems that use both
single speed and variable speed AC/DC powered compressors. These products are sold to both OEM and authorized
wholesale distributors. '

Manufacturing Operations

We manufacture our products from facilities located in the United States, Brazil, France, India, Canada, Mexico and
Malaysia. Our Brazilian compressor operations are the largest of our manufacturing sources. Brazilian operations include
two manufacturing facilities producing our broadest product offerings, with an installed capacity of approximately 13.5
million compressors a year. Products produced in Brazil are sold throughout the world. Significant devaluations of the
Brazilian real in 1999 and 2002 enabled these operations to better compete in foreign markets. However the strengthening of
the real from 2003 through the end of 2009 (with the exception of a weakening of the real in the latter half of 2008, which
subsequently reversed in 2009) caused our compressor products to be more expensive, making us less competitive. As a
result, Brazilian exports have decreased to approximately 36%, 48%, and 59% of Brazilian production in 2009, 2008 and
2007, respectively.

We manufacture compressor products in North America in facilities in Tupelo, Mississippi, and Ontario, Canada and to a
lesser degree in Mexico. Over the past several years, we have reduced the number of facilities operated in North America
and moved some of our production to other countries because (1) the products can be produced at lower cost in those
countries, and (2) some of our customers have relocated their operations to these countries. During 2008 we completed the
closure of two compressor facilities in the United States, leaving only our facility in Tupelo. Installed capacity in Tupelo is
approximately 3.0 million compressors a year. We also manufacture electric motors, a component of finished compressors,
at a facility in Paris, Tennessee. In 2009, approximately 5% of the compressor products produced in our North American
operations were exported to foreign countries.

We also currently operate three manufacturing facilities in France. As in North America, we are actively restructuring these
operations, through consolidation into fewer facilities and by moving production to lower cost countries. During 2009 we
announced restructuring activities that will further reduce our headcount in France. These facilities have aggregate capacity
of 3.7 million units a year.

We operate two manufacturing facilities in India with a current total capacity of 5.0 million units a year. Given the current
cost structure of our Indian production and the potential growth of the Indian market, we are expanding production capacity
in India, and relocating certain production capabilities from higher-cost countries into these facilities.

Our compressor manufacturing operations are vertically integrated, and we manufacture a significant portion of our
component needs internally, including electric motors and metal stampings. Raw materials are purchased from a variety of
non-affiliated suppliers. We utilize multiple sources of supply and the required raw materials and components are generally
available in sufficient quantities. The prices of commodity raw materials have increased substantially in recent years, peaking
in mid-2008 before declining substantially and then rebounding over the course of 2009. We expect that costs of these
commodities will remain volatile in the future.

Sales and Marketing

We market our compressor and condensing unit products under the following brand names; “Tecumseh,” “L'Unité
Hermétique by Tecumseh,” “Masterflux by Tecumseh,” “Silensys by Tecumseh,” “Celseon” and “Vector.” We sell our
products in over 110 countries primarily through our own sales staff as well as independent sales representative and
authorized wholesale distributors.



A substantial portion of our sales of compressor products for room air conditioners and for household refrigerators and
freezers are to OEMs. Sales of compressor products for unitary central air conditioning systems and commercial
refrigeration applications include substantial sales to both OEM and distributor customers. The breakdown of sales by class
of similar products for 2009, 2008 and 2007 is set forth in the table below:

% of Total Sales Volume

2009 2008 2007
Commercial Refrigeration .......................................... 55% 52% 48%
Residential Refrigerator and Freezer ......................... 30% 30% 35%
Residential and Specialty Air Conditioning .............. 15% 18% 17%
Total....coriiiiiiiirie e PR 100% 100% 100%

We have over 1,400 customers for compressor and condensing units. The majority of our customers are for commercial
refrigeration products, while our customer base for household refrigeration and freezer (“R&F”) applications is much more
concentrated. In 2009, the two largest customers for compressor products, both of whom were R&F customers, accounted
for 9.6% and 8.9% respectively of consolidated net sales. Loss of either of these customers could have a materially adverse
effect on our results. Generally, we do not enter into long-term contracts with our customers. However, we do pursue long-
term agreements with selected major customers where a business relationship has existed for a substantial period of time.

Competition

All of the compressor and condensing unit markets in which we operate are highly competitive. We compete with other
compressor producers, including manufacturers of end products and other manufacturers that have internal compressor
manufacturing operations. Most of these competitors manufacture their products outside the United States in countries where
customers are manufacturing products that use compressors and where manufacturing costs are lower, including the Far East
and South America and, to a decreasing extent, Europe.

Participants compete on the basis of delivery, efficiency, sound level, price, reliability, availability and service, as well as
compliance with various global environmental and safety standards and regulations. Due to the robustness of our
compressors for specialty air conditioning applications, they are particularly well suited for specialized, niche markets located
in parts of the Middle East and Asia. Worldwide productive capacities exceed global demand, which has put downward
pressure on prices.

For most applications there are numerous competitors, some of which have larger product lines and greater financial,
technical, manufacturing, research and development and management resources than we do. The household refrigerator and
freezer market is vertically integrated with many appliance producers manufacturing a substantial portion of their compressor
needs. In the United States and Europe specialty air conditioning compressor markets, we compete primarily with two U.S.
manufacturers, Copeland Corporation and Danfoss, Inc.

In Brazil, domestic compressor manufacturers have some protection from outside competition, including import duties for
compressors delivering up to 18,000 BTU/hour of cooling capacity. This protection only pertains to components (e.g.,
compressors) and not equipment. We believe that we and Whirlpool, S.A (selling compressors under the brand name
“Embraco”) account for a majority of the compressors sold in Latin America for refrigeration and freezer applications.
However, our market share in Brazil is slowly being reduced, as the strength of the Brazilian currency in recent years has
made foreign imports relatively cheap despite the presence of duties. As a result, Asian manufacturers are beginning to
capture additional share, including small shares of the market for compressors for refrigeration and freezer applications, and
importation of the end products containing compressors, particularly in the room air conditioning market. In addition, our
Latin American sales are concentrated. In 2009, approximately 24.9%, 15.3% and 10.9% of the sales from our Brazilian
facilities were made to its three largest customers respectively, and the loss of any of these customers would have a
significant impact on the results of operations of these facilities, and to a lesser extent, on our consolidated results as a whole.

