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GENERAC

Since 1959, Generac has been a leading
manufacturer of a wide range of power
products, including residential, commercial
and industrial generators. Having introduced
the first affordable generators for homes
and businesses, we are the leader in the
residential standby generator market in
North America with approximately 70%
market share. Generac’s Guardian® Series,
QuietSource® Series, and new CorePower™
residential standby systems are among the
most- trusted and reliable products in the
marketplace. We also have leading positions
across the light commercial, industrial, and
portable generator markets. Our commercial
and industrial product portfolio includes
gaseous- and diesel-fueled single gensets,
Modular Power Systems (MPS), and the
only Bi-Fuel™ genset (which runs on a

Generac is the leader
in the residential
standby generator
market in North
America with
approximately 70%

market share.

combination of diesel and natural gas fuel)
that is EPA factory certified and warranted.

Generac has also built one of the largest
distribution networks for power generation
equipment in North America. We sell to over
17,000 retailers, wholesalers, contractors,
and others, which allows us to quickly and

r Shareholders:

efficiently distribute our products and provide
our customers with world-class service and
support. We have invested in this distribution
network with the industry’s largest technical

Innovation, product quality,

broad distribution, and dedicatior

to customers define — and

differentiate — Generac today.

training program—nhaving trained over
10,000 generator technicians in the past
three years. We also provide comprehensive
sales training and tools for our distribution
partners, and continue to focus on developing
our dealers into profitable businesses.

Generac has earned a reputation for
innovation. This combined with the breadth
and quality of our product offering, our broad
distribution network, and an unwavering
dedication to our customers is what
defines—and differentiates—us today.
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2010 ACCOMPLISHMENTS
Despite facing headwinds across most of
our end markets, we are pleased that our
revenues increased for the full year 2010
by approximately 1% to $592.9 million.
Sales of residential products proved
resilient, increasing by nearly 1% to $372.8
million. Commercial and industrial product
sales decreased 2% to $183.6 million but
displayed strong momentum in the second
half of the year.

Recent market data shows that U.S.
residential investment as a percentage of GDP
remains near historical lows, and lags the
overall global economic rebound. Afthough
consumer sentiment is on the mend, trends
for residential investment continue to be soft.
In spite of these challenges, Generac was

able to increase sales of residential products
in 2010 through several initiatives, including
an increased focus on driving product
awareness and the introduction of several
new products.

We also increased our residential dealer
count; in 2010, we ended the year with
over 3,700 dealers in our network—a
net increase of nearly 400 dealers.
We were also encouraged by the strength
of our commercial and industrial (C&I)
products in the second half of 2010, which

GENERAC HOLDINGS INC. v,

Modular Power System

experienced double-digit growth year-over-
year during this time period. We witnessed
considerable improvement in demand from
certain end market applications, including
telecom, healthcare and data centers.
Increased distribution of C& products
through our expanded dealer network in North
America, our private label arrangements,

Our commercial and
industrial products
showed strength,
particularly in the
second half of the year,
as we saw double-digit
growth over the second

half of 2009.

and increases in capital spending by our
industrial national accounts were key growth
drivers in the second half of 2010.

Although we have a much smaller share of
the C&I backup generator market, we believe
Generac has been the innovation leader in this
category. We have continually introduced
market-leading technology, as evidenced
by our significant portfolio of patents. Our
Modular Power Systems (MPS), which

allow for the cost-effective synchronization
of multiple generators without the use of
expensive motorized switchgear, represent
one such innovation. Deployed now for more
than a decade, our MPS generators continue
to gain traction in the market by providing
end users with a degree of redundancy and
scalability not available in traditional backup
generator systems. Taking this concept a
step further, our Gemini® system with twin
opposed generators in a single enclosure
allows operators to have the built-in
redundancy of two generators in a footprint
smaller than a traditional single-engine
generator.  Finally, our Bi-Fuel generators
are the industry’s only factory installed and
warranted backup generators that operate
on a combination of diesel fuel and natural
gas. This technology dramatically extends
running time beyond what is typically seen
in a traditional diesel generator, which can be
critical in times of severe emergency where
the delivery of diesel fuel for refueling is
challenging or impossible.

Generac is also the leader in the market
for gaseous-fueled backup generators,
and has been a pioneer in gaseous-fueled
generator systems for more than 30 years.
The commercial and industrial generator
market is primarily driven by diesel-fueled
generators, as our largest competitors are
also diesel engine manufacturers. Over the
course of the last decade, however, diesel

Generac’s improved capital structure and strong

free cash flow provide us ample flexibility to

execute our strategic plan.



engines have become highly regulated,
resulting in a dramatic increase in their
costs. Correspondingly, the prices for
diesel generator sets have also increased
significantly. ~ The market for commercial
and industrial gensets that run on natural
gas or liquid propane (LP) vapor has become
increasingly more popular, as the initial capital
cost can be considerably lower than similarly
sized diesel generators, particularly those
less than 200kW in output. Further regulation
of diesel engines will continue to drive the
cost and complexity of diesel generators
upward. We believe this trend, coupled with
the increasing availability and popularity of
gaseous fuels, provides a growing opportunity
for gaseous-fueled generators.

The market for commercial and industrial
generators is closely tied to non-residential
construction activity. Because these products
are typically installed late in the construction
project cycle, we believe that demand for
these products should continue to improve
in 2011 as the economy strengthens and
commercial construction activity increases.

OUR CAPITAL STRUCTURE AND
CASH FLOW GENERATION

Generac successfully completed an initial
public offering (IPO) on February 17, 2010,
raising approximately $247.6 million during
the process. In the first quarter of 2010, we

Industrial generator,

portable generator, power washer

and home standby generator.
used $221.6 million of proceeds from our
IPO together with $138.5 million of cash on
hand to prepay $360.1 million of principal on
our credit facilities. Additionally, in the fourth
quarter of 2010, we prepaid an additional
$74.2 million of principal on our credit facilities
in an effort to further reduce our leverage.

The net result of these pre-payments is that
we now have $657.2 million of outstanding
debt on our first lien credit facility, our second
lien credit facility has been paid off in full and
terminated, and we have $78.6 million of cash
on hand, resulting in a total net debt balance
of $578.6 million as of December 31, 2010.
This compares to $330.2 million of net debt
as of December 31, 2009 and represents a
much improved ratio of outstanding net debt
to EBITDA at the end of the year.

Our improved capital structure and strong
free cash flow provide us ample flexibility
to execute our strategic plan, including new
product development, international distribution
and marketing investments. Generac’s internal
reinvestment needs are well below our cash

generation, so we expect to have the capacity
to evaluate tuck-in acquisitions and additional
debt prepayments as we move forward
through 2011.

Generac’s lower debt levels coupled with
lower interest rates resulted in reduced cash
interest payments, which was a primary
driver of our year-over-year improvement in
cash flow from operations. Our cash flow
from operations for the full-year 2010 totaled
$114.5 million, representing a 53.4% increase
from $74.6 million for 2009.

Our favorable tax attributes likewise contribute
to our strong free cash flow generation. Our
significant intangible amortization for tax
purposes is a result of the structure of the sale
of Generac to CCMP Capital in 2006. These
tax attributes have significant value to Generac
and will provide a long-term benefit through
reduced cash tax requirements for the better
part of the next decade.

GENERAC’S STRATEGY FOR
GROWTH

Late in 2010, our management team
developed four key strategic objectives—our
“Powering Ahead” plan—that we believe will
be the drivers of our future growth:

1) Growing the residential standby generator
market
2) Gaining industrial market share

3) Expanding our product offering to diversify
our end markets

4) Expanding into new geographies

.................................................................................................................................................................................................................. ANNUAL REPORT 2010



GROWING THE RESIDENTIAL
STANDBY MARKET

Penetration rates for residential standby power
products are very low, with only about 2% of
US households owning an automatic home
standby generator. Thus, the penetration
opportunity in the residential market remains
vast. It is a particularly exciting opportunity
given that every 1% of additional penetration
potentially yields an additional $2 billion worth
of market growth.

Several favorable trends are creating
significant  long-term  opportunities  for
our residential markets in particular. First,
between 30% and 50% of the transmission
and distribution (T&D) network in the U.S.
is 40 to 50 years old. Upgrades that would
modernize our power grid will take years—if
not decades—to complete, and the costs will

be staggering. More importantly, T&D owners

and operators as well as consumers may
be unwilling to pay for these upgrades. As
a result, the frequency and duration of power
outages have been increasing at a significant
pace over the past decade.

In addition, the US population is aging and
becoming more dependent on reliable electrical
power. More than 80% of our customers who
purchase a residential standby generator are
over age 50 — the fastest growing segment
of the population. These systems are being
purchased for many reasons, as a loss of

GENERAC HOLDINGS INC. evresrernernriinnenes

Honeywell

generator

7 kW CorePower
generator

power can do far more than simply interrupt
the normal rhythm of daily life:

* In colder climates, pipes freeze when
furnaces stop working.

 Alack of air conditioning in warmer climates
can lead to the rapid growth of toxic mold.

