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Tecumseh Products Company

Tecumseh Products Company is a full line, independent global manufacturer of
mechanical and electrical components essential to industries creating end-
Products products for health, comfort and convenience in our changing world. Our

for a | products serve three major segments in a variety of industrial, commercial and
residential applications and are sold in over 100 countries around the world.

Changing
World

Engine and
~ power trains

We manufacture and market —

Hermetic Compressors  Gasoline Engines, Centrifugal Pumps,
for refrigerators, Transmissions, Sump Pumps and
freezers, water coolers, Transaxles and Small Submersible
dehumidifiers, window Differentials for lawn Pumps for industrial,
air conditioning units, mowers, lawn and commercial, marine
residential and garden tractors, garden and agricultural
commercial central air tillers, string trimmers, applications.
conditioning systems snow throwers, indus-

and heat pumps. trial and agricultural

applications and recrea-
tional vehicles.

Learn more about Tecumseh Products at www.tecumseh.com
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(Dollars in millions except per share data) _M 2000 19999 [<i i
Net sales $1,398.9 $1,649.9 $1,814.3 Products
Operating income 79.6 120.2 1893 | for a

% of net sales® 5.7% 7.3% 10.4% Chan g i g
Net income 42.8 66.1 142.0 | World

% of net sales 3.1% 4.0% 7.8%
Capital expenditures & business acquisition 78.8 64.0 73.0
Total assets 1,519.8 1,553.1 1,553.3
Average number of shares outstanding (in thousands) 18,607 19,218 20,277

Per share of common stock:
Basic and diluted earnings

Net income $2.30 $3.44 $7.00
Net income exclusive of nonrecurring items 3.53 4.65 6.56
Cash dividends declared 1.28 1.28 1.22
Book value 52.91 52.72 51.24
Cash provided by operating activities $ 173.0 $ 134.0 $ 163.3
Average number of employees 16,800 17,800 18,900

{(a) Operating income exclusive of the nonrecurring items referred to below.

(b) 2001 net income includes $29.3 million ($18.9 million net of tax) related to the cost of an
early retirement incentive program and an asset impairment charge of $6.1 million
($3.9 million net of tax) for unusable equipment due to the transfer of certain engine and
component part production from domestic facilities to the Company’s facilities in the Czech
Republic.

{b) 2000 net income includes a $33.5 million charge ($23.3 million net of tax) related to the
realignment of its North American and Indian compressor manufacturing operations.

(d) 1999 net income includes $14.1 million of nonrecurring gains equivalent to $9.0 million or
$.44 per share after taxes.
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Compressors

Tecumseh compressors have been serving the refrig-
eration .and gir confiitioning markets in commercial @m
and residential settings for almost 70 years. Such S ——
longevity does not result by chance, but from

unyielding efforts to deliver products that help A Higher Form of
change our world for the better. For compressors, Compressor

this means a more efficient, quieter, more reliable

and environmentally friendly product.

The Vector Series is the Company’s
latest example of such a product and
represents the latest evolution of
reciprocating technology. Offering an
economical alternative to existing
scroll applications, the Vector Series
provides improved efficiency, signifi-
cantly lower sound levels, and the
proven reliability and durability of
reciprocating technology.

Building better compressors is only the
beginning. Today’s customers need
their suppliers to bring value added
solutions that help lower their costs in
a world driven by over-capacity and
deflationary pricing. Building complete
refrigeration systems that speed
production and enhance serviceability
is one way that the Compressor Group
is fulfilling its customers’ needs.
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Engineering products to <4 \i
changing customer needs

requires quality processes Products
from design, to vertically for a
integrated manufacturing, .

to final in-line product Changing
testing. For the World

Compressor Group these
capabilities are evident
throughout its global
production and engineering <
operations located in the

United States, Brazil, | '
France and India. SR - i
The photos on this page come from ‘
Tecumseh do Brasil, Ltda. in Sao Carlos,
Brazil. This state-of-the-art facility
currently produces compressor products
that are exported to customers on all five
major continents. Having casting,
stamping, machining and assembly
capabilities all on site, ensures the

Tecumseh tradition of producing quality
products for its customers.

In addition, the Company
continues to build upon its
production capabilities in
Ballabgarh and Hyderabad,
India to solidify its ability
to provide low cost
products to emerging
markets. Learn more about
the Compressor Group at
WWWw.tpc-nacg.com.
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Milestones in product development and a business acquisition in 2001 have
positioned the Engine & Transmission Group to continue to play a major role
in the outdoor power equipment industry.

The Engine & Transmission Group is becoming one of the industry’s most
innovative manufacturers by focusing its engineering prowess on finding
practical solutions to changing customer needs.

The introduction of LEAP (low
emission, advanced performance)
technology for small engines was a
major breakthrough in a market
characterized by intense compe-
tition among engine manufacturers
and an ongoing need to reduce
emissions.

LEAP technology is an innovative
package of features that allows
Tecumseh’s small engines to meet
emissions requirements in all 50
states. The engines achieve the
Federal Environmental Protection
Agency’s emissions requirements
for the year 2006 — five years
ahead of schedule.

The new engines with LEAP technology produce 70 percent fewer emissions
than similar engines did just 10 years ago. At the same time, they maintain the
light weight and affordability that is characteristic of L-head engines, without
sacrificing performance. That’s good news for the environment at a time when
there’s a continuing concern about air pollution and an increasing number of
ozone action days. It is also good news for today’s cost-conscious manufac-
turers of outdoor power equipment.
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New transmissions for both rider mowers and snow blowers responded to [<]
consumers’ desires for easy-to-operate equipment. The new SilentTrac® LTH
and LCH Series hydrostatic transmissions bring user-friendly, infinitely variable Products
speed control to a wide range of lawn and garden tractors. And, wrestling with | for 4

a snow blower to turn it will be a thing of the past with the innovative steering

packages available on the new SilentTrac® 450 hydrostatic snow transmission. Changing
World
Responding to the S
growing market for @ e N
- S '

professional turf N R
products, Tecumseh will - R TR \\w_,} :
offer the new LDP-10 5 ' ! R \ i
hydraulic pump for i ‘ |
OEMs and commercial
customers. New value-
added products for
transmission market
continue to be the
benchmark for
Tecumseh’s trans-
mission division.

The acquisition of Motoco Engines & Fuel Systems, an engine and carburetor
manufacturer in the Czech Republic, gives Tecumseh more direct access to its
European engine market. The addition of carburetor manufacturing capacity
also allows the company to more easily supply its worldwide facilities.

Learn more about the Engine & Power Train Group at www.tecumsehpower.com
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This wholly owned subsidiary of TPC produces a diverse collection of fluid
handling devices for a broad range of applications. Whether for residential or
for a commercial markets Little Giant’s products are designed and engineered to
Changmg meet the changing needs of its end users, while enhancing the marketing and
World distribution efforts of professional distributors and retailers alike. The Company’s
latest example is demonstrated in its current water garden program.
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By working closely with the merchandising teams at several large home
improvement retailers, and utilizing detailed database marketing research, Little
Giant has created an unparalleled water gardening program that simplifies the
purchasing process for consumers. Little Giant’s new merchandising program
makes the water gardening shopping experience enjoyable for both the novice
and hobbyist because it focuses on selling the project as opposed to selling
individual components. Learn more about the Little Giant Pump Company and
its products at www littlegiantpump.com.




MP Pumps, Inc

Since the Company’s
beginning, when it manufac-
tured pumps for war-time
landing craft and other
amphibious vehicles where
quality and reliability were
absolutely essential, MP
Pumps satisfies the needs of
the most difficult fluid
handling applications.
Corrosive aqueous chemicals,
continuous service at high

This pump from the ChemFlo family of ~ emperature, tolerance of
pumps is designed to meet the demands metal fines and intermittent

of the chemical processing industry. air pockets are among the
challenges addressed by MP

Pump products.

The Company’s products serve the needs of a broad range of markets including
industrial, transportation, agriculture and marine.

Products
for a
Changing
World

MP Pumps brings more than a half century
of experience in the design and manufacture

of centrifugal pumps to each new project.
Through experience, critical aspects of every
design project are quickly identified and an
approach to satisfy the most demanding
performance requirements developed. The
Company’s engineers use state-of-the-art
solid modeling software designed for
manufacturing techniques and fast prototype
capability to move rapidly from initial
concept to first production. Learn more
about MP Pumps at www.mppumps.com.
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Letter to Shareholders

This quite possibly has been one of the
most, if not the most, difficult year our Company
has seen in the last twenty years. At the
beginning of 2001, the industry forecast for each
of our groups predicted a slow first half followed
by a robust second. This was not to be, as almost
all of the North American sectors experienced
declining sales.

Our government, along with the Federal
Reserve, has pursued a strong dollar policy for
the last several years. While a boon for the
consumer as lower prices on imported products,
the strong dollar caused a deflationary scenario in
the room air and refrigerator segments. Early in
the first quarter, it became apparent that the room
air market was moving to Asia, for not only
compressors, but also complete systems. This
required us to rethink where we should
manufacture rotary compressors. After consid-
erable study, we determined that we could
compete with Asia by moving production of
these compressors to our factory in Brazil, thus
enabling us to consolidate manufacturing in
North America. As a positive result, Tecumseh do
Brasil had an outstanding year despite being
hampered by a very soft market at home. A 30%
devaluation of the Real over the past eighteen
months has enabled Brazil to keep pace with the
Asian pricing.

The Engine and Power Train Group did not
enjoy a robust lawn and garden season, as the
spring and summer weather for most of the
nation was uncooperative. Our saving grace for
the Group was a stronger than usual build of
snow product. Tecumseh’s dominant position in
snow is being challenged by the introduction of a
new snow engine by our main competitor. They
are utilizing their dominant position in the
residential lawn and garden market to leverage
their entry into the snow market. Although we
see the threat as serious, we believe that we will
continue to enjoy supremacy due to the strength
of our broad product offering.