In East Asia and the Middle East, domestic compressor manufacturers also have some protection from outside competition,
including import duties. We have manufacturing facilities in India, where our sales in this region are concentrated. We



compete in this market primarily for compressors used in air conditioning and household refrigerator applications. This
region has not yet fully developed a cold chain with temperature-controlled storage and distribution facilities. Our Indian
sales are concentrated because there are fewer end product manufacturers in India. Accordingly, in 2009, approximately
32.9% and 11.8% of the sales from our Indian facilities into East Asian and Middle Eastern markets were made to its two
largest customers respectively, and the loss of either of these customers would have a significant impact on the results of
operations of our Indian facilities, and to a lesser extent, on our consolidated results as a whole.

Regulatory Requirements

Hydrochlorofluorocarbon compounds (“HCFCs”) are still used as a refrigerant in many air conditioning systems in some
regions of the world. Under a 1992 international agreement, HCFCs are now banned from new equipment beginning in 2010
in North America. Some European countries began HCFC phase-outs as early as 1998, and some have fully eliminated the
use of HCFCs. Within the last several years, we have approved and released a number of compressor models utilizing U.S.
government approved hydrofluorocarbons (“HFC”) refrigerants such as R410A, which are considered more environmentally
safe than the preceding refrigeration compounds. HFCs are also currently under global scrutiny and subject to possible future
restrictions.

In the last few years, there has been an even greater political and consumer movement, particularly from northern European
countries, toward the use of hydrocarbons (“HCs”) and CO, as alternative refrigerants, moving further away from the use of
chiorine (which depletes the ozone layer of the atmosphere) and the use of fluorine (which contributes to the “green-house”
effect). The most common HC refrigerants are isobutene and propane. HCs are flammable compounds and have not been
approved by the U.S. government for air conditioning or household refrigerator and freezer applications. They are permitted
in North America, however, for certain small compressors as long as the total weight of the hydrocarbons is less than 150
grams. We build some compressors in Europe and Brazil for sale into the European markets using propane as the refrigerant,
and also build certain compressors in Europe utilizing isobutene for sale into the European and Latin American markets. CO,
is still in limited production and is used in niche markets.

It is not presently possible to estimate the level of expenditures that will be required to meet future industry requirements or
the effect on our earnings or competitive position. Nonetheless, we expect that our product development process will address
these changes in a timely manner.

The U.S. National Appliance Energy Conservation Act of 1987 (the “NAECA”) requires specified energy efficiency ratings
on room air conditioners and household refrigerator/freezers. Energy efficiency requirements for unitary air conditioners in
the U.S. became effective in January 2006. The European and Brazilian manufacturing communities have issued energy
efficiency directives that specify the acceptable level of energy consumption for refrigerators and freezers. These efficiency
ratings apply to the overall performance of the specific appliance, of which the compressor is one component. We have
ongoing projects aimed at improving the efficiency levels of our compressor products and have products available to meet
known energy efficiency requirements as determined by our customers.

Geographic Location Information

The results of operations and other financial information by geographic location for each of the years ended December 31,
2009, 2008, and 2007 appear under the caption "Business Segment Information” in Note 17 of the Notes to the Consolidated
Financial Statements which appear in Part II, Item 8, of this report, "Financial Statements and Supplementary Data,” and that
information is incorporated by reference into this Item 1.

Backlog and Seasonal Variations
Most of our production is against short-term purchase orders and order backlog is not significant.

Compressor products are subject to some seasonal variation among individual product lines. In particular, sales for
compressor products are higher in the first and second quarters (for customer needs prior to the commencement of warmer
weather in the northern hemisphere, for both residential air conditioning products and commercial refrigeration applications).
This seasonal effect is somewhat, though not completely, offset by sales volumes in the southern hemisphere. Depending on
relative performance among the groups, and external factors such as foreign currency changes and global weather, trends can
vary. In the past three years, consolidated sales in the aggregate have not exhibited any pronounced seasonal trend.



Patents, Licenses and Trademarks

We own a substantial number of patents, licenses and trademarks and deem them to be important to certain lines of our
business; however, the success of our overall business is not considered primarily dependent on them. In the conduct of our
business, we own and use a variety of registered trademarks, the most familiar of which is the trademark consisting of the
word “Tecumseh” in combination with a Native American Indian head symbol.

Research and Development

The ability to successfully bring new products to market in a timely manner has rapidly become a critical factor in competing
in the compressor products business as a result of, among other things, the imposition of energy efficiency standards and
environmental regulations including those related to refrigerant requirements as discussed above. We must continually
develop new and improved products in order to compete effectively and to meet evolving regulatory standards in all of our
major product lines. However, our spending has decreased in recent years due to shifting our research personnel from high
cost countries to low cost countries. We spent approximately $17.7 million, $20.4 million, and $28.1 million during 2009,
2008, and 2007, respectively, on research activitics relating to the development of new products and the development of
improvements to existing products. Of those amounts, approximately $0.2 million and $5.4 million in 2008 and 2007,
respectively relates to research and development activities for entities that are now discontinued operations. None of this
research was customer sponsored.

Employees

On December 31, 2009, we employed approximately 7,600 persons, 89% of whom were employed in foreign locations.
While none of our U.S. employees were represented by labor unions, the majority of foreign location personnel are
represented by national trade unions. Over the course of 2009 and 2008, we have focused on reducing our global workforce
as part of our overall efforts to restructure the business and improve our overall cost structure. We believe we generally have
a good relationship with our employees.

Available Information

We provide public access to our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K,
and amendments to these reports filed with or furnished to the Securities and Exchange Commission (“SEC”) under the 1934
Act.  These documents may be accessed free of charge through our website at the following address:
hitp://www.tecumseh.com/investor.htm. These documents are provided as soon as reasonably practicable after filing with, or
furnishing to, the SEC, although not generally on the same day. These documents may also be found at the SEC website at
http://www.sec.gov.

ITEM 1A. RISK FACTORS

Set forth below and elsewhere in this Annual Report on Form 10-K are material risks and uncertainties that could cause our
actual business results to differ materially from any forward-looking statements contained in this Report. These risk factors
should be considered in addition to our cautionary comments concerning forward-looking statements in this Report, including
statements related to markets for our products and trends in our business that involve a number of risks and uncertainties. Our
separate section in ltem 7 below, “Cautionary Statements Relating To Forward-Looking Statements,” should be considered in
addition to the following statements.