« Flooding due to inoperable sump pumps
can cause extensive damage in homes with
basements.

Increasing the
awareness,
availability, and
affordability of home
standby generators
will drive our long-

term success.

» Food can spoil rapidly without refrigeration.

Basic necessities such as lighting or digital
phone and Internet services are rendered
useless.

» Home security systems are disabled.
» Home medical devices won't function.

A loss of power can quickly go from being
an inconvenience to being very costly or very
dangerous.

automatic standby

In an effort to improve penetration rates in the
residential standby generator market, we have
prioritized a number of initiatives that focus
on increasing the awareness, availability and
affordability of home standby generators.

Awareness — Home standby generators are
still a relatively new product category, and as a
result they suffer from low levels of awareness
among homeowners. As a way to improve
awareness, we put significant resources
towards marketing home standby generators.
Because we collect detailed demographic
information about current owners of our
products, including where they are physically
located, we can more accurately pinpoint
prospective buyers and market to them more
effectively. We also implement advertising
campaigns in local markets after outages
occur, and in those markets where outages
are known to occur more frequently or on a
seasonal basis.

Availability — Although we have the
industry’s broadest distribution network for
these products, we believe that significant
opportunities  exist to reach potential
customers through other channels, such
as home builders, HVAC, home security
and home automation. In 2011, we intend
to better penetrate these channels with a
separate product line marketed under our
previously announced licensing arrangement
with Honeywell. As a strong consumer brand
in home equipment, we believe the Honeywell
name will resonate in these under penetrated
channels of distribution.

Affordability — Increasing the affordability
of our residential standby products continues
to play a significant role in expanding the
category. In the fourth quarter of 2010, we
began production of our new CorePower
system—a lower cost fully automatic home
standby generator that has helped us reduce

For 2011, we have several product development

projects underway that we believe will contribute

meaningfully to our future growth.



the market's opening price
point to only $1,799. We
believe that continuing to close
the retail price gap between
a portable generator and an
automatic  home  standby
generatoris animportant factor
in building greater appeal for
these products and in breaking
down the misconception that
automatic standby generators
are unaffordable.

GAINING INDUSTRIAL MARKET
SHARE

To improve our share of the commercial and
industrial market in 2011, we will be focused
on a higher level of engagement with the
engineering firms responsible for developing
the specification for backup power generators.
These firms, both on a local and national level,
play an important role in the design phase of
most commercial projects. By improving on
our relationships with them, both directly and
through our local distribution, we believe that
we can further demonstrate the value and
innovation that Generac can bring to their
projects.

Product development will also continue to
be a core part of our growth strategy for the

Residential
power washer

We see an
attractive growth
opportunity in
the power washer
market as we
build out our
distribution and

product offering.

industrial market. In 2010, we introduced
an entirely new platform of diesel-fueled
generators powered by Fiat Powertrain
engines, which Generac has exclusive rights
to use in North America for power generation
products. For 2011, we have several additional
product development projects underway that
we believe will contribute meaningfully to our
future growth and which will increase the
addressable market for our distribution.

We believe these initiatives, coupled with the
continuing market recovery, will drive growth
for our commercial and industrial products
going forward.

DIVERSIFYING DEMAND WITH
NEW PRODUCTS

Today, Generac's product portfolio is

focused almost exclusively on emergency
backup generators. We believe that we can
effectively leverage our brand, supply chain,
manufacturing capabilities and distribution
through the introduction of new adjacent
products and services. In 2010, we made
significant investments in engineering and
product development to expand our product
portfolio and position Generac for future
growth.

In the third guarter of 2010, we announced
our re-entry into the market for residential
and contractor-grade power washers. Having
been a market leader in this product category
in the 1990s before the sale of our portable
products business in 1998, we are very
familiar with power washers. We also have
many past and current customers who know
our history, and their requests for Generac to
producé power washers were an important
factor in our decision to re-enter the market.
The first models of this new product line were
launched late in the first quarter of 2011.

While we don't expect power washers to
have a significant impact on our sales mix in
the near term, we see an attractive growth
opportunity in this market as we build out
our distribution and product offering. As we
monitor the success of this product launch,
we are actively evaluating other products
and services which we believe could further
diversify our end markets.

................................................................................................................................................................................................................... ANNUAL REPORT 2010



EXPANDING INTO NEW
GEOGRAPHIES

Currently, only 1% of our sales are from
outside of North America. Nonetheless, we
believe there are significant opportunities in
other geographies where we can leverage
our existing products, both residential and
commercial. In the second half of 2010, we
increased our focus on these opportunities
by establishing a sales team in Miami,
Florida, which is dedicated to creating
relationships with potential distributors and
national account customers in Latin America.
In 2011, we will work to aggressively build
out distribution in Latin America, and we
will further evaluate additional opportunities
in other regions of the world and adjust our
sales and product development efforts and
resources accordingly.

OUR FUTURE - 2011 GOALS
Looking ahead to 2011 and beyond, we are
optimistic about the future of our business. in
2010, we proved that in spite of some very
challenging. market conditions and without
the benefit of major power outages, we could
still grow our company. As market conditions
begin to improve, we are excited about the
growth potential for all of our product lines,
led by continued strength in commercial and
industrial in 2011.

In addition to our base initiatives to increase
awareness, availability and affordability
of automatic home standby generators,
we expect that our specific initiatives with
Honeywell, as well as modest contributions
from power washers and Latin American
expansion will help offset continued
challenges in U.S. residential investment that
are expected during 2011.

With our commercial and industrial products,
we expect the improved demand trends that
we experienced in the second half of 2010 to
continue into 2011, as certain end markets
continue to lead the recovery for these

products. We believe we are well-positioned
to capitalize on this improved demand,
particularly with our light commercial and
national account customers as they increase
their level of purchasing in 2011.

We do expect higher input costs in 2011
compared to 2010 as a result of rising
commodity prices, a weakening US dollar
and inflationary increases in other expense
categories. However, we have already taken
steps to offset much of these higher costs
through selective price increases and through
the use of cost reduction projects in order
to maintain attractive gross margins. We
will continue to monitor the cost of our raw
materials and other inputs closely and we
intend to react accordingly with additional
actions as necessary.

XG Series portable generator.

CONCLUSION

Generac has been and continues to be a very
successful company. We lead the market
for residential home standby generators
with 70% market share, and have the largest

distribution network in North America for
power generation equipment. In spite of a
sfow economic recovery for the consumer,
we saw our 2010 residential product sales
increase as we expanded our distribution by
adding nearly 400 new residential dealers to
our network. Our commercial and industrial
products also began to recover, particularly in
the second half of the year, which saw double-
digit growth over the second half of 2009. In
addition to increasing our top line for 2010,
we successfully transitioned Generac from a
privately held company to a public company
with our IPO in February 2010. We used the
procesds raised from the IPO to significantly
reduce our debt levels and the corresponding
interest expense.  This improved capital
structure provides us with the flexibility and
resources necessary to focus on our long-
term growth strategy.

These many accomplishments have laid the
best possible foundation for Generac's future
growth. We believe that means expanding
our share of existing markets as well as
penetrating new ones, developing ever more
innovative and diverse products for our
customers, and expanding the Generac brand
around the globe. Together, these initiatives
comprise our “Powering Ahead” strategic plan
and we are confident that this approach will
continue to bring security and prosperity to
our employees and shareholders alike.

On behalf of the entire Generac team, we
thank you for your continued confidence.

Sincerely,
Aaron P Jagdfeld
President & Chief Executive Officer
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PART I
Forward-Looking Statements

This annual report contains forward-looking statements that are subject to risks and uncertainties.
Forward-looking statements give our current expectations and projections relating to our financial condition,
results of operations, plans, objectives, future performance and business. You can identify forward-looking
statements by the fact that they do not relate strictly to historical or current facts. These statements may

NS

include words such as “anticipate,” “estimate,” “expect,” “project,” “plan,” “intend,” “believe,”
2 L&

“confident,” “may,” “should,” “can have,” “likely,” “future” and other words and terms of similar meaning
in connection with any discussion of the timing or nature of future operating or financial performance or
other events.

The forward-looking statements contained in this annual report are based on assumptions that we have
made in light of our indusiry experience and on our perceptions of historical trends, current conditions,
expected future_developments and other factors we believe are appropriate under the circumstances. As you
read and consider this annual report, you should understand that these statements are not guarantees of
performance or results. They involve risks, uncertainties (some of which are beyond our control) and
assumptions. Although we believe that these forward-looking statements are based on reasonable
assumptions, you should be aware that many factors could affect our actual financial results and cause
them to differ materially from those anticipated in the forward-looking statements. The forward-looking
statements contained in this annual report include estimates regarding:

* our business, financial and operating results and future economic performance;
* proposed new product and service offerings; and

* management’s goals, expectations and objectives and other similar expressions concerning
matters that are not historical facts.

Factors that could affect our actual financial results and cause them to differ materially from those
anticipated in the forward-looking statements include:

* demand for our products;

" frequency of major power outages;

* availability of quality raw materials and key components used producing our products;

* competitive factors in the industry in which we operate;

* our dependence on our disfribution network;

* our ability to invest in, develop or adapt to changing technologies and manufacturing techniques;
* our ability to adjust to operating as a public company;

* loss of our key management and employees;

* increase in liability claims; and

* changes in environmental, health and safety laws and regulations.