As the weather and the dollar refused to
cooperate, by the summer it was apparent that
additional measures were required. We came to
the conclusion that business was not going to
return to what we have considered normal in the
past and that to attempt to maintain business as
usual would be foolhardy. Therefore, we offered
an early retirement package to our North

American salaried work force. The retirement
package did not reduce the stipend due to early
retirement and allowed us to downsize in the
most humane way possible. The response by
those who stayed has been phenomenal, as there
is a renewed energy, desire, and demand for
change that must be present if we are to continue
manufacturing in the USA.

All indications are that 2002 is going to be
another difficult year. We expect demand for
pumps, compressors, engines, and transmissions
to be flat to down, year over year. When demand
is slow, competition from offshore increases and
the strong dollar prevents us from being as
competitive as we need to be at home and
abroad. While every year is fraught with such
challenges, we must see them as opportunities if
we are going to succeed in the global market-
place. Accordingly, we continue to evalnate the
movement of our manufacturing base to Brazil,
India, and Asia.

We would like to take this opportunity to
extend thanks to those who retired this year for
their years of faithful service and wish them the
best in the years to come; to all the employees in
the USA and abroad who helped us weather this
difficult year; and to our Board of Directors who
have been invaluable in helping us make the hard
decisions. Finally, thank you to those share-
holders who have had the foresight and
willingness to stay with us through these difficult
times. Your patience will be rewarded, as we will
emerge a stronger, more responsive, and
profitable Company in the future.

Todd W. Herrick
President & Chief Executive Officer

//A%, /

Kenneth G. Herrick
Chairman of the Board of Directors

January 31, 2002




SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the Fiscal Year Ended December 31, 2001 Commission File Number $#-452

TECUMSEH PRODUCTS COMPANY

(Exact Name of Registrant as Specified in its Charter)

Michigan : 38-1393249
(State of Incorporation) (LR.S. Employer Identification No.)
100 East Patterson Street
Tecumseh, Michigan 49286
{Address of Principal Executive Offices) (Zip Code)

Registrant’s telephone number, including area code: (S517) 423-8411

Securities Registered Pursuant to Section 12(b) of Securities Registered Pursuant to Section 12(g) of
the Act: the Act:
. Name of Each Exchange
Title of Rach Class on Which Registered Class B Common Stock, $1.00 Par Value

Class A Common Stock, $1.00 Par Value
Class B Common Stock Purchase Rights
Class A Common Stock Purchase Rights

None None

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

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

Registrant disclaims the existence of control and, accordingly, believes that as of March 1, 2002 all of the
5,077,746 shares of its Class B Common Stock, $1.00 par value, then issued and outstanding, were held by non-
affiliates of Registrant. Certain shareholders, which, as of March 1, 2002, held an aggregate of 2,279,544 shares of
Class B Common Stock might be regarded as “affiliates” of Registrant as that word is defined in Rule 405 under the
Securities Exchange Act of 1934, as amended. If such persons are “affiliates,” the aggregate market value as of
March 1, 2002 (based on the closing price of $51.04 per share, as reported on the Nasdaq Stock Market on such
date) of 2,798,202 shares then issued and outstanding held by non-affiliates was approximately $142,820,230.

Numbers of shares outstanding of each of the Registrant’s classes of Common Stock at March 1, 2002:
Class B Common Stock, $1.00 Par Value: 5,077,746
Class A Common Stock, $1.00 Par Value: 13,401,938

Certain information in the definitive proxy statement to be used in connection with the Registrant’s 2002
Annual Meeting of Shareholders has been incorporated herein by reference in Part I11 hereof.




Part I
Ttem 1.

Item 2.
Ttem 3.
item 4.
Part 1T
Item 5.

Item 6.
Item 7.

Ttem 7A.
ftem 8.
Item 9.

Part HI
Item 10.
Item 11.
Item 12.
Item 13.
Part IV
Item 14.
Signatures

TABLE OF CONTENTS

BUS eSS . oot e e e e
Executive Officers of Registrant. . ... ... . 0 i e
P OPTHIES .« . ittt e e e
Legal Proceedings . ... ..o
Submission of Matters to a Vote of Security Holders. ............ ... ... oot

Market for the Company’s Common Equity and Related
Stockholder Matters .. ... ... e

Management’s Discussion and Analysis of Financial Condition

and Results of Operations. ........... . i e
Quantitative and Qualitative Disclosures about Market Risk...................... ...
Financial Statements and Supplementary Data .................. .. . ... . ... ...

Changes in and Disagreements with Accountants on Accounting and Financial
Disclosure .. ... e

Directors and Executive Officers of the Company................. ... ... .. ...
Executive COmMPENSAtION . . . ...\ttt ettt e
Security Ownership of Certain Beneficial Owners and Management ..................
Certain Relationships and Related Transactions ...............oiiiiinineernenn

10
11

11
12

13
20
22
44




PART I

Item 1. Business

General

Tecumseh Products Company (the “Company”) is a full line, independent global manufacturer of
hermetic compressors for air conditioning and refrigeration products, gasoline engines and power train
components for lawn and garden applications, and pumps. The Company believes it is one of the largest
independent producers of hermetically sealed compressors in the world, as well as one of the world’s leading
manufacturers of small gasoline engines and power train products used in lawn and garden applications. The
Company also produces a variety of pump products with a wide range of applications. The Company’s
products are sold in countries all around the world.

The Company groups its products into three principal industry segments: Compressor Products, Engine
and Power Train Products and Pump Products.

Compressor Products include a broad range of air conditioning and refrigeration compressors, as well as
refrigeration condensing units. The Company’s compressor products range from fractional horsepower models
used in small refrigerators and dehumidifiers to large compressors used in unitary air conditioning applications.
The Company sells compressors in all four compressor market segments: (i) household refrigerators and
freezers; (ii) room air conditioners; (iii) commercial and residential unitary central air conditioning systems;
and (iv) commercial refrigeration applications including freezers, dehumidifiers, water coolers and vending
machines. The Company sells compressors to original equipment manufacturers (“OEMs”) and aftermarket
distributors.

Engine and Power Train Products consist of (i) two- and four-cycle gasoline engines for use in a wide
variety of lawn and garden applications and other consumer and light commercial applications and
(ii) transmissions, transaxles and related parts for use principally in lawn and garden tractors and riding lawn
mowers. The Company sells engine and power train products to OEMs and aftermarket distributors.

Pump Products include (i) small submersible pumps used in a wide variety of industrial, commercial,
and consumer applications and (ii) heavy duty centrifugal type pumps used in the construction, mining,
agricultural, marine, and transportation industries. The Company sells pump products to distributors, mass
merchants and OEMs. :

Foreign Operations and Sales

In recent years, international sales and manufacturing have become increasingly important to the
Company’s business as a whole. In 2001, sales to customers outside the United States represented
approximately 46% of total consolidated net sales. In addition to North American operations, compressor
products are produced in Brazil, France and India, while engines are produced in Italy and, since May 2001, in
the Czech Republic.

Products sold outside the United States are manufactured at both U.S. and foreign plants. Tecumseh do
Brasil, Ltda. (“Tecumseh do Brasil”), the Company’s Brazilian compressor subsidiary, sells its products
principally in Latin America, North America, Europe and the Middle East. The Brazilian operation represents
a significant portion of the Company’s compressor business. In 2001, total sales generated by Tecumseh do
Brasil amounted to 27% of total Compressor Products segment sales. Brazilian operating income amounted to
approximately 77% of total Compressor Products segment operating income and approximately 53% of
consolidated operating income for the year, exclusive of nonrecurring items.

The Company’s European compressor subsidiary, Tecumseh Europe, S.A. (“Tecumseh Europe”),
generally sells the compressor products it manufactures in Europe, the Middle East, Africa, Latin America
and Asia. The Company also has two manufacturing facilities in India which produce air conditioning and
refrigeration compressors for the Indian appliance markets.
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In the engine business, the Company has two principal markets. The North American market is served by
the Company’s U.S. manufacturing operations. The European market is served by the manufacturing
operations of the Company’s Italian engine subsidiary, Tecumseh Europa, S.p.A. (*“Tecumseh Europa”), and
to a lesser extent, by U.S. export sales. Tecumseh Europa produces light-weight engines primarily for lawn
and garden applications along with some utility applications. In May 2001 the Company established
MOTOCQ a.s. (“MOTOCO”) which acquired the assets of an engine manufacturing facility in the Czech
Republic. MOTOCO produces primarily larger engines and engine components for export to the U.S. market.

The Company’s dependence on sales 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. The Company’s foreign manufacturing operations
are subject to other risks as well, including governmental expropriation, governmental regulations which may
be disadvantageous to businesses owned by foreign nationals and instabilities in the workforce due to changing
political and social conditions. These considerations are especially significant in the context of the Company’s
Brazilian operations given the importance of Tecumseh do Brasil’s performance to the Company’s total
operating results.

Iﬁdustry Segment and Geographic Location Information

The results of operations and other financial information by industry segment and geographic location
(including the footnotes thereto) for each of the years ended December 31, 2001, 2000 and 1999 appear under
the caption “Business Segment Data” in Note 6 to the Consolidated Financial Statements which appear in
Part I1, Item 8, of this report, “Financial Statements and Supplementary Data.” This information along with
the written discussion in the “Management’s Discussion and Analysis of Financial Condition and Results of
Operations™ under the caption “Results of Operations” in this report should be read in conjunction with the
business segment information presented in the following sections entitled: Compressor Products, Engine and
Power Train Products and Pump Products.