Current and future global economic conditions could have an adverse effect on our sales volumes, liquidity and
profitability.

The recent global recession, precipitated by the financial crisis, had a detrimental effect on our sales volumes during 2009.
Given that the slowdown in economic activity has affected all of the geographic regions where we sell our products with
nearly equal severity, the impact on our financial results in these periods has been significant.

Global economic conditions, in fact, may continue to decline in the short term, and the depth and extent of this decline cannot
be forecasted with certainty. We cannot project the timeframe within which economic conditions will begin to improve.
Accordingly, we have idled underutilized assets and reduced employment levels throughout the world. Notwithstanding the
actions we have taken to address the economic contraction, further declines would have an adverse effect on our financial
condition and results of operations.



We are subject to currency exchange rate and other related risks.

The compressor industry and our business in particular are characterized by global and regional markets that are served by
manufacturing locations positioned throughout the world.  An increasing portion of our manufacturing presence is in
international locations. During 2009, approximately 77% of our compressor manufacturing activity took place outside the
United States. Our Brazilian, European and Indian manufacturing operations delivered approximately 35%, 30% and 12% of
total 2009 compressor sales, respectively. As a result, our consolidated financial results are increasingly sensitive to changes
in foreign currency exchange rates.

Our results of operations are substantially affected by several types of foreign exchange risk. One type is balance sheet re-
measurement risk, which results when assets and liabilities are denominated in currencies other than the functional currencies
of the respective operations. This risk applies for our Brazilian operation, which denominates certain of its borrowings in
U.S. dollars. The periodic re-measurement of these liabilities is recognized in the consolidated statements of operations.

Another significant risk for our business is transaction risk, which occurs when the foreign currency exchange rate changes
between the date that a transaction is expected and when it is executed, such as collection of sales or purchase of goods. This
risk affects our business adversely when foreign currencies strengthen against the dollar, which until recently has been the
case for the last several years. We have developed strategies to mitigate or partially offset these impacts, primarily hedging
against transactional exposure where the risk of loss is greatest. In particular, we have entered into foreign currency forward
purchases to hedge Brazilian export sales, some of which are denominated in U.S. dollars and some in euros. To a lesser
extent, we have also entered into foreign currency forward purchases to mitigate the effect of fluctuations in the euro and the
Indian rupee. However, these hedging programs only reduce exposure to currency movements over the limited time frame of
three to eighteen months. Additionally, if the currencies weaken against the dollar, any hedge contracts that have been
entered into at higher rates result in losses to our consolidated statements of operations when they are settled. In 2009, the
euro and rupee strengthened against the dollar by 2.4% and 4.5%, respectively. This resulted in gains to our consolidated
statements of operations for the settlement of currency contracts. In general, the strengthening of the U.S. dollar is favorable
to our overall results over time; however, the rapid and significant weakening of foreign currencies will cause balance sheet
re-measurement losses to out-weigh the favorable impacts of net transactional gains in the period. Ultimately, long term
changes in currency exchange rates have lasting effects on the relative competitiveness of operations located in certain
countries versus competitors located in different countries.

Currency exchange rate fluctuations might adversely affect our results of operations and financial condition, particularly over
the long term. In addition, while the use of currency hedging instruments may provide us with short-term protection from
adverse fluctuations in currency exchange rates, by utilizing these instruments we potentially forego the benefits that might
result from favorable fluctuations in currency exchange rates.

We also face risks arising from the imposition of exchange controls and currency devaluations. Exchange controls may limit
our ability to convert foreign currencies into U.S. dollars or to remit dividends and other payments by our foreign subsidiaries
or businesses located in or conducted within a country imposing controls. Currency devaluations result in a diminished value
of funds denominated in the currency of the country instituting the devaluation. Actions of this nature, if they occur or
continue for significant periods of time, could have an adverse effect on our results of operations and financial condition in
any given period.

Volatility of commodity costs could adversely affect our results of operations.

One of the most significant cost impacts to the business have been the prices of certain key commodities, including copper
and steel, both major cost components of compressors. Copper prices increased by 130% from December 2008 year end
levels to December 2009 year end levels due to a significant decline in copper prices in the 4™ quarter of 2008. Average cost
of copper for the full year 2009 was 34% lower than 2008, primarily due to lower prices in the first three quarters of 2009
versus 2008. Steel prices decreased by 8% from December 31, 2008 to December 31, 2009. Average cost of steel for the full
year 2009 was 43% lower than 2008. Due to competitive markets, we are typically not able to quickly recover products cost
increases through price increases or other cost savings. While we have been proactive in addressing volatility of these costs,
including executing forward purchases and future contracts to cover approximately 50% of our anticipated copper
requirements for 2010, renewed rapid escalation of these costs would nonetheless have an adverse effect on our results of
operations both in the near and long term. In addition, our hedges will offset most of the benefits of any price decreases in
2010. We are striving for greater productivity improvements and implementing increases in selling prices to help mitigate
cost increases in copper and steel as well as other base materials including aluminum, as well as other input costs including
ocean freight, fuel, health care and insurance. We are also continuing to implement operational initiatives in order to
continuously reduce our costs. These actions might not be successful to manage our costs or increase our productivity.
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Continued volatility of base metals or failure of our initiatives to generate cost savings or improve productivity may
negatively impact our results of operations.

We may not maintain our current level of liquidity.

With the proceeds of divestitures of our former engine and power train and electrical components business operations, we
eliminated all our North American debt, and accumulated substantial net cash on our balance sheet. This cash balance has
become increasingly important in light of recently constrained capital markets and the current economic environment.
However, we may not be able to maintain our current levels of liquidity. We have incurred significant net losses in each of
the last five years, including significant operating losses in three of the last four years. Challenges remain with respect to our
ability to generate appropriate levels of liquidity solely from cash flows from operations, particularly challenges related to
global economic conditions, currency exchange effects and commodity pricing. We only generated cash from operations of
$1.6 million in 2009. While we expect continued improvement as our restructuring activities take effect, we still may not be
able to generate cash from operations unless further restructuring activities are implemented and/or economic conditions
improve. While we believe that current cash balances combined with available borrowings and the cash to be generated by
the pension plan reversion and tax refunds will produce adequate liquidity to implement our business strategy over at least
the next twelve months, there can be no assurance that such improvements will ultimately be adequate if economic conditions
deteriorate. In addition, while our business dispositions have improved our liquidity, many of the sale agreements provide
for certain retained liabilities, indemnities and/or purchase price adjustments including liabilities that relate to environmental
issues and product warranties. See “Item 3 — Legal Proceedings — Platinum” for a description of a lawsuit by the buyer of our
gas-powered engine subsidiary. Future events could result in the recognition of additional liabilities that could consume
available liquidity and management attention.