Should one or more of these risks or uncertainties materialize, or should any of these assumptions
prove incorrect, our actual results may vary in material respects from those projected in these forward-
looking statements. A detailed discussion of these and other factors that may affect future results is
contained in Item 14 of this Annual Report on Form 10-K.

Any forward-looking statement made by us in this annual report speaks only as of the date on which
we make it. Factors or events that could cause our actual results to differ may emerge from time to time,



and it is not possible for us to predict all of them. We undertake no obligation to update any forward-
looking statement, whether as a result of new information, future developments or otherwise, except as may
be required by law.

Item 1. Business

We are a leading designer and manufacturer of a wide range of standby generators for the
residential, commercial and industrial markets. As the only significant market participant focused
predominantly on these products, we have one of the leading market positions in the standby generator
market in the United States and Canada. We design, engineer and manufacture generators with an
output of between 800W and 9ImW of power. We design, manufacture, source and modify engines,
alternators, automatic transfer switches and other components necessary for our products. Our
generators are fueled by natural gas, liquid propane, gasoline, diesel and Bi-Fuel™.

We have what we believe is an industry leading, multi-layered distribution network, and our
products are available in thousands of outlets across the United States and Canada. We distribute our
generators through independent residential and industrial dealers, electrical wholesalers, national
accounts, private label arrangements, retailers, catalogs and e-commerce merchants. We currently sell
our products primarily in North America. We have a significant market share in the residential and
light commercial generator markets, which we believe are currently under penetrated. We believe that
our leading market position is largely attributable to our strategy of providing a broad product line of
high-quality, innovative and affordable products through our extensive and multi-layered distribution
network.

We own and operate three manufacturing plants and one distribution facility in Eagle, Wisconsin,
Waukesha, Wisconsin and Whitewater, Wisconsin, totaling approximately 1,000,000 total square feet.
We also maintain inventory warehouses in the United States that accommodate the rapid response
requirements of our customers.

History

Generac Holdings Inc. (Generac) is a Delaware corporation that was founded in 2006. Generac
Power Systems, Inc., or Generac Power Systems, our principal operating subsidiary, is a Wisconsin
corporation, which was founded in 1959 to market a line of affordable portable generators that offered
superior performance and features. We expanded beyond portable generators in 1980 into the industrial
market with the introduction of our first stationary generators that provided up to 200 kW. We entered
the residential market in 1989 with a residential standby generator, and expanded our product
development and global distribution system in the 1990s, forming a series of alliances that tripled our
higher output generator net sales. In 1998, we sold our Generac® portable products business to the
Beacon Group, a private equity firm, which eventually sold this business to Briggs & Stratton. Our
growth accelerated in 2000 as we expanded our automatic residential standby generator product
offering, implemented our multi-layered distribution philosophy, and introduced our quiet-running QT
Series generators in 2005, accelerating our penetration in the commercial market. In 2008, we
successfully expanded our position in the portable generator market after the expiration of our
non-compete agreement in 2007 with the Beacon Group entered into in connection with the
aforementioned Beacon Group transaction. Today, we manufacture a full line of generators for a wide
variety of applications and markets. Our success is built on engineering expertise, manufacturing
excellence and our innovative approaches to the market.

CCMP transactions

In November 2006, affiliates of CCMP Capital Advisors, LLC, or CCMP, together with affiliates of
Unitas Capital Ltd., or Unitas, and members of our management, purchased an aggregate of



$689 million of our equity capital. In addition, on November 10, 2006, Generac Power Systems
borrowed an aggregate of $1,380 million, consisting of an initial drawdown of $950 million under a

$1.1 billion first lien secured credit facility and $430 million under a $430 million second lien secured
credit facility. With the proceeds from these equity and debt financings, together with cash on hand at
Generac Power Systems, we (1) acquired all of the capital stock of Generac Power Systems and repaid
certain pre-transaction indebtedness of Generac Power Systems for $2.0 billion, (2) paid $66 million in
transaction costs related to the transaction and (3) retained $3.0 million for general corporate purposes.

We refer to the foregoing transactions collectively as the “CCMP Transactions.”

Initial public offering and corporate reorganization

On February 17, 2010, we completed our initial public offering (IPO) of 18,750,000 shares of our
common stock at a price of $13.00 per share. In addition, on March 18, 2010, the underwriters
exercised their option and purchased an additional 1,950,500 shares of our common stock from us. We
received approximately $224.1 million in net proceeds at the initial closing, and approximately
$23.8 million in net proceeds from the underwriters’ option exercise, after deducting the underwriting
discount and total expenses related to the offering. The proceeds from the initial closing of the IPO
were used entirely to pay down our 2nd lien credit facility in full and to repay a portion of our 1st lien
credit facility. Proceeds from the option exercise were used for general corporate purposes, including
additional pre-payment of the 1st lien credit facility.

Our capitalization prior to the IPO consisted of Series A Preferred Stock, Class B Common Stock
and Class A Common Stock. In connection with the IPO, we effected a corporate reorganization in
which, after giving effect to a 3.294 for one reverse Class A Common Stock split, our Class B Common
Stock and Series A Preferred Stock was converted into Class A Common Stock and our Class A
Common Stock was then reclassified as common stock. Following the IPO, we have only one class of
common stock outstanding. We refer to these transactions, as the “Corporate Reorganization.” For
more information regarding our Corporate Reorganization, see “Item 7—Management’s Discussion and
Analysis of Financial Condition and Results of Operations—Corporate reorganization.”

Our products

We design, engineer and manufacture generators with an output of between 800W and 9mW. In
the manufacturing process for our generators, we design, manufacture, source and modify engines,
alternators, transfer switches and other components necessary to production. We classify our products
into three classes based on similar range of power output and similar primary customer usage:
residential power products; industrial and commercial power products; and other products. The
following summary outlines our portfolio of products, including their key attributes and customer
applications.

Residential power products

Our automatic residential standby generators range in output from 6kW to 60kW, with
manufacturer’s suggested retail prices, or MSRPs, from approximately $1,800 to $15,000. They operate
on either natural gas or liquid propane and are permanently installed with an automatic transfer switch,
which we also manufacture. Our residential standby generators powered by air-cooled engines range in
outputs from 6kW to 20kW and are available in steel and aluminum enclosures. Our generators
powered by liquid-cooled engines range in outputs from 22kW to 60kW, including the Guardian® Series
and the premium Quietsource® Series, with a quiet, low-speed engine and a standard aluminum
enclosure.

We provide portable generators fueled by gasoline that range in size from 800W to 17,500W.
Following the expiration of a non-compete agreement in 2007, we expanded our portable product



offering to introduce portable generators below 12,500W. We currently have four portable product lines:
the GP series, targeted at homeowners, ranging from 1,850W to 17,500W; the XG series, targeted at
the premium homeowner markets, ranging from 4,000 to 10,000W; the XP series, targeted at the
professional contractor market, ranging from 4,000 to 8,000W; and the iX series, targeted at the
recreational market, ranging from 800W to 2,000W.

Residential power products comprised 57.9%, 63.0% and 62.9%, respectively, of total net sales in
2008, 2009 and 2010.

Industrial and commercial power products

Our light-commercial standby generators include a full range of affordable generators from 22kW
to 150kW and related transfer switches, providing three-phase power that is sufficient for most small
and mid-sized businesses.including grocery stores, convenience stores, restaurants, gas stations,
pharmacies, retail banks and small health care facilities. Our light-commercial generators run on
natural gas or liquid propane thereby eliminating the fuel spillages, spoilage, environmental or odor
concerns that are common with traditional diesel units.

We manufacture a broad line of standard and configured standby generators and related transfer
switches for industrial applications. Our single-engine industrial generators range in output from 10kW
to 600kW with our Modular Power System (MPS) technology extending our product range up to 9mW.
We.offer four fuel options including diesel, natural gas, liquid propane or Bi-Fuel™. Bi-Fuel™
generators operate on a combination of both diesel and natural gas to allow our customers the
advantage of multiple fuel sources and extended run times.

Our MPS technology combines the power of several smaller generators to produce the output of a
larger generator, providing our customers with redundancy and scalability in a cost-effective manner.
For larger industrial applications, our MPS products offer customers an efficient, affordable way to
scale their standby power needs. By offering a series of smaller Generac generators integrated with
Generac’s proprietary PowerManager control system, we provide a lower cost alternative to traditional
large, single-engine generators. The MPS product line also offers superior functionality due to the
redundancy and scalability of the generator systems.

We provide the telecommunications market our full range of generator systems, ranging from
20kW air-cooled generators to 3mW MPS.

Industrial and commercial power products comprised 36.2%, 31.9% and 31.0%, respectively, of
total net sales in 2008, 2009 and 2010.