Compressor Products

The Compressor Products segment is the Company’s largest business segment. A compressor is a device
that compresses a refrigerant gas. When the gas is later permitted to expand, it absorbs and transfers heat,
producing a cooling effect, which forms the basis for a wide variety of refrigeration and air conditioning
products. All of the compressors produced by the Company are hermetically sealed. The Company’s current
compressor line consists primarily of reciprocating and rotary designs with a limited number of scroll models.

Product Line

The Company manufactures and sells a variety of traditional, reciprocating piston compressors suitable
for use in all four compressor market segments. This line of compressors range in size from approximately 12
horsepower models used in unitary air conditioning applications to small fractional horsepower models used in
refrigerators, dehumidifiers and vending machines.

Rotary compressors ranging from 5,000 to 18,000 BTU/hour are produced by the Company for room and
mobile air conditioning applications. These compressors generally provide increased operating efficiency, lower
equipment space requirements, and reduced sound levels when compared to reciprocating piston models.

Scroll compressors generally offer improved energy efficiency and reduced noise levels compared to
traditional reciprocating designs and are generally preferred by OEMs for certain products, including unitary
central air conditioning systems and certain commercial applications. The Company has a scroll compressor
product line for the unitary air conditioning market that is sold in limited quantities.

Manufacturing Operations

Compressor Products manufactured in the Company’s U.S. plants accounted for approximately 50% of
2001 compressor sales. The balance was produced at the Company’s manufacturing facilities in Brazil, France
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and India. The compressor operations are substantially vertically integrated, and the Company manufactures a
significant portion of its component needs internally, including ¢lectric motors, metal stampings and glass
terminals. Raw materials are purchased from a variety of non-affiliated suppliers. The Company utilizes
multiple sources of supply and the required raw materials and components are generally available in sufficient
quantities.

Sales and Marketing

The Company markets its U.S., Brazilian and Indian built compressors under the “Tecumseh” brand and
French built compressors under the “Tecumseh Europe-L'Unité Hermétique” brand. The Company sells its
compressor products in North America primarily through its own sales staff. Major OEM customers are
assigned to sales staff on an account basis. Other customers (smaller commercial OEMs) are served by sales
personnel assigned to specified geographic regions, and sales to aftermarket customers are made through
independent sales representatives. The Company’s U.S. International division and the Brazilian, French and
Indian subsidiaries each have their own sales staff. In certain foreign markets, the Company also uses local
independent sales representatives and distributors.

Substantially all of the Company’s sales of compressor products for room air conditioners and for
household refrigerators and freezers are to original equipment manufacturers. Sales of compressor products for
unitary central air conditioning systems and commercial applications include substantial sales to both OEM
and distributor customers. - '

The Company has over 1,200 customers for compressor products, the most significant of which are
commercial customers. In 2001, the two largest customers for compressor products accounted for 7.0% and
3.2%, respectively, of total segment sales, or 4.0% and 1.9%, respectively, of consolidated net sales. Loss of
either of these customers could have a material adverse effect on the results of operations of the Compressor
Products segment and, at least temporarily, on the Company’s business as a whole. Generally, the Company
does not enter into long-term contracts with its customers in this segment. However, the Company does
pursue long-term agreements with selected major customers where a business relationship has existed for a
substantial period of time.

In 2001, approximately 30% of the Compressor Products produced by the Company in its U.S. plants
were exported to foreign countries. The Company exports to over 60 countries. Over three-quarters of these
exported products were sold in the Far and Middle East.

Competition

All of the compressor market segments in which the Company operates are highly competitive.
Participants compete on the basis of delivery, efficiency, noise level, price and reliability. The Company
competes not only with other independent compressor producers but also with manufacturers of end products
that have internal compressor manufacturing operations.

North American Operations

The domestic unitary air conditioning compressor market consists of CEMs and a significant compressor
aftermarket. The Company competes primarily with two U.S. manufacturers, Copeland Corporation, a
subsidiary of Emerson Electric, Inc., and Bristol Compressors, Inc., a subsidiary of York International
Corporation. Copeland Corporation enjoys a larger share of the domestic unitary air conditioning compressor
business than either Bristol Compressors, Inc. or the Company.

Over the last several years there has been an industry trend toward the use of scroll compressors in the
high efficiency segment of the unitary air conditioning market. Copeland Corporation and other compressor
manufacturers have had scroll compressors as part of their product offerings for some time. Along with its own
manufacturing capabilities, Copeland Corporation is also a member of the Alliance Scroll manufacturing joint
venture with two major U.S. central air conditioning manufacturers, American Standard’s Trane air
conditioning division and Lennox International, Inc. Carrier Corporation, a subsidiary of United Technologies
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and a major original equipment manufacturer, has a joint venture to produce scroll compressors with Bristol
Compressors, Inc.

As discussed in the product line section, the Company offers only a limited line of scroll compressor
models for sale through the Company’s Cool Products aftermarket division. The Company continues to
believe that the scroll compressor is important to maintaining a position in the unitary air conditioning and
commercial refrigeration markets and it continues to pursue development of the scroll compressor in a manner
that limits risk to the Company.

In the domestic room air conditioning compressor market, the Company competes primarily with foreign
companies, which export compressors to the United States but also have U.S. manufacturing capabilities. The
Company also competes to a lesser extent with U.S. manufacturers. Competitors include Matsushita Electric
Industrial Corporation, Rotorex, Inc., Sanyo Electric Trading Company, L.G. Electronics, Inc., Mitsubishi,
Daikin, and others. The Company has increasingly struggled with price competition from foreign companies
during the last two years. Downward pressure on prices, particularly in the room air conditioning market, has
continued due to world over-capacity and a market flooded by cheap Asian products both in North America
and in Europe.

In the domestic markets for water coolers, dehumidifiers, vending machines, refrigerated display cases
and other commercial refrigeration products, the Company competes primarily with compressor manufactur-
ers from the Far East, Europe and South America, and to a lesser extent, the United States. Competitors
include Matsushita Electric Industrial Corporation, Danfoss, Inc., Embraco, S.A., Copeland Corporation and
others.

The household refrigerator and freezer market is vertically integrated with many white good producers
manufacturing a substantial portion of their compressor needs. The Company’s competitors include AB Elec-
trolux, Matsushita Electric Industrial Corporation, Embraco, S.A., Danfoss, Inc., and others. The Company
has an extensive product line in this market which includes both reciprocating piston and rotary type
compressors with a reputation for reliable field performance.

In light of the domestic competition and world over-capacity situation, the Company has continued to
take actions begun in late 1999 to consolidate North American compressor manufacturing capacity. The
objective is to reduce the cost structure of the Company’s domestically produced compressor models and
improve the quality performance, thereby offering a more competitively priced product to our customers. In
the third quarter of 2001, the Company offered an early retirement incentive to eligible Corporate, North
American Compressor and Engine & Power Train Group employees. Two hundred fifty (250) employees,
representing approximately 78% of those eligible, or approximately 20% of the total salaried workforce in the
eligible groups, elected early retirement. The cost of providing the pension and healthcare benefits associated
with this plan amounted to $29.3 million pretax ($18.9 million net of tax) for the Company as a whole and has
been recorded as a nonrecurring charge in the third quarter of 2001. Ongoing cost savings to the Company
from this action are estimated to be in a range of $10-12 million annually. Approximately one half of the
retirees and the estimated savings are attributable to the North American Compressor Group.

During 2001, the Company substantially completed the closing of its Somerset, Kentucky compressor
manufacturing facility and relocated the production to other existing North American manufacturing facilities
as announced in early 2000. In connection with this decision an $18.8 million nonrecurring charge was
recorded in the first quarter of 2000. Included in this charge was $9.5 million in employee severance and other
employee related costs associated with the termination of approximately 895 employees, and $9.3 million
represents plant closure costs and the write-down of obsolete and non-usable equipment.

In addition to the Somerset plant closing charge, the Company recorded an $8.7 million asset impairment
charge in 2000 to reduce the carrying amount of assets dedicated to the production of certain large
reciprocating compressors used in the unitary air conditioning market. Because of the significantly reduced
demand for this product and the high costs associated with its manufacture, the Company has determined that
future estimated cash flows from this product line would not be sufficient to cover the carrying amount of the
assets dedicated to the production of this unit. Accordingly, the difference between the carrying value of the
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assets and the estimated fair value of the assets, based on an independent appraisal, was recorded as an asset
impairment charge.

European Operations

Tecumseh Europe sells the major portion of its manufactured compressors in Western Europe, and
competes in those markets primarily with several large European manufacturers, some of which are captive
suppliers, and to a lesser but increasing extent, with manufacturers from the Far East and Brazil. Competitors
include AB Electrolux, Embraco, S.A., Danfoss, Inc. and others. Tecumseh Europe produces compressors
primarily for the commercial refrigeration market.

Brazitian Operations

Tecumseh do Brasil competes directly with Embraco, S.A. in Brazil and with Embraco and several other
foreign manufacturers in Latin America. Historically, Tecumseh do Brasil has sold the major portion of its
manufactured compressors in Latin America, North America, Europe and the Middle East. The devaluation
of the Brazilian Real in early 1999 set the stage for Tecumseh do Brasil to better compete in foreign markets,
resulting in approximately 64%, 61% and 70% of its production being exported in 2001, 2000 and 1999,
respectively.

Indian Operations

Tecumseh Products India, Ltd. has two compressor manufacturing facilities in India which sell to
regional markets. Major competitors include the Indian manufacturers Kirloskar Copeland Ltd., Carrier
Aircon Ltd., Godrej, Videocon, BPL and others. Tecumseh Products India, Ltd. produces compressors for the
air conditioning and refrigerator and freezer markets. In 2001, approximately 34% of its sales were made to a
single customer, and the loss of this customer would have a significant impact on the results of operations of
this facility, and to a lesser extent, on the consolidated results of the Company as a whole.