We operate in highly competitive markets.

All of the compressor and condensing unit markets in which we operate are highly competitive. We compete on the basis of
delivery, efficiency, noise level, price, compliance with various global environmental standards and reliability. For most
applications there are numerous competitors, some of which have larger product lines and greater financial, technical,
manufacturing, research and development and management resources than we do. If our products do not meet or exceed the
attributes of our competitor’s offerings, we could be at a disadvantage in the affected product lines. These and other factors
might have a material adverse effect on our results of operations.

In particular, we operate in environments where worldwide productive capacities exceed global demand and customers and
competitors are establishing new productive capacities in low cost countries, including China. These trends may put
downward pressure on prices and reduce our margins. These trends may also result in the need for us to restructure our
operations further by removing excess capacities, lowering our cost of purchased inputs and shifting productive capacities to
low cost countries in order to improve our overall cost structure, restore margins and improve our competitive position in our
major markets. There is no guarantee that these initiatives, which have included plant closures, headcount reductions and
expanded operations in low-cost countries will be successful in setting the stage for improvement in profitability in the
future.

Our results of operations may be negatively impacted by litigation.

Our business exposes us to potential litigation, such as product liability suits that are inherent in the design, manufacture, and
sale of our products. We are also potentially exposed to litigation related to prior sales of businesses, securities law or other
types of business disputes. These claims can be expensive to defend and can divert the attention of management and other
personnel for significant periods of time, regardless of the uitimate outcome.

As we self-insure a portion of product liability claims, an unsuccessful defense of a product liability claim or series of
successful claims could materially and adversely affect our product reputation and our financial condition, results of
operations, and cash flows. Even if we are successful in defending against a claim relating to our products, claims of this
nature could cause our customers to lose confidence in our products and our company.

As is further discussed in Item 3, “Legal Proceedings,” we are one of several companies involved in investigations into
possible anti-competitive practices in the compressor industry. While we have entered into conditional amnesty agreements
under which we do not expect to be subject to criminal prosecution with respect to the investigation, we are not exempt from
civil litigation. As of the date of this report, numerous class action civil suits had been filed, and additional suits may be
forthcoming. Even a successful defense against these claims could result in significant legal costs, and could have a material
adverse impact on our results of operations and cash flows.



As is further described in Item 3, “Legal Proceedings,” we are being sued by the buyer of our gas-powered engine business.
Similar to other legal matters noted above, the outcome of the litigation may not be successful and legal costs and potential
settlements may negatively impact our business.

We are exposed to political, regulatory, economic, and other risks that arise from operating a multinational business.

Sales into countries outside of North America, including export sales from North American businesses, accounted for
approximately 81% of our net sales in 2009. Further, certain of our businesses obtain raw materials and finished goods from
foreign suppliers. Accordingly, our business is subject to the political, economic and other risks that are inherent in operating
in numerous countries. These risks include:

« the difficulty of enforcing agreements and collecting receivables through foreign legal systems:
« required compliance with a variety of foreign laws and regulations;
« trade protection measures and import or export licensing requirements;

e tax rates in certain foreign countries that exceed those in the U.S. and the imposition of withholding
requirements on foreign earnings;

« the imposition of tariffs, exchange controls or other restrictions;
« difficulty in staffing and managing widespread operations and the application of foreign labor regulations;
« the protection of intellectual property in foreign countries; and

« changes in general economic and political conditions in countries where we operate, particularly in emerging
markets.

Our business success depends in part on our ability to anticipate and effectively manage these and other risks.
Our operations and products are subject to extensive environmental laws and energy regulations.

Our manufacturing operations are subject to increasingly stringent environmental laws and regulations in all of the countries
in which we operate, including laws and regulations governing emissions to air, discharges to water and the generation,
handling, storage, transportation, treatment and disposal of waste materials. These regulations can vary widely across the
countries in which we do business. While we believe that we are in compliance in all material respects with these
environmental laws and regulations, we could still be adversely impacted by costs, liabilities or claims with respect to
existing, previously divested, or subsequently acquired operations, under either present laws and regulations or those that
may be adopted or imposed in the future. We are also subject to laws requiring the cleanup of contaminated property. If a
release of hazardous substances occurs at or from any of our current or former properties or at a landfill or another location
where we have disposed of hazardous materials, we may be held liable for the contamination and the amount of such liability
could be material. See “Item 8 — Financial Statements and Supplemental Data — Note 16” for a description of our
environmental matters.

In addition, governmental regulations affect the types of refrigerants that may be utilized in our products, and this global
scrutiny continues to evolve over time. We have continued to address these changes in regulation by approving and releasing
new models that meet governmental and consumer requirements. We also strive to have our products meet requirements for
energy efficiency, which can vary substantially in the different geographic markets in which we sell our products. Future
legislation may require substantial levels of expenditure to meet industry requirements, which could have a material adverse
effect on our business, results of operations and financial condition.

We may be adversely impacted by work stoppages and other labor matters.

As of December 31, 2009, we employed approximately 7,600 persons worldwide. The majority of people we employ in
foreign locations, approximately 6,800, are represented by national trade unions. While we do not believe that we will be
impacted by work stoppages and other labor matters, future issues with our labor unions might not be resolved favorably and
we might encounter future strikes, further unionization efforts or other types of conflicts with labor unions or our employees.
Any of these factors may have an adverse effect on us or may limit our flexibility in dealing with our workforce. In addition,
many of our customers have unionized work forces. Work stoppages or slow-downs experienced by our customers could
result in slow-downs or closures at their plants where our products are installed. If one or more of our customers experience a
material work stoppage, it could have a material adverse effect on our business, results of operations and financial condition.
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Increased or unexpected product warranty claims could adversely affect us.