Other power products

Our RV generators range in size from 3.4kW to 8.5kW and are available in gasoline, liquid
propane or diesel fuel models. These generators are sold directly to original equipment manufacturers,
or OEMs, as well as aftermarket dealers. We also sell our proprietary air-cooled engines to third-party
equipment OEMs and sell after-market generator service parts to our dealers.

Other power products comprise 5.9%, 5.1% and 6.1%, respectively, of total net sales in 2008, 2009
and 2010.



Distribution channels and customers

We distribute our product through several channels to increase awareness of our product
categories and the Generac® brand, and to ensure our products reach a broad customer base. This
distribution network includes independent residential and industrial dealers, electrical wholesalers,
national accounts, private label arrangements, retailers, catalogs and e-commerce merchants. We believe
our distribution network is a competitive advantage that we have strengthened over the last decade by
expanding our network from our base of industrial dealers to include other channels of distribution as
we have increased our product offerings. Our network is well balanced with no single sales channel
providing more than 25% of our sales and no customer providing more than 6% of our sales in 2010.

Our dealer network, which is located principally in the United States and Canada, is the industry’s
largest network of independent generator contractors.

Our residential dealer network sells, installs and services our residential and light-commercial
products to end users. We have developed a number of proprietary dealer management programs to
evaluate, manage and incentivize our dealers, which we believe has an important impact on the high
level of customer service we provide to end customers. These programs include both technical and sales
training, under which we train new and existing dealers about our products, service and installation. We
regularly perform market analyses to determine if a given market is either under-served or has poor
residential dealer representation. Within these locations, we selectively add distribution or invest
resources in existing dealer support and training to improve dealer performance.

Our industrial dealer network provides industrial and commercial end-users with on-going, local
and nationwide product support. Our industrial dealers maintain the local relationships with
commercial electrical contractors, specifying engineers and national account regional buying offices.
Our sales group works in conjunction with our industrial dealers to ensure that national accounts
receive engineering support, competitive pricing and nationwide service. We promote our industrial
generators through the use of product demonstrations, specifying engineer education events, dealer
forums and training. In recent years, we have been particularly focused on expanding our industrial
dealer network in Canada and Latin America in order to expand our international sales opportunities.

Our wholesaler network consists of selling branches of both national and local distribution houses
for electrical and HVAC products. Our wholesalers distribute our residential and light-commercial
generators and are a key introduction to the standby generator category for electrical and HVAC
contractors who may not be Generac dealers.

On a selective basis, we have established arrangements with private label partners to provide
residential, light-commercial and industrial generators. The partners include leading home equipment,
electrical equipment and construction machinery companies, each of which provides access to
incremental channels of distribution for our products. We have agreements in place with these partners
having terms of between three and four years and further establishing additional terms and conditions
of these arrangements.

Our retail distribution network includes thousands of locations and includes regional and national
home improvement chains, retailers, clubs, buying groups and farm supply stores. These physical retail
locations are supplemented by a number of catalogue and e-commerce retailers. This network primarily
sells our residential standby, portable and light-commercial generators. In some cases, we have worked
with our retail partners to create installation programs using our residential dealers to support the sale
and installation of standby generator products sold at retail. We also use a combination of display units
and advertising through our retail accounts to promote awareness for our products.

Additionally, we sell some generators and air-cooled engines directly to OEM manufacturers and
after-market dealers for use in the RV and lawn and garden industries.



Manufacturing

Our excellence in manufacturing reflects our philosophy of high standards, continuous
improvement and commitment to quality. Our facilities showcase our advanced manufacturing
techniques and demonstrate the effectiveness of lean manufacturing.

We continually seek to reduce manufacturing costs while improving product quality. We deliver an
affordable product to our customers through our value engineering philosophy, our strategic foreign
sourcing, our scale, and adherence to lean manufacturing principles. We believe we have sufficient
capacity to achieve our business goals for the near term without the need for significant expansion.

Our product quality is essential to maintaining a leading market position. Incoming shipments from
our suppliers are tested to ensure engineering specifications are met. Purchased components are tested
for quality at the supplier’s factory and prior to entering production lines and are continuously tested
throughout the manufacturing process. Internal product and production audits are performed to ensure
a quality product and process. We test finished products under a variety of simulated conditions at each
of our manufacturing facilities.

Research and development and intellectual property

Our primary focus on generators drives technological innovation, specialized engineering and
manufacturing competencies. Research and development is a core competency and includes a staff of
close to 120 engineers working on numerous active projects. Our sponsored research and development
expense was $9.9 million, $10.8 million and $14.7 million for the years ended December 2008, 2009 and
2010. Research and development is conducted at each of our manufacturing facilities and additionally
at our technical center in Suzhou, China with dedicated teams for each product line. Research and
development is focused on developing new technologies and product enhancements as well as
maintaining product competitiveness by improving manufacturing costs, safety characteristics, reliability
and performance while ensuring compliance with governmental standards. We have had over 30 years
of experience using natural gas engines and have developed specific expertise with fuel systems and
emissions technology. In the residential market we have developed proprietary engines, cooling
packages, controls, fuel systems and emissions systems. We believe that our expertise in engine powered
equipment gives us the capability to develop new products that will allow us to diversify our end
markets,

We rely on a combination of patents and trademarks to establish and protect our proprietary
rights. Our commitment to research and development has resulted in a portfolio of approximately
50 U.S. and international patents and patent applications. Our patents expire between January 2017
and September 2027 and protect certain features and technologies we have developed for use in our
products including fuel systems, air flow, electronics and controls, noise reduction and air-cooled
engines. U.S. trademark registrations generally have a perpetual duration if they are properly
maintained and rénewed. New U.S. patents that are issued generally have a life of 20 years from the
date the patent application is initially filed. We believe the existence of these patents and trademarks,
along with our ongoing processes to register additional patents and trademarks, protect our intellectual
property rights and enhance our competitive position. We also use proprietary manufacturing processes
that require customized equipment.

Suppliers of raw materials

Our primary raw material inputs are steel, copper and aluminum, all of which are purchased from
third parties and, in many cases, as part of machined or manufactured components. We have developed
an extensive network of reliable, low-cost suppliers in the United States and abroad. We continuously
evaluate the cost structure of our products and source components accordingly based on this
evaluation. In 2010, we sourced more than half of our components from outside the United States.



Competition

The market for onsite standby generators is competitive. We face competition from a variety of
large diversified industrial companies as well as smaller generator manufacturers abroad. However,
most of the traditional participants in the standby generator market compete on a more specialized
basis, focused on specific applications within their larger diversified product mix. We are the only
significant market participant focused predominantly on standby and portable generators with broad
capabilities across the residential, industrial and light-commercial generator markets. We believe that
our engineering capabilities and core focus on generators provide us with manufacturing flexibility and
enable us to maintain a first-mover advantage over our competition for product innovation.

Our competitors include Briggs & Stratton, Caterpillar, Cummins, Honda, Kohler, MTU (Katolight
division), and Techtronics International (TTI). In the market for standby industrial and commercial
generators, our primary competitors are Caterpillar, Cummins, Kohler and MTU, most of which focus
on the market for diesel generators as they are also diesel engine manufacturers. In the market for
residential standby generators, our primary competitors include Briggs & Stratton, Cummins (Onan
division) and Kohler, which also have broad operations in other manufacturing businesses. In the
portable generator market, our primary competitors include Briggs & Stratton, Honda and Techtronics
International (TTT), along with a number of smaller domestic and foreign competitors.

There are a number of other standby generator manufacturers located outside North America, but
most supply their products mainly to their respective regional markets. In a continuously evolving
sector, we believe our size and broad capabilities make us well positioned to remain competitive.

We compete primarily on the basis of brand reputation, quality, reliability, pricing, innovative
features, breadth of product and product availability.

Employees

As of December 31, 2010, we had 1,444 employees (1,282 full time and 162 part-time and
temporary employees). Of those, 818 employees were directly involved in manufacturing at our
manufacturing facilities.

We have had an “open shop” bargaining agreement for the past 45 years. Our current agreement
is with the Communication Workers of America, Local 5503. The current agreement, which expires
October 14, 2011, covers our Waukesha and Eagle facilities. Currently, less than 2% of our workforce is
a member of a labor union. Our facility in Whitewater, Wisconsin is not unionized.

Regulation, including environmental matters

As a manufacturing company, our operations are subject to a variety of foreign, federal, state and
local environmental, health and safety laws and regulations including those governing, among other
things, emissions to air, discharges to water, noise and the generation, handling, storage, transportation,
treatment and disposal of waste and other materials. In addition, our products are subject to various
laws and regulations relating to, among other things, emissions and fuel requirements, as well as
labeling and marketing.