During 2000, Tecumseh Products India, Ltd. closed its old refrigeration compressor plant and relocated
manufacturing operations to its newly constructed plant in Ballabgarh, India. A $6.0 million charge covering
the estimated cost of this action was recorded during the first quarter of 2000. However, the move to the new
facility did not come without incident. As a consequence of the move and related workforce reduction, hourly
employees at the older facility began a lengthy work stoppage which severely impacted operating results for
the first half of the year. Additionally, plant start-up costs and expenses associated with the development of a
new compressor line negatively affected operating results. While operations in India continue to suffer greatly
from a lack of production volume, operating losses improved by approximately $4.5 million in 2001 due to the
non-recurrence of the 2000 events.

Research

Ongoing research and development is another method in which the Company strives to meet its
competition. 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. These factors are discussed below.

Regulatory Reguirements

Chlorofluorocarbon compounds (“CFCs”), the primary refrigerants used in household refrigerators and
freezers and in commercial refrigeration equipment, have been identified as one of the leading factors causing
depletion of the earth’s ozone layer. Under a 1992 international agreement, production of CFCs in developed
countries was phased out January 1, 1996. The Company began producing compressors using alternative
refrigerants (approved by the U.S. government) for the commercial refrigeration market in late 1992 and for
the refrigerator and freezer market during 1994. The Company believes that its rapid development of products
using non-CFC refrigerant technology has improved its competitive position in these markets.
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Hydrochlorofluorocarbon compounds (“HCFCs”) are used as a refrigerant in air conditioning systems.
Under a 1992 international agreement, HCFCs will be banned from new equipment beginning in 2010. Some
European countries began HCFC phase-outs as early as 1998, and a number of European countries have plans
to eliminate the use of HCFCs during 2002. Within the last several years, the Company has approved and
released a number of compressor models utilizing U.S. government approved hydrofiuorocarbons, (“HFC”)
refrigerants, 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™) as alternative refrigerants, moving
further away from the use of chlorine (which depletes the ozone layer of our atmosphere) and the use of
fluorine (which contributes to the “green-house” effect). Both Tecumseh do Brasil and Tecumseh Europe
have compressor products available for sale that utilize hydrocarbon refrigerants. Hydrocarbons are flammable
compounds and have not been approved by the U.S. government for air conditioning or household refrigerator
and freezer applications. It is not presently possible to estimate the level of expenditures which will be required
to meet future industry requirements or the effect on the Company’s competitive position..

The U.S. National Appliance Energy Conservation Act of 1987 (the “NAECA?”) requires higher energy
efficiency ratings on room air conditioners manufactured after October 1, 2000 and on household refrigerator/
freezers manufactured after July 1, 2001. Proposed energy efficiency requirements for unitary air conditioners
were published in the U.S. in January 2001 to be effective in the year 2006.

The European manufacturing community issued new energy efficiency directives effective January 1,
2000 that lowered 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.
The Company has ongoing projects aimed at improving the efficiency levels of its compressor products and
plans to have products available to meet known energy efficiency requirements as determined by our
customers. Some of the Company’s compressor products already meet or exceed the new energy efficiency
standards. It is not presently possible to estimate the level of expenditures that will be required to meet the
new standards or the effect on the Company’s competitive position.

Engine and Power Train Products

Small gasoline engines account for a majority of the net sales of the Company’s Engine and Power Train
Products segment. These are used in a broad variety of consumer products, including lawn mowers (both
riding and walk-behind types), snow throwers, small lawn and garden tractors, small power devices used in
outdoor chore products, generators, pumps and certain self-propelled vehicles. The Company manufactures
gasoline engines, both two- and four-cycle types, with aluminum die cast bodies ranging in size from 2 through
22 horsepower and with cast iron bodies ranging in size from 12 through 18 horsepower. The Company’s
power train products include transmissions, transaxles and related parts used principally in lawn and garden
tractors and riding lawn mowers.

Manufactuving Operations

The Company manufactures engines and related components in its five plants in the United States, one
plant in Italy, and as of May 2001, one plant in the Czech Republic. All of the Company’s power train
products are manufactured in one facility in the United States. Operations of the Company in this segment are
partially vertically integrated as the Company produces most of its plastic parts and carburetors, as well as a
substantial portion of the aluminum die-castings used in its engines and power train products. During the
fourth quarter of 2001 the Company recognized a nonrecurring charge of $6.1 million ($3.9 million net of tax)
related primarily to the transfer of certain engine and component part production from domestic facilities to
the Company’s facilities in the Czech Republic. Also, as noted under “North American Operations” for the
Compressor Group, the Company offered an early retirement incentive to eligible Corporate, North American
Compressor and Engine & Power Train Group employees. Approximately half of the 250 employees electing
early retirement were attributable to the Engine & Power Train Group.
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Sales in this segment can be significantly affected by environmental factors affecting the respective selling
seasons for the various types of equipment. For example, snow thrower sales, and therefore the demand for the
Company’s applicable engine, show a strong correlation with the amount of snow fall received. Similarly, the
frequency of weather-related and other interruptions to power supplies or the perceived threat of interruptions,
affect the demand for generators. Factors such as these are largely unpredictable, yet greatly influence the
year-to-year demand for engine products.

Sales and Marketing

The Company markets its Engine and Power Train Products worldwide under the “Tecumseh” and
“Peerless” brands. A substantial portion of the Company’s engines are incorporated into lawn and garden and
other consumer products sold under brand labels, including the “Craftsman” brand of Sears, as well as other
name brands sold through “do it yourself” home centers, mass merchandisers and lawn and garden specialty
retailers.

A majority of the Company’s Engine and Power Train Products are sold directly to OEMs. The Company
also sells engines and parts to its authorized dealers and distributors, who service its engines both in the United
States and abroad. Marketing of Engine and Power Train Products is handled by the Company’s own sales
staff and by local sales representatives in certain foreign countries. North America and Europe are the
principal markets for lawn and garden products.

In 2001, the three largest (direct ship) customers for Engine and Power Train Products accounted for
24.0%, 21.8% and 14.8%, respectively, of segment sales, or 8.3%, 7.5% and 5.1%, respectively, of consolidated
net sales. Some of the engines provided to these customers are incorporated into end consumer products that
are sold by Sears. Total sales to Sears and Sears affiliated suppliers in 2001 and 2000 amounted to 23.5% and
28.6%, respectively, of segment sales, or 8.1% and 10.6%, respectively, of consolidated net sales. The year over
year reduction in the percentage of sales to Sears and Sears affiliated suppliers is due to a substantial decline in
participation in their walk behind lawn mower segment, partially offset by increased volume in the snow
thrower segment. Loss of any of this segment’s three largest customers, and/or the loss of Sears as a retail
distributor, would have a material adverse effect on the results of operations of this segment and, at least
temporarily, on the Company and its business as a whole.

Competition

The Company believes it is the largest consolidated producer of engines and transmissions for the outdoor
power equipment industry. However, it remains the second largest producer of small gasoline engines for lawn
and garden applications in the world. The largest such producer, with a broader product range, is Briggs &
Stratton Corporation. Other producers of small gasoline engines include Kohler Corporation, Toro Company
and Honda Corporation, among others.

Competition in the Company’s engine business is based principally on price, service, product performance
and features and brand recognition. As mass merchandisers have captured a larger portion of the sales of lawn
and garden products in the United States, price competition and the ability to offer customized styling and
feature choices have become even more important. The Company believes that it competes effectively on
these bases.

New Environmental Standards

During 2000, the U.S. Environmental Protection Agency (“EPA”) finalized Phase I1 emission standards
for handheld small off-road engines which include the two-cycle engines produced by the Company. The
Company already produces competitively priced engines that comply with the current EPA and California Air
Resources Board (“CARB”) Standards.

Phase IT emission standards also have been finalized for non-handheld four-cycle engines. Phase-in of the
rules for non-handheld four-cycle engines will take place between the 2001 and 2006 model years. It is not
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possible at this time to determine the related costs of compliance with these standards, nor the impact on the
competitive position of the Company.

The state of California began enforcing the CARB Tier II Emission Standards effective January 1, 2000.
A broad range of the Company’s engines have been certified to comply with these emission standards. Several
states are in the process of, or debating the merits of, adopting the CARB Tier II Emission Standards. It is not
possible at this time to determine the effect of this change in regulatory requirements on the competitive
position or consolidated results of the Company.

Pump Products

The Company manufactures and sells submersible pumps, centrifugal pumps and related products
through its two subsidiaries, Little Giant Pump Company (“Little Giant”) and MP Pumps, Inc.
(“MP Pumps”). Little Giant pumps are used in a broad range of commercial, industrial, and consumer
products, including (1) heating, (2) ventilating and cooling, (3) parts washers, (4) machine tools,
(5) evaporative coolers, (6) sump pumps, (7) statuary fountains, (8) water gardening and (9) waste
management. Little Giant’s products are sold worldwide to OEMs, distributors and mass retailers. Sales and
marketing is executed through Little Giant’s own sales management and through manufacturers’ representa-
tives under the “Little Giant” and “Interon” brand names.

The pump industry is highly fragmented, with many relatively small producers competing for sales. Little
Giant has been particularly successful in competing in the pump industry by targeting specific market niches
where opportunities exist and then designing and marketing corresponding products. In the last three years,
the “Little Giant” brand name has become more associated with consumer products due to the success of the
subsidiary’s water-gardening product line. However, the focus of this pump manufacturer has long been in the
commercial and industrial market channels of the pump industry, and Little Giant is pursuing these markets
through the development of complete pump systems utilizing larger pump models.