We provide our customers a warranty on products we manufacture. Our warranty generally provides that products will be
free from defects for periods ranging from 12 months to 36 months. If a product fails to comply with the warranty, we may
be obligated, at our expense, to correct any defect by repairing or replacing the defective product. Although we maintain
warranty reserves in an amount based primarily on the number of units shipped and on historical and anticipated warranty
claims, future warranty claims might not follow historical patterns or we might not accurately anticipate the level of future
warranty claims. An increase in the rate of warranty claims or the occurrence of unexpected warranty claims could
materially and adversely affect our financial condition, results of operations and cash flows.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.
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ITEM 2. PROPERTIES

Our headquarters are located in the United States of America in Ann Arbor, Michigan, approximately 40 miles west of
Detroit. At December 31, 2009 we had 23 properties in the United States, Canada, Mexico, France, Brazil, India, Malaysia
and China occupying approximately 5.0 million square feet (0.5 million idled) with the majority, approximately 3.8 million
square feet, devoted to manufacturing. Fourteen facilities with approximately 3.4 million square feet were located in seven
countries outside the United States. Manufacturing facility utilization varies during the year depending on the production
cycle. All owned and leased properties are adequate and suitable, well maintained and equipped for the purposes for which
they are used. Management believes we have sufficient manufacturing capacity for fiscal 2010 and beyond. The schedule
below outlines our significant facilities by location, ownership and function as of December 31, 2009.

Square

Location Feet Ownership Use
United States:
Verona, Mississippi (Tupelo Division).............. 530,000 Leased Manufacturing facility
Verona, Mississippi (Tupelo Warehouse 1)....... 70,200 Leased Storage facility
Verona, Mississippi (Tupelo Warehouse 2)....... 100,000 Leased Storage facility
Paris, TENNESSEE ..ococvvriiieeeeeiieeeeeieeeeeieee e 190,000 Owned Manufacturing facility
Emerson Building, Tecumseh, MI..................... 26,343  Owned Storage facility
Grafton, WiSCONSIN .....vvveeeieeiiiirieeeeeeeeciieneaenns 343,484 Owned Idle
Toledo, Ohio (Acklin Building).......c.cccccoceeeninn 150,000 Owned Idle
Ann Arbor, MI Corporate Office.........c.coenen. 32,400 Leased Office space
Tecumseh, MI Engineering Building................. 114,540 Leased Lab/Office space
Brazil:
Sao Carlos, Brazil Plant 1 ..........cccccooooieininnne 431,905 Owned Manufacturing facility
Sao Carlos, Brazil Plant 2 .........cccooviiiivevneeenee. 1,001,249 Owned Manufacturing facility
France:
Cessieu, France .............cccovviivieennreeneceeee, 316,925 Owned Manutacturing facility
Barentin, France ...........c.ccccciviniiiiininnnnn. 312,363 Owned Manufacturing facility
La Mure, France..........ccccoooeiiiieieeiieee 114,379 Owned Manufacturing facility
La Verpilliere, France ......cccooviciiniinnnnnnn. 341,415 Owned Lab/Office space
Vaulx Milieu, France ........c.coooovviiieieiiiiieee 36,124 Leased Office and Warehouse facility
Canada:
London, Ontario, Canada ..........c.c.ocoveevineeeinnne 5,000 Leased Office space
Aylmer, Ontario, Canada ... 68,600 Owned Manufacturing facility
India:
Hyderabad, India ..............c.cooiiin, 374,802 Owned Manufacturing facility
Ballabgarh, India ... 310,000 Owned Manufacturing facility
Mexico:
Monterrey, MEXICO ..c.ccvverriiinniiiieciniiiieneees 50,000 Leased Manufacturing facility
CRINA ..o, 2,793  Leased Office Space
Malaysia ...........ccocovviiiiiiiiiii 53,792 Leased Manufacturing facility



ITEM 3. LEGAL PROCEEDINGS
Compressor industry antitrust investigation

On February 17, 2009, we received a subpoena from the United States Department of Justice Antitrust Division (“DOJ”) and
a formal request for information from the Secretariat of Economic Law of the Ministry of Justice of Brazil (“SDE”) related to
investigations by these authorities into possible anti-competitive pricing arrangements among certain manufacturers in the
compressor industry. The European Commission began an investigation of the industry on the same day.

We intend to cooperate fully with the investigations. In addition, we have entered into a conditional amnesty agreement with
the DOJ under the Antitrust Division’s Corporate Leniency Policy. Pursuant to the agreement, the DOJ has agreed to not
bring any criminal prosecution with respect to the investigation against the Company as long as we, among other things,
continue our full cooperation in the investigation. We have received similar conditional immunity from the European
Commission, the SDE, and the competition authorities in Mexico, South Africa and Turkey.

While we have taken steps to avoid fines, penalties and other sanctions as the result of proceedings brought by regulatory
authorities in the identified jurisdictions, the amnesty does not extend to civil actions brought by private plaintiffs under U.S.
antitrust laws. The public disclosure of these investigations has resulted in a class action lawsuit filed in Canada and
numerous class action lawsuits filed in the United States, including by both direct and indirect purchaser groups. All of the
U.S. actions have been transferred to the U.S. District Court for the Eastern District of Michigan for coordinated or
consolidated pretrial proceedings under Multidistrict Litigation (“MDL”) procedures. Discovery in these cases has not yet
commenced. Under U.S. antitrust law, persons who engage in price-fixing can be jointly and severally liable to private
claimants for three times the actual damages caused by their joint conduct. As an amnesty recipient, however, we believe our
liability, if any, would be limited to any actual damages suffered by our customers due to our conduct and that we would not
be liable for treble damages or for claims against other participants in connection with the alleged anticompetitive conduct
being investigated. At this time, we do not have a reasonable estimate of the amount of our ultimate liability, if any, or the
amount of any potential future settlement, but the amount could be material to our financial position, consolidated results of
operations and cash flows.

We anticipate that we will incur additional expenses as we continue to cooperate with the investigations and defend the
lawsuits. Such expenses and any restitution payments could negatively impact our reputation, compromise our ability to
compete and result in financial losses in an amount we are unable to predict, but which could be material to our financial
position, consolidated results of operations and cash flows.