Our products are regulated by the EPA, California Air Resources Board (CARB) and various
other state and local air quality management districts. These governing bodies continuously pass
regulations that require us to meet more stringent emission standards. With the adoption of a recent
regulation covering stationary propane and natural gas-fueled generators, the EPA now regulates all
products we produce for sale in the United States. New regulations could require us to redesign our
products and could affect market growth for our products. For example, the EPA has developed
multiple phases of national emission standards for small air-cooled engines. In 2008, the EPA adopted
a proposed Phase III regulation that further reduces permitted exhaust emissions from small engines



and also requires the engines and equipment in which engines are used to meet new evaporative
emission standards. The EPA’s Phase III program requires the use of evaporative controls that must be
phased in starting in 2009 and take full effect in 2011 for Class II engines (225 cubic center
displacement and larger) and 2012 for Class I engines (less than 225 cubic center displacement). The
Phase III program’s more stringent exhaust emission requirements also apply starting in 2011 for

Class II engines and 2012 for Class I engines. The Phase III standards are similar to the CARB’s

Tier 3 emission standards which were fully phased in during fiscal year 2008. CARB’s Tier 3 regulation
required additional reductions to engine exhaust emissions as well as new controls on evaporative
emissions from small engines.

We believe that our operations and our products are in material compliance with applicable laws
and regulations, including environmental and workplace safety regulations. We are not subject to any
pending investigations, claims, or proceedings by any foreign, federal, state, or local governmental
agency or administration that would materially impact our financial condition or our results.

Segment information

We refer you to Note 2, “Segment Reporting,” to our consolidated financial statements included in

Item 8 of this annual report for information about our business segment and geographic areas.

Executive officers

The following table sets forth information regarding our executive officers:

Name Age Position

Aaron Jagdfeld............... 39  Chief Executive Officer and Director
York A.Ragen ............... 39  Chief Financial Officer

Dawn Tabat ................. 58  Chief Operating Officer

Allen Gillette . ............... 54  Senior Vice President, Engineering
Roger Schaus, Jr. ............. 56  Senior Vice President, Service Operations
Roger Pascavis . .............. 50  Senior Vice President, Operations
Terrence J.Dolan .. ........... 45  Senior Vice President, Sales

Aaron Jagdfeld has served as our Chief Executive Officer since September 30, 2008 and as a
director since November 2006. Prior to becoming Chief Executive Officer, Mr. Jagdfeld worked for
Generac for 15 years. He began his career in the finance department in 1994 and became our Chief
Financial Officer in 2002. In 2007, he was appointed president and was responsible for sales, marketing,
engineering and product development. Prior to joining Generac, Mr. J agdfeld worked in the audit
practice of the Milwaukee, Wisconsin office of Deloitte and Touche. Mr. Jagdfeld holds a Bachelor of
Business Administration in Accounting from the University of Wisconsin-Whitewater.

York A. Ragen has served as our Chief Financial Officer since September 30, 2008. Prior to
becoming Chief Financial Officer, Mr. Ragen held Director of Finance and Vice President of Finance
positions at Generac. Prior to joining Generac in 2005, Mr. Ragen was Vice President, Corporate
Controller at APW Ltd., a spin-off from Applied Power Inc., now known as Actuant Corporation.
Mr. Ragen began his career in the Audit division of Arthur Andersen’s Milwaukee office. Mr. Ragen
holds a Bachelor of Business Administration in Accounting from the University of Wisconsin-
Whitewater. '

Dawn Tabat has served as our Chief Operating Officer since 2002. Ms. Tabat joined Generac in
1972 and served as Personnel Manager and Personnel Director before being promoted to Vice
President of Human Resources in 1992. During this period, Ms. Tabat was responsible for creating the
human resource function within Generac, including recruiting, compensation, training and workforce
relations. In her current position, Ms. Tabat oversees manufacturing, logistics, global supply chain,
quality, safety, information services and human resources.



Allen Gillette is our Senior Vice President of Engineering. Mr. Gillette joined Generac in 1998 and
has served as Engineering Manager, Director of Engineering and Vice President of Engineering. Prior
to joining Generac, Mr. Gillette was Manager of Engineering at Transamerica Delaval Enterprise
Division, Chief Engineer—High-Speed Engines at Ajax-Superior Division and Manager of Design &
Development, Cooper-Bessemer Reciprocating Products Division. Mr. Gillette holds an M.S. in
Mechanical Engineering from Purdue University and a B.S. in Mechanical Engineering from Gonzaga
University.

Roger Schaus, Jr. serves as our Senior Vice President of Service Operations. Mr. Schaus joined
Generac in 1988 and has served as Director of Manufacturing Services, Vice President of
Manufacturing Services and Senior Vice President of Operations. Prior to joining Generac, Mr. Schaus
was a Manufacturing Area Manager for Harley Davidson Motor Company in Wauwatosa, Wisconsin
and a Plant Manager for Custom Products in Menomonee Falls, Wisconsin. Mr. Schaus holds a B.S. in
Agricultural Economics from the University of Wisconsin, Madison.

Roger Pascavis has served as our Senior Vice President of Operations since January 2008.
Mr. Pascavis joined Generac in 1995 and has served as Director of Materials and Vice President of
Operations. Prior to joining Generac, Mr. Pascavis was a Plant Manager for MTI in Waukesha,
Wisconsin. Mr. Pascavis holds a B.S. in Industrial Technology from the University of Wisconsin, Stout
and an M.B.A. from Lake Forest Graduate School of Management.

“Terrence J. Dolan began serving as our Senior Vice President, Sales on January 18, 2010. Prior to
joining Generac, Mr. Dolan was Senior Vice President of Business Development and Marketing at
Boart Longyear, a provider of mineral exploration drilling services, from August 2007 to December
2008; Vice President of Sales and Marketing at Ingersoll Rand, a global diversified industrial company,
from March 2002 to July 2007; and Director of Strategic Accounts at Case Corporation, a manufacture
of agricultural and construction equipment, from September 1991 to February 2001. Mr. Dolan holds a
B.A. in Management and Communications from Concordia University.

Item 1A. Risk Factors

You should carefully consider the following risks. These risks could materially affect our business,
results of operations or financial condition, cause the trading price of our common stock to decline
materially or cause our actual results to differ materially from those expected or those expressed in any
forward-looking statements made by us or on our behalf. These risks are not exclusive, and additional risks
to which we are subject include, but are not limited to, the factors mentioned under “Forward-Looking
Statements” and the risks of our businesses described elsewhere in this Report.

Risk factors related to our business and industry

Demand for our products is significantly affected by unpredictable major power-outage events that can lead to
substantial variations in, and uncertainties regarding, our financial results from period to period.

Sales of our products are subject to consumer buying patterns, and demand for our products is
affected by outage events, including thunderstorms, hurricanes, ice storms and blackouts caused by grid
reliability issues. The impact of these outage events on our sales can vary depending on the location
and severity of the outages. Sustained periods without major power disruptions can lead to reduced
consumer awareness of the benefits of standby and portable generator products and can result in
reduced sales and excess inventory. The lack of major power-outage events can affect our net sales in
the quarters following a given storm season. Unpredictable fluctuations in demand are therefore part of
managing our business, and these fluctuations could have an adverse effect on our net sales and profits.



Demand for our standby generators is significantly affected by durable goods spending by consumers and
businesses and other macroeconomic conditions.

Our business is affected by general economic conditions, and uncertainty or adverse changes such
as the prolonged downturn in U.S. residential investment and the impact of more stringent credit
standards could lead to a decline in demand for our products and pressure to reduce our prices. Our
sales of light-commercial and industrial generators are affected by conditions in the non-residential
construction sector and by the capital investment trends for small and large businesses and
municipalities. For example, lower capital spending by our industrial national accounts and other
industrial and commercial customers caused a 9.9% decline in net sales of our industrial and
commercial products in the year ended December 31, 2009. This decline continued into the first half of
fiscal year 2010. If these businesses and municipalities cannot access credit markets or do not utilize
discretionary funds to purchase our products as a result of the economy or other factors, our business
could suffer and our ability to realize benefits from our strategy of increasing sales in the light-
commercial and industrial sectors through, among other things, our focus on innovation and product
development, including natural gas engine technology, could be adversely affected. In addition,
consumer confidence and home remodeling expenditures have a significant impact on sales of our
residential products, and prolonged periods of weakness in consumer durable goods spending could
have a material impact on our business. Typically, we do not have contracts with our customers, and we
cannot guarantee that our current customers will continue to purchase our products. If general
economic conditions or consumer canfidence were to worsen, or if the non-residential construction
sector or rate of capital investments were to decline, our net sales and profits would likely be adversely
affected.

Decreases in the availability, or increases in the cost, of raw materials and key components we use could
materially reduce our earnings.

The principal raw materials that we use to produce our generators are steel, copper and aluminum.
We also source a significant number of component parts that we utilize to manufacture our generators
from third parties. The prices of those raw materials and components are susceptible to significant
fluctuations due to trends in supply and demand, transportation costs, government regulations and
tariffs, price controls, economic conditions and other unforeseen circumstances beyond our control. We
do not have long-term supply contracts in place to ensure the raw materials and components we use
are available in necessary amounts or at fixed prices. If we are unable to mitigate raw material or
component price increases through product design improvements, price increases to our customers,
manufacturing productivity improvements, or hedging transactions, our profitability could be adversely
affected. For example, in 2008, we experienced a 4.8% decrease in gross margin percentage, partially
due to increases in commodity prices, including steel, copper and aluminum. Also, our ability to
continue to obtain quality materials and components is subject to the continued reliability and viability
of our suppliers, including in some cases, suppliers who are the sole source of important components. If
we are unable to obtain adequate, cost efficient or timely deliveries of required raw materials and
components, we may be unable to manufacture sufficient quantities of products on a timely basis. This
could cause us to lose sales, incur additional costs, delay new product introductions or suffer harm to
our reputation.