MP Pumps manufactures and sells a variety of centrifugal pumps ranging in capacity from 15 to 1,500
gallons per minute, that are used in the agricultural, marine and transportation industries, and in a variety of
commercial and industrial applications and end products. MP Pumps sells both to OEMs, which incorporate
its pumps into their end products, and through an extensive network of market segmented distributors located
throughout the United States. The distributors within the network both engineer and sell pump products to
end users and small OEMs. A limited number of pumps are also sold to departments and agencies of the U.S.
government. MP Pumps markets both custom and standard catalog product through its own sales staff. Pumps
sold through distribution channels are branded under the “MP”" and “Flomax” registered trade names. Some
pumps are privately labeled for specific customer use.

Backlog and Seasonal Variations
Most of the Company’s production is against short-term purchase orders, and backlog is not significant.

Both Compressor Products and Engine and Power Train Products are subject to some seasonal variation.
Generally, the Company’s sales and operating profit are stronger in the first two quarters of the year than in the
last two quarters.

Patents, Licenses and Trademarks

The Company owns a substantial number of patents, licenses and trademarks and deems them to be
important to certain lines of its business; however, the success of the Company’s overall business is not
considered primarily dependent on them. In the conduct of its business, the Company owns and uses 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.

8




Research and Development

The Company must continually develop new and improved products in order to compete effectively and
to meet evolving regulatory standards in all of its major lines of business. The Company spent approximately
$27.6, $28.1 and $30.2 million during 2001, 2000, and 1999, respectively, on research activities relating to the
development of new products and the development of improvements to existing products. None of this
research was customer sponsored.

Employees

On December 31, 2001, the Company employed approximately 16,000 persons, 63% of which were
employed in foreign locations. Approximately 2,600 of the U.S. employees were represented by labor unions,
with no more than approximately 1,300 persons represented by the same union contract. The majority of
foreign location personnel are represented by national trade unions. The number of the Company’s employees
is subject to some seasonal variation, however, during 2001 the number of employees generally declined as
cost reduction actions were implemented. The maximum number of persons employed was approximately
18,000 and the minimum was 16,000. Overall, the Company believes it generally has a good relationship with
its employees.

EXECUTIVE OFFICERS OF THE REGISTRANT

The following are the executive officers of the Company.

Period of Service

Name and Age Office or Position Held as an Officer

Kenneth G. Herrick, 80............. Chairman of the Board of Directors Since 1966

Todd W. Herrick, 59 ............... President and Chief Executive Officer Since 1974

David W. Kay, 53 ................. Vice President, Treasurer, and Chief Financial Since 2001
Officer(1)

Michael R. Forman, 55 ............. Vice President and Corporate Director of Human  Since 2001
Resources(2)

(1) Last five years of business experience — Corporate Controller, Tecumseh Products Company 1999 to
2001. Corporate Controller, RTI International Metals, Inc. (formerly RMI Titanium Company) 1986 to
1999. (Employed with Tecumseh Products Company since 1999.)

(2) Last five years of business experience — Assistant Director of Corporate Human Resources, Tecumseh
Products Company 1990 to 2001. (Employed with Tecumseh Products Company since 1990.)

Item 2. Properties

The Company’s headquarters are located in Tecumseh, Michigan, approximately 50 miles southwest of
Detroit. At December 31, 2001 the Company had 32 principal properties worldwide occupying approximately
9.4 million square feet with the majority, approximately 8.0 million square feet, devoted to manufacturing.
Twelve facilities with approximately 3.8 million square feet were located in six countries outside the United
States. The following table shows the approximate amount of space devoted to each of the Company’s three
principal business segments. .

Approximate Floor

Industry Segment Area in Square Feet
Compressor Products . ......... .o 6,216,000
Engine and Power Train Products ......... ... ... . i, 12,647,000
Pump Products and Other........ ... ... o i i 442,000

Five domestic facilities, including land, building and certain machinery and equipment were financed and
leased through industrial revenue bonds. All owned and leased properties are suitable, well maintained and
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equipped for the purposes for which they are used. The Company considers that its facilities are suitable and
adequate for the operations involved.

Item 3. Legal Proceedings

The Company has been named by the U.S. Environmental Protection Agency (“EPA”) as a potentially
responsible party (“PRP”) in connection with the Sheboygan River and Harbor Superfund Site in Wisconsin.
At the direction of the EPA, the Company and its independent environmental consultants conducted a
remedial investigation and feasibility study. As a result of this study, the Company believes the most
appropriate course of action is active remediation to the upper river near the Company’s facility, and that only
monitored natural armoring should be required in the middle river and the lower river and harbor.

In May 2000, the EPA issued a Record of Decision (“ROD”) selecting the remedy for the Site. The
Company is one of several named PRP’s in the proposed cleanup action. The EPA has estimated the cost of
cleanup at $40.9 million. The Company believes that the EPA’s remedy, as specified in the ROD, goes well
beyond what is environmentally protective and cost-effective for the site and largely ignores the results of the
multi-million dollar remedial investigation and feasibility study that the Company performed under EPA
oversight. Additionally, the Wisconsin Department of Natural Resources (“WDNR”), as a Natural Resource
Trustee, is investigating what additional requirements, if any, the state may have beyond those specified under
the ROD.

The EPA has indicated its intent to address the site in two phases, with the plant site and upper river
constituting the first phase and the middle and lower river and harbor being the second phase. The Company
anticipates entering into a Consent Decree concerning the performance of remedial design and remedial action
for the plant site, the upper river and the flood plain soils, deferring for an unspecified period any action
regarding Phase II.

At December 31, 2001 and December 31, 2000, the Company had accrued $28.7 and $30.3 million,
respectively, for estimated costs associated with the cleanup of this site. The actual cost will be governed by
numerous factors including the requirements of the WDNR, and may be greater or lower than the amount
accrued. These factors include the results of further investigations, the details of the remedial actions required
by the EPA (in consultation with the WDNR), changes in remedial technologies, the extent of any natural
resource damages, and the outcome of any related litigation. Other PRPs may contribute to the costs of any
final remediation, and/or natural resource damage claims, regarding the middle and lower river and harbor
portions of the Site.

The Company, in cooperation with the WDNR, conducted an investigation of soil and groundwater
contamination at the Company’s Grafton, Wisconsin plant. It was determined that contamination from
petroleum and degreasing products used at the plant are contributing to an off-site groundwater plume. The
Company has undertaken remediation of soils in a source area on the east side of its Grafton facility. While
the Company has provided for estimated investigation and on-site remediation costs, the extent and timing of
future off-site remediation requirements, if any, are not presently determinable.

The WDNR requested that the Company join it in a cooperative effort to investigate and clean up PCB
contamination in the watershed of the south branch of the Manitowoc River, downstream of the Company’s
New Holstein, Wisconsin facility. Despite the fact that the WDNR’s investigation does not establish the
parties responsible for the PCB contamination, the WDNR has indicated that it believes the Company is a
source and that it expects the Company to participate in the cleanup. The Company has participated in the
first phase of a cooperative cleanup, consisting of joint funding of the removal of soils and sediments in the
source area near its facility. The next phase of the cooperative effort is scheduled to occur in 2002 involving a
stream segment downstream of the source area. The Company has provided for these costs. Although
participation in a cooperative remedial effort after 2002 for the balance of the watershed is under
consideration, it is not possible to reasonably estimate the cost of any such participation at this time.

In addition to the above mentioned sites, the Company is also currently participating with the EPA and
various state agencies at certain other sites to determine the nature and extent of any remedial action which
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may be necessary with regard to such other sites. At December 31, 2001 and 2000, the Company had accrued
$36.1 million and $40.1 million, respectively, for environmental remediation, including the amounts noted
above relating to the Sheboygan River and Harbor Superfund Site. As these matters continue toward final
resolution, amounts in excess of those already provided may be necessary to discharge the Company from its
obligations for these sites. Such amounts, depending on their amount and timing, could be material to reported
net income in the particular quarter or period which they are recorded. In addition, the ultimate resolution of
these matters, either individually or in the aggregate, could be material to the consolidated financial
statements.

Various lawsuits and claims, including those involving ordinary routine litigation incidental to its business,
to which the Company is a party, are pending, or have been asserted, against the Company. Although the
outcome of the various lawsuits and claims asserted or pending against the Company or its subsidiaries cannot
be predicted with certainty, some may be disposed of unfavorably to the Company. Management has no
reason to believe that the ultimate disposition of these pending legal issues will have a materially adverse effect
on the future consolidated financial position or results of operations of the Company.

Item 4. Submission of Matters to @ Vote of Secuvity Holders

No matter was submitted during the fourth quarter of 2001 fo a vote of security holders through the
solicitation of proxies or otherwise.

PART II

Item 5. Market for the Registrant’s Common Eguity and Related Stockholder Matters Information
' Concerning Equity Securities

The Company’s Class A and Class B common stock trades on the Nasdaq Stock Market under the
symbols TECUA and TECUB, respectively. Total shareholders of record as of March 1, 2002 were
approximately 556 for Class A common stock and 539 for Class B common stock. There were no equity
securities sold by the Company during the period covered by this report.