Kahn shareholder lawsuit

On December 10, 2008 a shareholder class action lawsuit was filed in Lenawee County, Michigan Circuit Court by Alan
Kahn against five of Tecumseh’s former directors, alleging a breach of fiduciary duty by the defendant directors and seeking
injunctive relief and damages for our proposed recapitalization plan. With the plaintiff’s consent, on November 5, 2009, the
court dismissed the complaint but retained jurisdiction to decide a subsequently filed application seeking reimbursement of
attorney fees and costs. To date, plaintiff has not filed a fee application but plaintiff has made an informal request for fee
reimbursement. It is not possible at this time to assess the probability of the outcome; however, we do not expect that
potential exposure in this case, if any, will have a material impact on our financial position, results of operations or cash
flows.

Judicial restructuring for Brazilian engine manufacturing subsidiary

On March 22, 2007, TMT Motoco, our Brazil-based engine manufacturing subsidiary, filed a request in Brazil for court
permission to pursue a judicial restructuring. The requested protection under Brazilian bankruptcy law is similar to a U.S.
filing for protection under Chapter 11 of the United States Bankruptcy Code in that during such a restructuring, TMT Motoco
remains in possession of its assets and its creditors cannot impose an involuntary restructuring on it. TMT’s restructuring
request was granted by the court on March 28, 2007. The judicial restructuring was completed in 2008, the facility has been
sold, and the majority of TMT Motoco’s obligations have been settled. The remaining obligations are expected to be
completed in the first quarter of 2010 at the earliest; we consider that we have adequate reserves established to cover these

liabilities.
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Horsepower label litigation

A nationwide class-action lawsuit filed against us and other defendants (Ronnie Phillips et al v. Sears Roebuck Corporation
et al., No. 04-L-334 (20™ Judicial Circuit, St. Clair County, IL)) alleged that the horsepower labels on the products the
plaintiffs purchased, which included products manufactured by our former Engine & Power Train business. werc inaccurate.
The plaintiffs sought certification of a class of all persons in the United States who, beginning January 1, 1995 through the
present, purchased a lawnmower containing a two stroke or four stroke gas combustible engine up to 20 horsepower that was
manufactured by defendants. On March 30, 2007, the Court issued an order granting the defendants’ motion to dismiss, and
on May 8, 2008 the Court issued an opinion that (i) dismissed all the claims made under the Racketeer Influenced and
Corrupt Organization (“RICO”) Act with prejudice; (ii) dismissed all claims of the 93 non-Illinois plaintiffs with instructions
to re-file amended claims in individual state courts; and (iii) ordered that any amended complaint for the three Illinois
plaintiffs be re-filed by May 30, 2008. - Since that time, eleven plaintiff’s firms have filed 64 class action matters in 48 states
and the District of Columbia, asserting claims on behalf of consumers in each of those jurisdictions with respect to
lawnmower purchases from January 1, 1994 to the present. We have joined the joint defense group with other lawnmower
and component manufacturers who are defendants. In the fourth quarter of 2009, a conceptual offer by a group of the
defendants, including Tecumseh, of $51.0 million was accepted in principle with the actual settlement terms to be negotiated.
On February 24, 2010, Tecumseh, along with the other settling defendants, executed a settlement agreement (the “group
settlement”) with plaintiffs resolving claims against the group of settling defendants in exchange for a group payment of $51
million, a one-year warranty extension for qualifying class members and injunctive relief regarding future lawnmower engine
labeling practices. On February 26, 2010, the Court entered an Order preliminarily approving the group settlement,
certifying the settlement class, appointing settlement class counsel and staying proceedings against the settling defendants.
The Court will set a date for a hearing to determine the fairness, reasonableness and adequacy of the group settlement and to
determine whether the group settlement should be finally approved and a final judgment entered. We believe that it is
probable that we will achieve final settlement and Tecumseh’s allocable portion of approximately $6.2 million has been
reserved.

Platinum

On November 20, 2009 Snowstorm Acquisition Corporation (“Snowstorm”), a Delaware Corporation affiliated with
Platinum Equity Capital Partners, L.P. (“Platinum”), filed a lawsuit against Tecumseh Products Company, Alix Partners LLP,
AP Services LLC and James Bonsall in the United States district court for the District of Delaware, alleging breach of
contract, violation of Section 10(b) of the Securities Exchange Act and Rule 10b-5, violation of Section 20(a) of the
Securities Exchange Act, Common Law Fraud and Negligent Misrepresentation in connection with Snowstorm’s purchase of
the issued and outstanding capital stock of Tecumseh Power Company and its subsidiaries and Motoco a.s. (collectively
“Tecumseh Power”) in November, 2007. At the time of the sale, Tecumseh Power was a wholly-owned subsidiary of
Tecumseh Products Company engaged in the manufacture and sale of Tecumseh gas-powered engines used in snow
throwers, lawnmowers, generators, power washer and augers, among other applications. Snowstorm seeks unspecified
compensatory and punitive damages and a declaratory judgment that Tecumseh Products is obligated to indemnify
Snowstorm for certain other claims and losses allegedly related to the subject matter of the complaint. An Answer on behalf
of Tecumseh Products Company was. filed on January 27, 2010. We intend to vigorously defend the lawsuit. It is not
possible to reasonably estimate the amount of our ultimate liability, if any, or the amount of any future settlement, but the
amount could be material to our financial position, consolidated results of operations and cash flows. See “ltem 8 — Financial
Statements and Supplemental Data — Note 2" under the caption of Engine & Power Train for further description of a previous
“Platinum” working capital settlement.

Other litigation

We are also the subject of, or a party to, a number of other pending or threatened legal actions involving a variety of matters,
including class actions, incidental to our business. Although their ultimate outcome cannot be predicted with certainty,
settlements may be pursued in some cases and some may be disposed of unfavorably to us, management does not believe that

the disposition of these other matters will have a material adverse effect on our consolidated financial position, cash flows or
results of operations.