The industry in which we compete is highly competitive, and our Jailure to compete successfully could
adversely affect our results of operations and financial condition.

We operate in markets that are highly competitive. Some of our competitors have established
brands and are larger in size or are divisions of large diversified companies and have substantially
greater financial resources. Some of our competitors may be willing to reduce prices and accept lower
margins in order to compete with us. In addition, we could face new competition from large
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international or domestic companies with established industrial brands that enter the generator market.
Demand for our products may also be affected by our ability to respond to changes in design and
functionality, to respond to downward pricing pressure, and to provide shorter lead times for our
products than our competitors. If we are unable to respond successfully to these competitive pressures,
we could lose market share, which could have an adverse impact on our results. For more information,
see “Item 1—Business—Competition.”

Our industry is subject to technological change, and our failure to continue developing new and improved
products and to bring these products rapidly to market could have an adverse impact on our business.

New products, or refinements and improvements of existing products, may have technical failures,
their introduction may be delayed, they may have higher production costs than originally expected or
they may not be accepted by our customers. If we are not able to anticipate, identify, develop and
market high quality products in line with technological advancements that respond to changes in
customer preferences, demand for our products could decline and our operating results could be
adversely affected.

We rely on independent dealers and distribution pariners, and the loss of these dealers and distribution
partners, or of any of our sales arrangements with significant private label, telecommunications or retail
customers, would adversely affect our business.

‘In addition to our direct sales force and manufacturer sales representatives, we depend on the
services of independent distributors and dealers to sell our products and provide service and
aftermarket support to our customers. We also rely upon our distribution channels to drive awareness
for our product categories and our brands. In addition, we sell our products to end users through
private label arrangements with leading home equipment, electrical equipment and construction
machinery companies, arrangements with top retailers and our direct national accounts with
telecommunications and industrial customers. Our distribution agreements and any contracts we have
with large telecommunications, retail and other customers are typically not exclusive, and many of the
distributors and customers with whom we do business offer products and services of our competitors.
Impairment of our relationships with our distributors, dealers or large customers, loss of a substantial
number of these distributors or dealers or of one or more large customers, or an increase in our
distributors’ or dealers’ sales of our competitors’ products to our customers or of our large customers’
purchases of our competitors’ products could materially reduce our sales and profits. Also, our ability
to successfully realize our growth strategy is dependent in part on our ability to identify, attract and
retain new distributors at all layers of our distribution platform, and we cannot be certain that we will
be successful in these efforts.

Our business could be negatively impacted if we fail to adequately protect our intellectual property rights or if
third parties claim_that we are in violation of their intellectual property rights.

We view our intellectual property rights, including those relating to our Generac® brand name, fuel
management systems, and MPS technology, as important assets. We seek to protect our intellectual
property rights through a combination of patent, trademark, copyright and trade secret laws, as well as
licensing and confidentiality agreements. These protections may not be adequate to prevent third
parties from using our inteliectual property without our authorization, breaching any confidentiality
agreements with us, copying or reverse engineering our products, or developing and marketing products
that are substantially equivalent to or superior to our own. The unauthorized use of our intellectual
property by others could reduce our competitive advantage and harm our business. If it became
necessary for us to litigate to protect these rights, any proceedings could be burdensome and costly and
we may not prevail. We cannot guarantee that any patents, issued or pending, will provide us with any
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competitive advantage or will not be challenged by third parties. Moreover, the expiration of our
patents may lead to increased competition with respect to certain products.

In addition, we cannot be certain that we do not or will not infringe third parties’ intellectual
property rights. Any such claim, even if it is without merit, may be expensive and time-consuming to
defend, subject us to damages, cause us to cease making, using or selling certain products that
incorporate the disputed intellectual property, require us to redesign our products, divert management
time and attention and/or require us to enter into costly royalty or licensing arrangements.
Furthermore, in connection with our sale of Generac Portable Products to the Beacon Group in 1998,
we granted the Beacon Group an exclusive perpetual license for the use of the “Generac Portable
Products” trademark in connection with the manufacture and sale of certain engine driven consumer
products. This perpetual license was eventually transferred to Briggs and Stratton (Briggs) when the
Beacon Group sold that business to Briggs. Currently, this trademark is not being used in commerce.
However, in the event that the Beacon Group or Briggs use this trademark in the future, we could
suffer competitive confusion and our business could be negatively impacted.

Our operations are subject to various environmental, health and safety laws and regulations, and
non-compliance with or liabilities under such laws and regulations could result in substantial costs, fines,
sanctions and claims.

Our operations are subject to a variety of foreign, federal, state and local environmental, health
and safety laws and regulations including those governing, among other things, emissions to air,
discharges to water, noise, the generation, handling, storage, transportation, treatment and disposal of
waste and other materials. In addition, under federal and state environmental laws, we could be
required to investigate, remediate and/or monitor the effects of the release or disposal of materials
both at sites associated with past and present operations and at third-party sites where wastes
generated by our operations were disposed. This liability may be imposed retroactively and whether or
not we caused, or had any knowledge of, the existence of these materials and may result in our paying
more than our fair share of the related costs. Violations of or liabilities under such laws and regulations
could result in substantial costs, fines and civil or criminal proceedings or personal injury and workers’
compensation claims.

Our products are subject to substantial government regulation.

Our products are subject to extensive statutory and regulatory requirements governing, among
other things, emissions and noise, including standards imposed by the federal Environmental Protection
Agency, or EPA, state regulatory agencies, such as CARB, and other regulatory agencies around the
world. These laws are constantly evolving and many are becoming increasingly stringent. Changes in
applicable laws or regulations, or in the enforcement thereof, could require us to redesign our products
and could adversely affect our business or financial condition in the future. Developing and marketing
products to meet such new requirements could result in substantial additional costs that may be
difficult to recover in some markets. In some cases, we may be required to modify our projects or
develop new products to comply with new regulations, particularly those relating to air emissions. For
example, we were required to modify our natural gas and liquid propane-fueled liquid-cooled engines
and generators by January 1, 2009 to comply with emissions standards in the United States. Typically,
additional costs associated with significant compliance modifications are passed on to the market. While
we have been able to meet previous deadlines, failure to comply with other existing and future
regulatory standards could adversely affect our position in the markets we serve.

We may incur costs and liabilities as a result of product liability claims.

We face a risk of exposure to product liability claims in the event that the use of our products is
alleged to have resulted in injury or other damage. Although we currently maintain product liability
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insurance coverage, we may not be able to obtain such insurance on acceptable terms in the future, if
at all, or obtain insurance that will provide adequate coverage against potential claims. Product liability
claims can be expensive to defend and can divert the attention of management and other personnel for
long periods of time, regardless of the ultimate outcome. An unsuccessful product liability defense
could have a material adverse effect on our financial condition, and results of operations. In addition,
we believe our business depends on the strong brand reputation we have developed. If our reputation
is damaged, we may face difficulty in maintaining our market share and pricing with respect to some of
our products, which could reduce our sales and profitability.

The loss of any key members of our senior management team or key employees could disrupt our operations
and harm our business.

Our success depends, in part, on the efforts of certain key individuals, including the members of
our senior management téam, who have significant experience in the generator industry. If, for any
reason, our senior executives do not continue to be active in management, or if our key employees
leave our company, our business, financial condition or results of operations could be adversely
affected. Failure to continue to attract these individuals at reasonable compensation levels could have a
material adverse effect on our business, liquidity and results of operations. Although we do not
anticipate that we will have to replace any of these individuals in the near future, the loss of the
services of any of our key employees could disrupt our operations and have a material adverse effect
on our business. '

Disruptions caused by labor disputes or organized labor activities could harm our business.

Currently, less than 2% of our workforce is a member of a labor union. In addition, we may from
time to time experience union organizing activities in our non-union facilities. Disputes with the current
Jabor union or new union organizing activities could lead to work slowdowns or stoppages and make it
difficult or impossible for us to meet scheduled delivery times for product shipments to our customers,
which could result in loss of business. In addition, union activity could result in higher labor costs,
which could harm our financial condition, results of operations and competitive position.

We may experience material disruptions to our manufacturing operations.

While we seek to operate our facilities in compliance with applicable rules and regulations and
take measures to minimize the risks of disruption at our facilities, a material disruption at one of our
manufacturing facilities could prevent us from meeting customer demand, reduce our sales and/or
negatively impact our financial results. Any of our manufacturing facilities, or any of our machines
within an otherwise operational facility, could cease operations unexpectedly due to a number of
events, including:

. equipmént or information technology infrastructure failure;

e disruptions in the transportation infrastructure including roads, bridges, railroad tracks;
* fires, floods, earthquakes, or other catastrophes; and

* other operational problems.