Market Price and Dividend Information

Range of Commeon Stock Prices and Dividends for 2001

Sales Price

Ciass A Class B DI s
Quarter Ended High Low High Low Declared
March 31 ... . . $54.000 $38.750  $50.750  $36.250 $0.32
June 30 .. ... .. 53.450 43,500 47.950 40.438 0.32
September 30 ... ... . . .. 52.990 40.800 47.890 38.820 0.32
December 31 ... ... ... . ... 52.530 41.120 49.600 39.500 0.32

Range of Common Stock Prices and Dividends for 2000
Saies Price

Class A Class B Di?igﬂ:ms
Quarter Ended High Low High Low Declared
March 31 ... .. $51.875 $40.313  $46.500 $38.875 $0.32
June 30 ... 49.125 38.000 46.125 40.188 0.32
September 30 ........ .. ... il 42.250 34.625 41.500 34.750 0.32
December 31 .......... ...t 47.438 35.375 44.625 34.500 0.32
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Item 6. Selected Financial Data
The following is a summary of certain financial information of the Company.
Years Ended December 31,
2001 2000 1999 1998 1997
(Dollars in millions except per share data)
Net Sales .......ooviiiiiniiiii $1,398.9 $1,649.9 $1,8143 $1,750.2 $1,728.3
Cost of sales and operating expenses........... 1,207.2 1,411.4 1,507.4 1,492.8 1,478.7
Selling and administrative expenses............ 112.1 118.3 117.6 115.8 104.4
Nonrecurring (gain) charges ........... NN 354 33.5 (5.9) 45.0 —
Operating income . ........ovviiie e, 442 86.7 164.8 96.6 145.2
Interestexpense ............cccivirvnenn... (4.1) (6.7) (7.9) (6.9) (6.3)
Interest income and other,net ................ 20.3 27.9 28.1 27.8 21.9
Nonrecurring gain .................. ... ... — — 8.6 — —
Income before taxes on income ............... 60.4 107.9 223.6 117.5 160.8
Taxesonincome ........... ... il 17.6 41.8 81.6 433 60.3
Netincome. .....cooviviiiiiiiinnnennn.. $ 428 § 661 $ 1420 $ 742 $ 1005
Basic and diluted earnings per share ........... $ 230 $§ 344 §$§ 700 $ 347 § 459
Cash dividends declared per share............. $ 128 § 128 § 122 § 120 $§ 120
Weighted average number of shares outstanding
(in thousands) ........................... 18,607 19,218 20,277 21,366 21,879
Cash and cash equivalents ................... $ 3176 $ 2682 $ 2705 $ 2777 $ 304.1
Working capital .......... ... L. 605.7 602.4 618.6 605.9 554.8
Net property, plant and equipment .......... . 431.9 4447 477.4 508.9 569.7
Total assets . ..o vun i i i e 1,516.8 1,553.1 1,553.3 1,556.2 1,537.4
Long-termdebt .......... ... ... ... ..., 13.7 14.2 15.6 17.2 17.5
Stockholders’ equity . ....... ... oL, 977.7 995.4 1,014.2 995.7 1,000.2
Capital expenditures ........................ 65.4 64.0 73.0 64.4 90.6
Depreciation and amortization . ............... 72.0 71.2 72.4 74.6 71.1

Cost of common shares repurchased ........... 18.1 38.6 5717 49.0 1.9
Nonrecurring charges and credits:

2001 net income includes $29.3 million ($18.9 million net of tax) related to the cost of an early
retirement incentive program and an asset impairment charge of $6.1 million ($3.9 million net of tax) for
unusable equipment due to the transfer of certain engine and component part production from domestic
facilities to the Company’s facilities in the Czech Republic.

During 2000 the Company recorded a $33.5 million charge ($23.3 million, net of tax) related to the
realignment of its North American and Indian compressor manufacturing operations.

The 1999 results included credits of $14.1 million ($9.0 million, net of tax) comprised of a
$4.6 million gain on the curtailment of employee benefit plans at a closed plant, a $4.0 million gain on an
insurance settlement, and an $8.6 million gain from currency hedging at the Company’s Brazilian
subsidiary. These gains were partially offset by charges for plant closing and environmental costs totaling
$3.1 million.

During 1998, the Company recorded a $45 million charge ($28.8 million, net of tax) for asset
impairment.
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Item 7. Management’'s Discussion and Analysis of Financial Condition and Results of Operations
Cautionary Statements Relating To Forward Loeking Statements

The following report 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 and 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 the Company. Forward-looking
statements can be identified by the use of terms such as “expects”, “should”, “may”, “believes”, “antici-
pates”, “will”, and other future tense and forward-looking terminology, or by the fact that they appear under

the caption “outlook.”

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 business conditions and the economy in
general in both foreign and domestic markets and the effect of terrorist activity and armed conflict; ii) weather
conditions affecting demand for air conditioners, lawn and garden products and snow throwers; iii) the extent
to which the decline in demand for lawn and garden and utility engines will continue, and the success of the
Company’s ongoing effort to bring costs in line with projected production levels and product mix; iv) financial
market changes, including fluctuations in interest rates and foreign currency exchange rates; v) economic
trend factors such as housing starts; vi) emerging governmental regulations; vii) availability of materials;
vili) actions of competitors; ix) the ultimate cost of resolving environmental matters; x) the extent of any
business disruption resulting from the conversion to the Euro; xi) the Company’s ability to profitably develop,
manufacture and sell both new and existing products; xii) the extent of any business disruption that may result
from the restructuring and realignment of the Company’s manufacturing operations, the ultimate cost of those
initiatives; and the amount of savings actually realized; xiii) the extent of savings actually realized from the
Company’s early retirement program; and xiv) potential political and economic adversities that could
adversely affect anticipated sales and production in Brazil. These forward-looking statements are made only as
of the date hereof, and the Company undertakes no obligation to update or revise the forward-looking
statements, whether as a result of new information, future events or otherwise. '

Overview

Tecumseh Products Company is a full line, independent global manufacturer of hermetic compressors for
air conditioning and refrigeration products, gasoline engines and power train components for lawn and garden
applications, and pumps. The Company’s products are sold in countries all around the world.

Products are grouped into three principal industry segments: Compressor Products, Engine and Power
Train Products, and Pump Products.

Net sales in 2001 amounted to $1,398.9 million, a decrease of approximately 15% from 2000 net sales of
$1,649.9 million. Net income for 2001 amounted to $42.8 million, or $2.30 per share compared to net income
of $66.1 million, or $3.44 per share in 2000. The earnings results from 2001 include nonrecurring charges
totaling $35.4 million ($22.8 million or $1.23 per share net of taxes), while 2000 results included nonrecurring
charges of $33.3 million ($23.3 million or $1.21 per share). Exclusive of nonrecurring items, net income of
$65.6 million ($3.53 per share) in 2001 was approximately 27% lower than net income of $89.4 million ($4.65
per share) in 2000. The lower 2001 results can be attributed to reduced sales and profits in all three of the
Company’s business segments reflecting the generally slower 2001 economy.

Results of Operations
Compressor Products

2001 vs. 2000

Annual Compressor Group sales declined approximately 13% to $804.6 million in 2001 compared to
$919.8 million in 2000. While sales declines generally occurred throughout the Company’s global operations
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reflective of the slower worldwide economy, the majority of the decline is attributable to the continuing sea-
change that has occurred in the North American room air conditioning market. U.S. based manufacturers of
room air conditioners continue to shift the manufacture of completed units to Asia where inexpensive locally
produced compressors are readily available. As a result, the Company has lost market share in the room air
conditioning market which continues to erode the volume of North American based production. Brazilian
sales also declined by approximately 14% reflecting weakness in the local economy and the effects of currency
translations.

Compressor Group operating income, exclusive of nonrecurring items, was $34.3 million in 2001
compared to $66.5 million in 2000. Operating margins were adversely impacted by a number of factors
including lower overall selling prices, reduced fixed cost coverage as a result of lower production volumes and
manufacturing inefficiencies. The Company’s Brazilian operations continued to be a significant component of
worldwide compressor operations. Operating margins in 2001 were consistent with 2000 margins, therefore,
increasing the Brazilian operations overall portion of Compressor Group operating profit from 66% in 2000 to
77% in 2001. The Indian operations significantly reduced their operating losses from 2000 levels when margins
were adversely impacted by a lengthy work stoppage and start-up costs associated with a new manufacturing
plant.

2000 vs. 1999

Worldwide Compressor Products sales amounted to $919.8 million in 2000 compared to $967.0 million in
1999, a decrease of $47.2 million or 4.9%. Compressor Products sales in North America were adversely
impacted in 2000 by both reduced demand and accelerating competition in the air conditioning markets.
Intense price competition, primarily from Asian producers, continued to negatively impact the room air
conditioning market. Additionally, some of the Company’s customers purchased finished room air condition-
ing products from Asia, thereby shrinking the available market. Sales in India were down from 1999 levels
primarily as a result of the effects of a lengthy work stoppage and the difficulties relating to the ramp up of a
new production facility. Brazilian results continued to show improvement, although not enough to offset the
decreases in North America and India. Brazilian sales increased approximately 20% from 1999 levels
reflecting a strengthening local economy and increased export sales, primarily to Europe.

Compressor Group operating income, exclusive of nonrecurring items, declined from $91.5 million in
1999 to $66.5 million in 2000. North American results were severely impacted by the loss of volume and
continuing erosion of selling prices in the air conditioning markets. Additionally, North American results were
adversely affected by reduced fixed cost absorption as a result of lower production volumes and inefficiencies
resulting from the transfer of production from the Somerset plant to other production facilities. As a result of
the lengthy work stoppage and operating inefficiencies at the new compressor plant, Indian operating income
decreased by approximately $5.0 million from 1999 levels. Results from the Brazilian operations continued to
contribute the majority of the Compressor Group’s operating income. Approximately 66% of the Group’s total
operating income in 2000 was contributed by the Brazilian operations. Although Brazilian operating income
increased by approximately $2.0 million from 1999 levels, margins were under pressure in spite of sales
growth. This impact was an expected phenomenon that commenced in the second half of 2000 as the favorable
effect of the 1999 Brazilian currency devaluation subsided and upward pressure was placed on manufacturing
costs,

Engine and Power Train Products
2001 vs. 2000

The Engine & Power Train Group’s sales and operating income declined for the second straight year with
2001 results significantly below those for 2000. Sales decliried from $612.8 million in 2000 to $480.9 million in
2001 reflecting a significant reduction in both engine and transmission sales in the lawn and garden segment,
as well as various utility applications, such as portable power generators. While sales of engines used for snow
throwers was one of the best seasons in the group’s history, they were not enough to offset the demand in other
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applications. While the sales declines were reflective of the overall economic condition, some portion of the
decline is attributable to the Company’s declining participation in the walk behind mower segment.