ITEM 4. [RESERVED|
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PART I

ITEM 5. MARKET FOR THE REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES

Our Class A and Class B common stock trade on The Nasdaq Stock Market LLC under the symbols TECUA and TECUB,
respectively. Total shareholders of record as of March 5, 2010 were approximately 266 for Class A common stock and 272
for Class B common stock. We have no curtent expectation to pay dividends. Our U.S. revolving credit agreement restricts
our ability to pay cash dividends. Cash dividends may only be paid if (1) no event of default has occurred and is continuing
or would result after giving effect to the dividend payment, (2) we maintain a minimum of $50 million in liquidity after
paying the dividend, and (3) a fixed charge ratio covenant was met for the preceding four quarters. We would not currently
be in compliance with this covenant if we intended to pay cash dividends. As of the date of this report, we have no equity
securities authorized for issuance under compensation plans. We did not repurchase any of our equity securities during the
fourth quarter of 2009.

Market Price and Dividend Information

Range of Common Stock Prices and Dividends for 2009

Sales Price Cash
Class A Class B Dividends
Quarter Ended High Low High Low Declared
March 31 ..o $11.39 $3.00 $13.60 $3.70 $-
JUNE 30 ..o 12.74 425 13.87 4.82 -
September 30 .......c.cocovevriveerieiiieeeeeeee 13.68 7.85 13.45 8.71 -
December 31.......ccoveeeeivieeeerceeeeerern 13.32 9.94 13.10 10.06 -
Range of Common Stock Prices and Dividends for 2008
Sales Price Cash
Class A Class B Dividends
Quarter Ended High Low High Low Declared
March 31 ..o $31.77 $19.00 - $28.00 $16.18 $-
JUNE 30 .. e 3779 29.08 34.14 25.22 -
September 30 ......c.covviniiniiee 36.01 20.30 31.50 21.25 -
December 31 .......ccivvvvninenneniineeriereeeen 25.05 7.30 21.17 7.20 -
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Stock Performance Graph

The following graph and table depict the cumulative total shareholder return (assuming reinvestment of dividends) on $100
invested in each of Tecumseh common stock, S&P 500 Index, and the S&P Composite Industry Index for the five year period

from December 31, 2004 through December 31, 2009.

COMPARISON OF CUMULATIVE AVE YEAR TOTAL RETURN
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INDEXED RETURNS
Base Years Ending
Period .
Company / Index 2004 2005 2006 2007 2008 2009
Tecumseh Products Company .............ccc..... 100 44 .46 36.99 43.90 21.28 25.85
S&P 500 Index .....coveevvvereemeeieciiiniiiiieiene 100 104.91 121.48 128.16 80.74 102.11
S&P Composite Industry Index ..................... 100 105.41 116.21 128.29 80.35 117.93

*  (Class B stock used in calculation of returns
**  S&P Composite Industry Index comprises the S&P Household Appliance Index (50%), the S&P Industrial Machinery

Index (25%) and the S&P Electrical Components and Equipment Index (25%).
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ITEM 6. SELECTED FINANCIAL DATA

The following is a summary of certain of our financial information. Prior year resuits related to the Consolidated Statements
of Operations have been restated to reflect the reclassification of the Electrical Components Group (with the exception of the
Paris, Tennessee operations), the Engine & Power Train Group, MP Pumps, and Manufacturing Data Systems, Inc. as
discontinued operations.

(In millions, except share and per share data) Years Ended December 31,
2009 2008(a) 2007(a) 2006(a) 2005(a)

INEt SALES.. ..ottt $735.9 $996.4 $1,136.1 $1,024.5 $929.7
Cost of sales and operating €Xpenses..............c.c..... 680.2 891.3 994.0 925.4 807.3
Selling and administrative eXpenses .............c........ 125.2 129.6 131.8 125.1 116.7
Impairments, restructuring charges, and other
TEEIMIS 1oviveeeeiiicctet ettt 244 43.8 74 24 43
Operating (108S) INCOME .......ccoevvrviiviivniinnienienine (93.9) (68.3) 2.9 (28.4) 14
[nterest EXPense ......covveeevrreereererrninisnesineeeens (10.8) (24.4) (22.3) (19.4) (3.3)
Interest income and other, net............c.cccveecveennnenns 2.3 9.7 6.2 10.9 9.0
Loss from continuing operations before taxes........ (102.4) (83.0) (13.2) (36.9) 7.1
Tax (benefit) provision .........ccccccevvvceennecernninnes (10.6) (5.0) (8.2 12.3 27.6
Net loss from continuing operations..........c..ce.e...... (91.8) (78.0) (5.0) (49.2) (20.5)
Income (loss) from discontinued operations, net of
172 QRSOOSR U AT U ORIPPOOPOUPPPRUPIRN (1.6) 27.5 173.1) (31.1) (203.0)
INEE 0SS .vieririeeereeeiereie ettt saeene s $(93.4) (3$50.5) ($178.1) ($80.3) ($223.5)
Basic and diluted income (loss) per share (b):
Loss per share from continuing operations.............. ($4.97) (84.22) (30.27) ($2.66) ($1.11)
Income (loss) per share from discontinued

operations, net of taX.......ccooveviininiinniniiniiniee, (0.09) 1.49 (9.37) (1.68) (10.98)
Basic and diluted loss per share..........ccccccocecceeiennee ($5.06) ($2.73) (3$9.64) ($4.35) ($12.09)
Cash dividends declared per share............cccceoceee — — — — $0.64
Weighted average number of shares outstanding,

basic and diluted (in thousands).........ccccoeeeceruennee. 18,480 18,480 18,480 18,480 18,480
Cash and cash equivalents ............ccccoceeevoiecenennncn. $90.7 $113.1 $77.0 $82.0 $116.2
Working capital .........cocoevveniiiininnninniiieccne 149.8 164.0 145.1 2414 409.8
Net property, plant and equipment..........c..ccc.cceeuene 259.7 253.7 362.6 562.9 590.2
TOtal ASSELS ...veveveeveieeeeereeceneeeeereveeestes e eereeeeeeaareaas 767.1 798.5 1,1933 1,811.6 1,821.5
Long-term debt .........ocevinvrniiireiincceniececeene 8.0 04 33 217.3 289.0
Stockholders' equity.........cccecveviiieninincinincninne 463.4 477.4 742.6 794.6 813.5
Capital expenditures ..........c.ccevveeeniccnencicnnniinne. 7.9 8.0 42 62.7 113.8
Depreciation and amortization...........ccceceeeeeereerns 45.2 425 55.5 81.8 94.1

(a) Adjusted from amounts reported in prior periods to reclassify our Paris, Tennessee operations from discontinued
operations to continuing operations to conform to current year consolidated statements of operations presentation. The
reclassification has the effect on income (loss) from continuing operations, net of tax, of $1.9 million, $1.0 million, 31.6
million, and ($0.1) million for the years ended December 31, 2008, 2007, 2006 and 2005, respectively.