In addition, all of our manufacturing and production facilities are located in Wisconsin within a
30-mile radius. We could experience prolonged periods of reduced production due to unforeseen events
occurring in or around our manufacturing facilities in Wisconsin. In the event of a business interruption
at our Wisconsin facilities, we may be unable to shift manufacturing capabilities to alternate locations,
accept materials from suppliers or meet customer shipment needs, among other severe consequences.
Such an event could have a material and adverse impact on our financial condition and results of our
operations.
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A significant portion of our purchased components are sourced in Joreign countries, exposing us to additional
risks that may not exist in the United States.

We source a significant porﬁon of our purchased components overseas, primarily in Asia. Our
international sourcing subjects us to a number of potential risks in addition to the risks associated with
third-party sourcing generally. Such risks include:

* inflation or changes in political and economic conditions;
* unstable regulatory environments;

* changes in import and export duties;

* domestic and foreign customs and tariffs;

* currency rate fluctuations;

* trade restrictions;

* labor Jnrést;

* logistical and communications challenges; and

* other restraints and burdensome taxes.

.These factors may have an adverse effect on our ability to source our purchased components
overseas. In particular, if the U.S. dollar were to depreciate significantly against the currencies in which
we purchase raw materials from foreign suppliers, our cost of goods sold could increase materially,
which would adversely affect our results of operations.

As a U.S. corporation that sources components in Joreign countries, we are subject to the Foreign Corrupt
Practices Act. A determination that we violated this act may affect our business and operations adversely.

As a U.S. corporation, we are subject to the regulations imposed by the U.S. Foreign Corrupt
Practices Act, or the FCPA, which generally prohibits U.S. companies and their intermediaries from
making improper payments to foreign officials for the purpose of obtaining or keeping business. Any
determination that we have violated the FCPA could have a material adverse effect on our financial
position, operating results and cash flows.

We have significant tax assets, usage of which may be subject to limitations in the future.

As of December 31, 2010, we had approximately $166.1 million of net operating loss carryforwards
for U.S. federal income tax purposes. Any subsequent accumulations of common stock ownership
leading to a change of control under Section 382 of the U.S. Internal Revenue Code of 1986, including
through sales of stock by large stockholders, all of which are outside of our control, could limit our
ability to utilize our net operating loss carryforwards to offset future federal income tax liabilities.
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Our total assets include goodwill and other indefinite-lived intangibles. If we determine these have become
impaired in the future, net income could be materially adversely affected.

Goodwill represents the excess of cost over the fair market value of net assets acquired in business
combinations. Indefinite-lived intangibles are comprised of certain trade names. At December 31, 2010,
goodwill and other indefinite-lived intangibles totaled $667.2 million, most of which arose from the
CCMP Transactions. We review goodwill and other intangibles at least annually for impairment and any
excess in carrying value over the estimated fair value is charged to the results of operations. A
reduction in net income resulting from the write-down or impairment of goodwiil or indefinite-lived
intangibles could have a material adverse effect on our financial statements. For example, in October
2008, due to an increase in our weighted average cost of capital and lower comparable public company
market values resulting from weakening economic conditions, we determined that an impairment of
goodwill existed and recorded a non-cash charge of $503.2 million in 2008.

Goodwill and identifiable intangible assets are recorded at fair value on the date of acquisition. In
accordance with FASB ASC (Accounting Standards Codification) Topic 350-20, goodwill and indefinite
lived intangibles are reviewed at least annually for impairment and definite-lived intangible assets are
reviewed for impairment whenever events or changes in circumstances indicate that their carrying value
may not be recoverable. Future impairment may result from, among other things, deterioration in the
performance of the acquired business or product line, adverse market conditions and changes in the
competitive landscape, adverse changes in applicable laws or regulations, including changes that restrict
the activities of the acquired business or product line, and a variety of other circumstances. The
amount of any impairment is recorded as a charge to the statement of operations. We may never
realize the full value of our intangible assets. Any future determination requiring the write-off of a
significant portion of intangible assets would have an adverse effect on our financial condition and
results of operations. See “Item 7—Management’s Discussion and Analysis of Financial Condition and
Results of Operations” for details.

We may need additional capital to finance our growth strategy or to refinance our existing credit facilities, and
we may not be able to obtain it on acceptable terms, or at all, which may limit our ability to grow.

We may require additional financing to expand our business. Financing may not be available to us
or may be available to us only on terms that are not favorable. The terms of our senior secured credit
facilities limit our ability to incur additional debt. In addition, economic conditions, including a
downturn in the credit markets, could impact our ability to finance our growth on acceptable terms or
at all. If we are unable to raise additional funds or obtain capital on acceptable terms, we may have to
delay, modify or abandon some or all of our growth strategies. Our revolving credit facility matures in
November 2012 and our first lien term loan facility matures in November 2013. If we are unable to
refinance these facilities on acceptable terms, our liquidity could be adversely affected.

We are unable to determine the specific impact of changes in selling prices or changes in volumes of our
products on our net sales.

Because of the wide range of products that we sell, the level of customization for many of our
products, the frequent rollout of new products and the fact that we do not apply pricing changes
uniformly across our entire portfolio of products, we are unable to determine with specificity the effect
of volume changes or changes in selling prices on our net sales. ‘
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Risks related to our common stock

If securities or industry analysts do not publish research or reports about our business, if they adversely
change their recommendations regarding our common stock or if our results of operations do not meet their
expectations, our common stock price and trading volume could decline.

The trading market for our common stock will be influenced by the research and reports that
industry or securities analysts publish about us or our business. If one or more of these analysts cease
coverage of our company or fail to publish reports on us regularly, we could lose visibility in the
financial markets, which in turn could cause our stock price or trading volume to decline. Moreover, if
one or more of the analysts who cover us downgrade recommendations regarding our stock, or if our
results of operations do not meet their expectations, our stock price could decline and such decline
could be material.

As a public company, we are required to meet periodic reporting requirements under the Securities and
Exchange Commission, or SEC, rules and regulations. Complying with federal securities laws as a public
company is expensive and we will incur significant time and expense enhancing, documenting, testing and
certifying our internal control over financial reporting. Any deficiencies in our financial reporting or internal
controls could adversely affect our business and the trading price of our common stock.

SEC rules require that, as a publicly-traded company, we file periodic reports containing our
financial statements within a specified time following the completion of quarterly and annual periods.
Prior to our initial public offering, we had not been required to comply with these SEC requirements
and, as such, we may experience difficulty in meeting the SEC’s reporting requirements. Any failure by
us to file our periodic reports with the SEC in a timely manner could harm our reputation and reduce
the trading price of our common stock.

As a public company, we incur significant incremental legal, accounting, insurance and other
expenses. The Sarbanes-Oxley Act of 2002, as well as compliance with other rules of the SEC and the
New York Stock Exchange, or NYSE, has increased our legal and financial compliance costs and makes
some activities more time-consuming and costly. Furthermore, SEC rules require that our chief
executive officer and chief financial officer periodically certify the existence and effectiveness of our
internal control over financial reporting. Our independent registered public accounting firm will also be
required, beginning with our Annual Report on Form 10-K for our fiscal year ending on December 31,
2011, to attest to the effectiveness of our internal control over financial reporting. This process requires
significant documentation of policies, procedures and systems, review of that documentation by our
internal accounting staff and our outside auditors and testing of our internal control over financial
reporting by our internal accounting staff. This process involves considerable time and expense, may
strain our internal resources and have an adverse impact on our operating costs. We may experience
higher than anticipated operating expenses and outside auditor fees during the implementation of these
changes and thereafter.

During the course of our testing, we may identify deficiencies that would have to be remediated to
satisfy the SEC rules for certification of our effectiveness of internal control over financial reporting.
As a consequence, we may have to disclose in periodic reports we file with the SEC material
weaknesses in our system of internal controls. The existence of a material weakness would preclude
management from concluding that our internal control over financial reporting is effective and would
preclude our independent auditors from issuing an unqualified opinion that our internal control over
financial reporting is effective. In addition, disclosures of this type in our SEC reports could cause
investors to lose confidence in our financial reporting and may negatively affect the trading price of our
common stock. Moreover, effective internal controls are necessary to produce reliable financial reports
and to prevent fraud. If we have deficiencies in our disclosure controls and procedures or internal
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control over financial reporting, it may negatively impact our business, results of operations and
reputation.

Anti-takeover provisions in our amended and restated certificate of incorporation and by-laws could prohibit a
change of control that our stockholders may favor and could negatively affect our stock price.

Provisions in our amended and restated certificate of incorporation and by-laws may make it more
difficult and expensive for a third party to acquire control of us even if a change of control would be
beneficial to the interests of our stockholders. These provisions could discourage potential takeover
attempts and could adversely affect the market price of our common stock. These provisions may also
prevent or frustrate attempts by our stockholders to replace or remove our management. For example,
our amended and restated certificate of incorporation and by-laws:

* permit our board of directors to issue preferred stock with such terms as they determine,
without stockholder approval;

s provide that only one-third of the members of the board are elected at each stockholders
meeting and prohibit removal without cause;

* require advance notice for stockholder proposals and director nominations; and
* contain limitations on convening stockholder meetings.