As a result of the approximate 22% decline in sales, operating income of $20.0 million in 2001 was
dramatically lower than the $46.8 million posted in 2000. These amounts are exclusive of a nonrecurring
charge recorded in the fourth quarter of 2001 of $6.1 million ($3.9 million net of tax) related primarily to the
transfer of certain engine and component part production from domestic facilities to the Company’s newly
acquired facilities in the Czech Republic.

2000 vs. 1999

Both sales and operating income were significantly reduced in 2000 from 1999’s record levels. Sales
amounted to $612.8 million in 2000 compared to $734.3 million in 1999. The primary reason behind this
reduction was the significant reduction in the sale of medium frame engines used in applications such as
portable power generators and snow throwers. The portable power generator business, which was abnormally
high in 1999, nearly disappeared in 2000 as the Year 2000 date change fears subsided. As a result, the 2000
sales mix was heavily weighted toward lower priced, low margin lawn and garden applications.

Because of the significant decrease in medium frame utility engines and poor product mix, operating
income of the Engine and Power Train Group decreased to $46.8 million in 2000 from 1999’s record of
$93.1 million. The loss of utility engine business and heavy dependence on lawn and garden applications
resulted in an excess production capacity situation as well as production imbalances and inefficiencies which
negatively impacted profit margins. '

Pump Products

Pump Products sales in 2001 amounted to $113.4 million compared to $117.3 million in 2000, a slight
decrease of 3%. Operating income in 2001 was $11.6 million compared to $14.7 million in 2000. Decreased
retail sales activity in the water gardening market, resulting from a soft economy combined with slight
decreases in sales for industrial and commercial applications, were primary reasons for the decline in sales and
profits in 2001. In 2000, this segment experienced a 4% increase in sales over 1999 sales of $113.0 million.
Increased penetration in water gardening markets and increased industrial sales were largely responsible for
this growth. Correspondingly, Pump Products operating income increased 4% from $14.1 million in 1999 to
$14.7 million in 2000.

During the third quarter of 2000, the Pump segment entered the residential wastewater collection,
transfer and disposal market by acquiring the assets of Interon Corporation. This market, while currently in its
infancy, is expected to grow rapidly as it provides an economical alternative to conventional gravity wastewater
disposal systems. The acquisition of Interon assets did not have a material impact on reported results of
operations, financial position or cash flows for 2000 or 2001. ‘

Nonrecurring Items

The 2001 results were adversely impacted by $35.4 million ($22.8 million net of tax, or $1.23 per share)
in nonrecurring items. During the third quarter of 2001, the Company offered an early retirement incentive
plan to eligible Corporate, North American Compressor Group and Engine & Power Train Group employees.
Two hundred fifty (250) employees, representing approximately 78% of those eligible, or approximately 20%
of the total salaried workforce in the eligible groups, elected early retirement. The cost of providing the
pension and healthcare benefits associated with this plan amounted to $29.3 million ($18.9 million net of tax,
or $1.02 per share) and has been recorded as a nonrecurring charge in the third quarter. Ongoing cost savings
from this action are estimated to be in a range of $10 to $12 million annually.

During the fourth quarter of 2001, the charge of $6.1 million ($3.9 million net of tax, or .21 per share) in
the Engine & Power Train business related primarily to the transfer of certain engine and component part
production from domestic facilities to the Company’s facilities in the Czech Republic.
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In early 2000, the Company recorded $33.5 million in nonrecurring charges ($23.3 million or $1.21 per
share, net of tax) related to the restructuring and realignment of its domestic and international compressor
manufacturing operations. These amounts included approximately $15.5 million ($12.0 million, net of tax) in
severance pay and future benefit costs relating to the announced realignment and manpower reductions in the
Company’s North American and Indian manufacturing operations, $3.2 million ($2.0 million, net of tax) in
plant closing and exit costs, and $14.8 million ($9.3 million, net of tax) in asset impairment charges for idled,
unusable and/or underutilized equipment.

In 1999, the Company recorded nonrecurring credits amounting to $14.1 million ($9.0 million or $0.44
per share net of tax). An $8.6 million ($5.6 million or $.27 per share net of tax) nonrecurring gain resulting
from currency hedging at the Brazilian subsidiary was recorded in the first quarter. A fourth quarter net credit
of $5.5 million ($3.4 million or $.17 per share after tax) was comprised of a $4.6 million gain on the
curtailment of employee benefit plans at the Company’s now closed Acklin Stamping Plant, a gain of
$4.0 million resulting from the settlement of insurance claims and a charge for plant closing and environmen-
tal costs amounting to $3.1 million.

Interest Income and Income Tax

Interest income and other, net amounted to $20.3 million, $27.9 million, and $28.1 million in 2001, 2000
and 1999, respectively. Excluding the effects of a $5.2 million refund of prior years’ U.S. federal income taxes
and a $1.3 million charge from the resolution of an income tax issue in Italy, the Company’s effective income
tax rate in 2001 was 35.6%, compared to 38.7% in 2000 and 36.5% in 1999. The higher effective tax rate in
2000 was due primarily to the inability to recognize a tax benefit on Indian operating losses.

Liquidity and Capital Resources

Historically, the Company’s primary source of cash has been net cash provided by operations. For the
year ended 2001, operating activities generated cash flows of $173.0 million, compared to $134.0 million in
2000. This increase results primarily from lower working capital requirements offset by lower operating results,

Capital expenditures for 2001 amounted to $65.4 million compared to $64.0 million in 2000. Approxi-
mately $41.5 million was spent on capacity enhancements, new product capabilities and routine upgrades in
the Brazilian and French compressor facilities. Approximately $15.5 million was spent primarily on facility
improvement, consolidation and upgrades in the North American Compressor Operations. The balance,
approximately $8.4 million, was spent on facilities upgrading and capacity expansion in the Company’s engine
manufacturing plants. In addition, the Company expended $13.4 million in May 2001 for the acquisition of an
engine and component manufacturing facility in the Czech Republic.

Net cash used by financing activities amounted to $37.0 million in 2001 compared to $66.3 million in
2000. During 2001, the Company repurchased 8,500 shares of Class A stock at a cost of $0.4 million and
392,400 shares of Class B stock at a cost of $17.7 million, and paid dividends totaling $23.8 million. Proceeds
from borrowings net of debt repayments amounted to $4.9 million. In 2000, the Company repurchased
912,500 shares of its Class A common stock for $39.6 million and paid dividends on its common stock
amounting to $24.5 million. Net repayments of long-term debt amounted to $2.2 million.

The Company continued to preserve its strong liquid financial position by maintaining a cash and cash
equivalent balance of $317.6 million at December 31, 2001, compared to $268.2 million at the end of 2000.
Working capital was $605.7 million at December 31, 2001 compared to $602.4 million at December 31, 2000.
The ratio of current assets to current liabilities was 3.4 in 2001 and 3.2 in 2000.

Restructuring Actions

As discussed above, the Company has undertaken several restructuring actions during 2000 and 2001,
During the third quarter of 2001, the Company offered an early retirement incentive plan to eligible Corporate,
North American Compressor Group and Engine & Power Train Group employees. Two hundred fifty (250)
employees, representing approximately 78% of those eligible, or approximately 20% of the total salaried
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workforce in the eligible groups, elected early retirement. The cost of providing the pension and healthcare
benefits associated with this plan amounted to $29.3 million ($18.9 million net of tax) and has been recorded
as a nonrecurring charge in the third quarter. Ongoing cost savings from this action are estimated to be in a
range of $10 to $12 million annually.

The fourth quarter 2001 charge of $6.1 million ($3.9 million net of tax, or $.21 per share) in the Engine
& Power Train business related primarily to the transfer of certain engine and component part production from
domestic facilities to the Company’s facilities in the Czech Republic.

In the first quarter of 2000, the Company recorded $33.5 million in nonrecurring charges ($23.3 million
net of tax) related to the restructuring and realignment of its compressor manufacturing operations, both
domestically and internationally. The charges consisted primarily of plant closing costs including employee
termination liabilities, plant decommissioning expenses, the write-off, removal, and storage of obsolete
equipment, a workforce reduction charge at the Indian compressor operations, and an asset impairment
charge. Included in the $33.5 million charge were cash items of approximately $15.8 million that will be paid
from Company funds, and $2.9 million which will be paid from pension plan assets. The balance of
$14.8 million was comprised of non-cash items, principally the write down or impairment of long-lived assets.
Through December 31, 2001, approximately $2.4 million of these restructuring charges remain to be paid or
incurred.

Projected Cash Requirements

During 2001, the Company announced its intention to repurchase up to 1.5 million shares of its Class A
and Class B common stock in any combination. Purchases can be made from time to time in the open market
through June 30, 2002. This was the fourth stock repurchase program initiated by the Company since
November 1997. Through February 28, 2002, 392,400 Class B shares and 8,500 Class A shares were
repurchased under the current authorization. Future purchases will be considered based on a number of
factors, including current stock market conditions, general overall business conditions and currently available
cash flows from operations. Depending on these criteria, the Company may or may not repurchase all of the
authorized shares.