(b) In 2007, we issued a warrant to a lender to purchase 1,390,944 shares of our Class A Common Stock, which is
equivalent to 7% of our fully diluted common stock (including both Class A and Class B shares). This warrant is not
included in diluted earnings per share for the years ended December 31, 2009, 2008 and 2007, as the effect would be

antidilutive.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Cautionary Statements Relating To Forward Looking Statements

The following information should be read in connection with the information contained in the Consolidated Financial
Statements and Notes to Consolidated Financial Statements.

This discussion contains forward-looking statements within the meaning of the Private Securities Litigation Reform Act that
are subject to the safe harbor provisions created by that Act. In addition, forward-looking statements may be made orally in
the future by or on behalf of us. Forward-looking statements can be identified by the use of terms such as “expects,”
“should,” “may,” “believes,” “anticipates,” “will,” and other future tense and forward-looking terminology, or by the fact that
they appear under the caption “Outlook.”

99 <6,

Readers are cautioned that actual results may differ materially from those projected as a result of certain risks and
uncertainties, including, but not limited to, i) changes in macro-economic conditions and the condition of credit markets,
which may magnify other risk factors; ii) the success of our ongoing effort to bring costs in line with projected production
levels and product mix; iii) financial market changes, including fluctuations in foreign currency exchange rates and interest
rates; iv) availability and cost of materials, particularly commodities, including steel and copper, whose cost can be subject to
significant variation; v) actions of competitors; vi) our ability to maintain adequate liquidity in total and within each foreign
operation; vii) the effect of terrorist activity and armed conflict; viii) economic trend factors such as housing starts; ix) the
ultimate cost of resolving environmental and legal matters, including any liabilities resulting from the regulatory antitrust
investigations commenced by the United States Department of Justice Antitrust Division, the Secretariat of Economic Law of
the Ministry of Justice of Brazil or the European Commission, any of which could preclude commercialization of products or
adversely affect profitability and/or civil litigation related to such investigations; x) weather conditions affecting demand for
replacement products; xi) emerging governmental regulations; xii) our ability to profitably develop, manufacture and sell
both new and existing products; xiii) the extent of any business disruption that may result from the restructuring and
realignment of our manufacturing operations or system implementations, the ultimate cost of those initiatives and the amount
of savings actually realized; xiv) the extent of any business disruption caused by work stoppages initiated by organized labor
unions; xv) potential political and economic adversities that could adversely affect anticipated sales and production in Brazil;
xvi) potential political and economic adversities that could adversely affect anticipated sales and production in India,
including potential military conflict with neighboring countries; xvii) increased or unexpected warranty claims; and xviii) the
ongoing financial health of major customers. These forward-looking statements are made only as of the date of this report,
and we undertake no obligation to update or revise the forward-looking statements, whether as a result of new information,
future events or otherwise.

EXECUTIVE SUMMARY

Until 2007, our business was focused upon three businesses: hermetically sealed compressors, small gasoline engine and
power train products, and electrical components. Over the course of 2007 and 2008, we successfully executed a strategy to
divest operations that we did not consider to be core to our ongoing business strategy. As part of that strategy. we sold the
Residential & Commercial, Asia Pacific and Automotive & Specialty portions of our Electrical Components business, and
also sold our Engine & Power Train business (with the exception of TMT Motoco, which recently completed a judicial
restructuring and is in the process of finalizing its liquidation). We also completed the sale of MP Pumps, a business not
associated with any of our major business segments. As a result of these initiatives, we are now primarily focused on our
global compressor and compressor-related condensing unit business.

In addition to the relative competitiveness of our products, our business is significantly influenced by several specific
economic factors: the strength of the overall global economy, which can have a significant impact on our sales volumes; the
drivers of product cost, especially the price of copper and steel; the relative value against the U.S. dollar of those foreign
currencies of countries where we operate; and global weather conditions.

Economy

With respect to global economic activity, the recent global recession precipitated by the financial crisis had a detrimental
effect on our sales volumes for the last two years. It affected all of the geographic regions where we sell our product with
nearly equal severity. Exclusive of the effects of currency translation, overall, volumes in the first half of 2009 across all
product lines were approximately 26% lower than the first half of 2008 and volumes in the second half of 2009 were
approximately 14% lower than the second half of 2008. While seasonal activity and some recent increases in order activity

18



suggest that volumes have improved compared to 2009, we cannot currently project when market conditions may begin to
improve on a sustained or significant basis. Accordingly, we have idled underutilized assets and reduced employment levels
throughout the world.

Copper and Steel

Due to the high content of copper and steel in compressor products, our results of operations are very sensitive to the prices
of these commodities. Overall, commodity prices have been extremely volatile in 2009. The price of copper is
representative of this overall market volatility. From January 1 to December 31, 2009, copper prices increased by 130% from
December 2008 year end levels, in part due to a significant decline in copper prices in the 4™ quarter of 2008. The average
cost of copper in 2009 was 34% lower than the average cost in 2008. Such extreme volatilities create substantial challenges
to our ability to control the cost of our products, as the final product cost can depend greatly on our ability to secure optimally
priced forward and futures contracts. '

The price for the types of steel utilized in our products escalated in a manner similar to copper in 2008 (one type of steel
increased by 86.2% from the beginning of 2008 to September 30, 2008) but did not begin to experience any decline in certain
markets, particularly in Brazil, until the second quarter of 2009. In the third quarter of 2009, steel prices rebounded to levels
approximately commensurate with the beginning of the year. At December 2009, steel prices were 8% lower than December
2008.

Due to competitive markets, we are typically not able to quickly recover product cost increases through price increases or
other cost savings. While we have been proactive in addressing the volatility of these costs, including executing forward
purchase and futures contracts to cover approximately 50% of our anticipated copper usage in 2010, renewed rapid escalation
of these costs would nonetheless have an adverse affect on our results of