Capital expenditures for 2002 are projected to remain near or slightly below 2001 levels. Approximately
two thirds (%:) of the budgeted capital spending is planned for foreign operations to expand product offerings.
Additional spending may be required for acquisitions or investments in joint ventures or partnering
arrangements should such opportunities be pursued.

Working capital requirements, planned capital investment, capacity consolidation, restructuring costs and
stock repurchase costs, if any, for 2002 are expected to be financed primarily through internally available
funds, supplemented, if necessary, by borrowings and other sources of external financing.

Long-Term Liguidity

The Company anticipates that it will be able to continue to fund its long-term liquidity requirements,
including capital expenditures and working capital needs, from internally generated funds, supplemented by
borrowings and other financing arrangements as required. The Company maintains a $100 million revolving
credit facility, which is available for general corporate purposes. Other available financing sources include
long-term financing arrangements in connection with state sponsored investment incentive programs, short-
term borrowing and various other forms of financial instruments to finance foreign working capital require-
ments and hedge exposure to foreign currency exchange risks.

The Company regularly considers various strategic business opportunities including acquisitions.
Tecumseh evaluates such potential acquisitions on the basis of their ability to enhance the Company’s existing
products, operations, or capabilities, as well as provide access to new products, markets and customers.
Although no assurances can be given that any acquisition will be consummated, the Company may finance
such acquisitions through a number of sources including internally available cash resources, new debt
financing, the issuance of equity securities or any combination of the above.
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International Operations

As of December 31, 2001 approximately 41% of the Company’s consolidated net sales and 30% of the
Company’s total assets were outside of North America, primarily in Brazil, France, Italy, India and the Czech
Republic. Additionally, during 2001 the Company’s North American Compressor Group imported approxi-
mately $45.3 million of compressors and components from the Company’s Brazilian subsidiary for sale in
North America and for re-export. Management believes that international operations have been, and will
continue to be, a significant benefit to overall Company performance. However, the Company’s international
operations are subject to a number of risks inherent with operating abroad, including, but not limited to, world
economic conditions, political instability and currency rate fluctuations. There can be no assurance that these
risks will not have a material adverse impact on the Company’s foreign or consolidated net sales, or on its
results of operations or financial condition. For further information, see Item 7A, “Quantitative and
Qualitative Disclosure About Market Risk” and “Euro Conversion” below.

Euro Conversion

On January 1, 1999, certain member nations of the European Economic and Monetary Union
(EMU) entered into a three-year transition phase during which a common currency called the “Euro” is
being introduced in the participating countries. Effective January 1, 2001, the Company’s French and Italian
operations successfully converted their accounting and transactional systems to the new Euro currency. The
actual costs incurred through December 31, 2001 to convert to Euro compliant systems were approximately
$3.0 million.

Impact of Foreign Currencies

Changes in the value of foreign currencies in relation to the U.S. dollar can affect both reported results
and the competitiveness of goods produced for export in countries like Brazil. While the Company does hedge
some of its short-term forecasted transactions denominated in foreign currencies, the effects of these contracts
were not significant in 2001 or 2000. Alternatively, the Company does not generally hedge its net investment
in its foreign subsidiaries. During 2001, the U.S. dollar strengthened against most currencies where the
Company has operations. As a result the Company’s investments in its foreign net assets declined in U.S.
dollar value by $19.3 million. Under applicable accounting standards, translation adjustments relating to the
Company’s investments in foreign affiliates are reflected in other comprehensive income (part of stockholders’
equity) in the period in which they arise. ~

Environmental

The U.S. Environmental Protection Agency (“EPA”) has finalized Phase I emission standards for
handheld small off-road engines which include the two-cycle engines produced by the Company. The
Company already produces competitively priced engines that comply with current EPA and California Air
Resources Board (“CARB”) Standards. The Phase II standards have been finalized for non-handheld four-
cycle engines. Phase-in of the rules for non-handheld four-cycle engines will take place between the 2001 and
2006 model years. It is not possible at this time to determine the related costs of compliance, nor the impact
on the competitive position of the Company.

The State of California began enforcing the CARB Tier I1 Emission Standards effective January 1, 2000.
A broad range of the Company’s engines has been certified to comply with these emissions standards.

The European Community has adopted new noise standards for engine powered equipment. These
standards take effect in two stages: Stage I, January 3, 2002 and Stage I1, January 3, 2006. They regulate the
sound level of the complete product delivered to the end user. The Company currently supplies engines to and
works with equipment manufacturers to assure that their products comply with these standards.

In addition to the engine emission standards, the Company is subject to evolving and sometimes
conflicting environmental regulations and regulatory requirements governing the types of refrigerants used in
refrigeration and air conditioning products. Hydrochlorofluorocarbon compounds (“HCFCs”) are used as a
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refrigerant in air conditioning systems. Under a 1992-international agreement, HCFCs will be banned from
new equipment beginning in 2010. Some European countries began HCFC phase-outs as early as 1998, and a
number of European countries have plans to eliminate the use of HCFCs during 2002. Within the last several
years, the Company has approved and released a number of compressor models utilizing U.S. government
approved hydrofluorocarbon (“HFC”) refrigerants, which are considered more environmentally safe than the
preceding refrigeration compounds. However, HFCs are also currently under global scrutiny and subject to
possible future restrictions. Additionally, there has been a movement, particularly from northern European
countries, toward the use of hydrocarbons (“HCs”) as alternative refrigerants, moving further away from the
use of chlorine (which depletes the ozone layer of our atmosphere) and the use of fluorine (which contributes
to the “green-house” effect). Both Tecumseh do Brasil and Tecumseh Europe have compressor products
available for sale that utilize hydrocarbon refrigerants. Hydrocarbons are flammable compounds and have not
been approved by the U.S. government for air conditioning or household refrigerator and freezer applications.

It is not presently possible to estimate the level of expenditures which will be required to meet any future
industry or governmental regulatory requirements, or the effect on the Company’s competitive position.

The Company is subject to various federal, state and local laws relating to the protection of the
environment, and is actively involved in various stages of investigation or remediation for sites where
contamination has been alleged. (See Item 3 “Legal Proceedings” and Note 8 to the Consolidated Financial
Statements.) Liabilities, relating to probable remediation activities, are recorded when the costs of such
activities can be reasonably estimated based on the facts and circumstances currently known. Difficulties exist
estimating the future timing and ultimate costs to be incurred due to uncertainties regarding the status of laws,
regulations, levels of required remediation, changes in remediation technology and information available.

At December 31, 2001 and 2000 the Company had accrued $36.1 million and $40.1 million, respectively
for environmental remediation, including $28.7 and $30.3 million, respectively relating to the Sheboygan River
and Harbor Superfund Site. As these matters continue toward final resolution, amounts in excess of those
already provided may be necessary to discharge the Company from its obligations for these sites. Such
amounts, depending on their amount and timing, could be material to reported net income in the particular
quarter or period which they are recorded. In addition, the ultimate resolution of these matters, either
individually or in the aggregate, could be material to the consolidated financial statements. For further
information on environmental matters, see Item 3, “Legal Proceedings.”

New Accounting Standards

In June 2001, the Financial Accounting Standards Board (FASB) issued Statement of Financial
Accounting Standards (SFAS) No. 142 “Goodwill and Other Intangible Assets.” Under SFAS No. 142,
goodwill is no longer amortized, but is subject to impairment testing on at least an annual basis. As of
December 31, 2001 the net book value of the Company’s goodwill was $45.1 million and goodwill amortization
for the year of 2001 was $1.5 million. The Company will adopt SFAS No. 142 on January 1, 2002, as required,
and goodwill amortization will be discontinued at that time. The Company has not vet determined the impact
this statement will have on its results of operations or financial position.

In August 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-
lived Assets.”” This statement, which supersedes SFAS No. 121, addresses accounting and financial reporting
for the impairment or disposal of long-lived assets. The Company will adopt SFAS No. 144 on January 1,
2002, as required. The Company does not expect that adoption of this statement will have a material effect on
its results of operations or financial position.

Outlook

Information in this “QOutlook™ section should be read in conjunction with the cautionary language and
discussion of risks included above.

Worldwide market conditions in the Company’s Compressor and Engine & Power Train Businesses
remain weak, but are projected to improve slightly in 2002 when compared to 2001. However, it is highly
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likely that earnings in the first half of the year will remain below those of 2001 with most improvement coming
later in the year. Based upon current market conditions in the walk behind rotary mower segment, including
overall customer demand and the Company’s order backlog, the Engine and Power Train Group will continue,
in the near term, to suffer from a significant over-capacity situation which will continue to depress operating
earnings of the Group.

In an effort to improve profitability and recapture market share in both the Compressor and Engine &
Power Train segments, the Company intends to continue pursuing a strategy of cost reduction through a
number of actions, such as consolidation of production facilities, lean manufacturing and continuous
improvement measures, designed to improve productivity, product quality and customer acceptance. Addition-
ally, efforts are underway to redesign and expand product offerings to fill in gaps in product lines and/or
capabilities. The Company is also exploring and developing new product opportunities involving components,
subassemblies and semi-finished or finished goods in a number of markets, both foreign and domestic. These
initiatives may be undertaken individually or in connection with others in strategic partnering or similar other
arrangements. In connection with these and other initiatives, it is possible that additional restructuring and
realignment actions may be taken. Therefore, it is likely that future results will be impacted by one or more
nonrecurring charges as these plans are finalized. While the exact amount and timing of these potential
charges cannot be accurately predicted, they may affect several periods or years and could be material to the
reported results in the particular quarter or year in which they are recorded.

Item 7A. Quantitative and Qualitative Disclosures About Market 