These provisions make it more difficult for stockholders or potential acquirers to acquire us
without negotiation and could discourage potential takeover attempts and could adversely affect the
market price of our common stock.

Risks related to our capital structure

We have a substantial amount of indebtedness, which may adversely affect our cash flow and our ability to
operate our business, remain in compliance with debt covenants and make payments on our indebtedness.

We have a significant amount of indebtedness. As of December 31, 2010, we had total
indebtedness of $657.2 million. While we reduced this amount of debt during 2010 through the use of
the proceeds of our IPO and of cash on hand, including an additional prepayment of debt on
December 21, 2010 of $74.2 million (as discussed elsewhere in this report under “Item 7—
Management’s Discussion and Analysis of Financial Condition and Results of Operations”), we still
have a substantial amount of indebtedness. Our substantial level of indebtedness increases the
possibility that we may be unable to generate cash sufficient to pay, when due, the principal of, interest
on or other amounts due in respect of our indebtedness. Our substantial indebtedness, combined with
our lease and other financial obligations and contractual commitments could have other important
consequences. For example, it could:

* make it mofe difficult for us to satisfy our obligations with respect to our indebtedness, including
financial and other restrictive covenants, which could result in an event of default under the
agreements governing our indebtedness;

* make us more vulnerable to adverse changes in general economic, industry and competitive
conditions and adverse changes in government regulation;

* require us to dedicate a substantial portion of our cash flow from operations to payments on our
indebtedness, thereby reducing the availability of our cash flows to fund working capital, capital
expenditures, acquisitions and other general corporate purposes;

* limit our flexibility in planning for, or reacting to, changes in our business and the industry in
which we operate;
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* place us at a competitive disadvantage compared to our competitors that have less debt; and

* limit our ability to borrow additional amounts for working capital, capital expenditures,
acquisitions, debt service requirements, execution of our business strategy or other purposes.

Any of the above-listed factors could materially adversely affect our business, financial condition,
results of operations and cash flows. Furthermore, our interest expense could increase if interest rates
increase because debt under our senior secured credit facilities bears interest at a variable rate. If we
do not have sufficient earnings to service our debt, we may be required to refinance all or part of our
existing debt, sell assets, borrow more money or sell securities, none of which we can guarantee we will
be able to do.

The terms of our senior secured credit facilities restrict our current and future operations, particularly our
ability to respond to changes in our business or to take certain actions.

Our senior secured credit facilities contain, and any future indebtedness of ours or our subsidiaries
would likely contain, a number of restrictive covenants that impose significant operating and financial
restrictions on us and our subsidiaries, including restrictions on our ability to engage in acts that may
be in our best long-term interests. Our senior secured credit facilities include a financial covenant that
requires us not to exceed a maximum total leverage ratio.

As of December 31, 2010, Generac Power Systems was required to maintain a maximum leverage
ratio of 5.75 to 1.00 under the first'lien credit facility. As of December 31, 2010, Generac Power
Systems’ leverage ratio was 4.01 to 1.00. The maximum leverage ratio decreases over time. The first
lien credit facility requires Generac Power Systems to have a leverage ratio of no greater than 5.75 to
1.00 in the first quarter of 2011, 5.50 to 1.00 in the second quarter of 2011, 5.25 to 1.00 in the third
quarter of 2011, and 4.75 to 1.00 in the fourth quarter of 2011 and thereafter. Failure to comply with
this covenant would result in an event of default under our senior secured credit facilities unless waived
by our lenders.

Our senior secured credit facilities require us to use a portion of excess cash flow and proceeds of
certain asset sales that are not reinvested in our business and other dispositions to repay indebtedness
under our senior secured credit facilities.

Our senior secured credit facilities also include covenants restricting, among other things, our
ability to:

* incur liens;

* incur or assume additional debt or guarantees or issue preferred stock;

* pay dividends, or make redemptions and repurchases, wifh respect to capital stock;
* prepay, or make redemptions and repurchases of, subordinated debt;

* make loans and investments;

* make capital expenditures;

* engage in mergers, acquisitions, asset sales, sale/leaseback transactions and transactions with
affiliates;

* change the business conducted by us or our subsidiaries; and
* amend the terms of subordinated debt.

The operating and financial restrictions and covenants in our senior secured credit facilities and
any future financing agreements may adversely affect our ability to finance future operations or capital
needs or to engage in other business activities. A breach of any of the restrictive covenants in our
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senior secured credit facilities would result in a default under our senior secured credit facilities. If any
such default occurs, the lenders under our senior secured credit facilities may elect to declare all
outstanding borrowings, together with accrued interest and other fees, to be immediately due and
payable, or enforce their security interest, any of which would result in an event of default. The lenders
will also have the right in these circumstances to terminate any commitments they have to provide
further borrowings.

At September 30, 2008, we failed to satisfy the leverage ratio in our senior secured credit facilities.
This default was cured by an equity contribution from affiliates of CCMP. However, CCMP and its
affiliates are under no obligation to provide additional funds to us in the event of future covenant
defaults.

Our principal stockholder continues to have substantial control over us.

After giving effect to the IPO and underwriters option exercise occurring in 2010, affiliates of
CCMP collectively beneficially own approximately 59.1% of our outstanding common stock. As a
consequence, CCMP or its affiliates are able to exert a significant degree of influence or actual control
over our management and affairs and will control matters requiring stockholder approval, including the
election of directors, a merger, consolidation or sale of all or substantially all of our assets, and any
other significant transaction. The interests of this stockholder may not always coincide with our
interests or the interests of our other stockholders. For instance, this concentration of ownership may
have the effect of delaying or preventing a change in control of us otherwise favored by our other
stockholders and could depress our stock price.

Because affiliates of CCMP control more than 50% of the voting power of our common stock, we
are a “controlled company” within the meaning of the NYSE’s Listed Company Manual. Under the
NYSE’s Listed Company Manual, a controlled company may elect not to comply with certain NYSE
corporate governance requirements, including requirements that: (1) a majority of the board of
directors consist of independent directors; (2) compensation of officers be determined or recommended
to the board of directors by a majority of its independent directors or by a compensation committee
that is composed entirely of independent directors; and (3) director nominees be selected or
recommended by a majority of the independent directors or by a nominating committee composed
solely of independent directors. Because we have taken advantage of the controlled company exemption
to certain NYSE corporate governance requirements, our stockholders do not have the same
protections afforded to stockholders of companies that are subject to all of the NYSE corporate
governance requirements.

Conflicts of interest may arise because some of our directors are principals of our principal stockholder.

Representatives of CCMP and its affiliates occupy seats on our board of directors. CCMP or its
affiliates could invest in entities that directly or indirectly compete with us or companies in which
CCMP or its affiliates are currently invested may already compete with us. As a result of these
relationships, when conflicts arise between the interests of CCMP or its affiliates and the interests of
our stockholders, these directors may not be disinterested. The representatives of CCMP and its
affiliates on our board of directors, by the terms of our amended and restated certificate of
incorporation, are not required to offer us any transaction opportunity of which they become aware and
could take any such opportunity for themselves or offer it to other companies in which they have an
investment, unless such opportunity is expressly offered to them solely in their capacity as our directors.

Item 1B. Unresolved Staff Comments

None.
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Item 2. Properties

We own and operate three manufacturing facilities located in Eagle, Wisconsin, Waukesha,
Wisconsin and Whitewater, Wisconsin, which total approximately 800,000 square feet. We also operate
a dealer training center at our Eagle, Wisconsin facility, which allows us to train new industrial and
residential dealers on the service and installation of our products and provide existing dealers with
training on product innovations.

We own a distribution center totaling approximately 200,000 square feet and an undeveloped lot of
approximately 18.1 acres in Whitewater, Wisconsin. We also have third party logistics inventory
warehouses in the United States that accommodate the rapid response requirements of our customers.

The following table shows the location and activities of our operations:

Owned / Square

Location ’ Leased Footage Activities
Manufacturing:
Waukesha, WI ................. Owned 264,000 Corporate headquarters and

manufacturing of liquid-cooled
generators and transfer switches

Eagle, WI .................... Owned 236,000 Manufacturing of liquid-cooled
. generators and metal fabrication
Eagle, WI .................... Owned 6,000 Training facility
Whitewater, WI ................ Owned 295,000 Manufacturing of vertically integrated
engines and generators
Distribution:
Whitewater, WI . ............... Owned 196,000 Distribution center
Other:
Maquoketa, IA .. ............... Owned 137,000 Inventory warehouse and rental property

All of our properties are subject to mortgages under our senior secured credit facilities.

Item 3. Legal Proceedings

From time to time, we are involved in legal proceedings primarily involving product liability and
employment matters and general commercial disputes arising in the ordinary course of our business. As
of December 31, 2010, we believe that there is no litigation pending that would have a material effect
on our results of operations or financial condition.

Item 4. Removed and Reserved.
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PART II

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

Price Range of Common Stock

Shares of our common stock are traded on the NYSE under the symbol “GNRC.” The following
table sets forth the high and low sales prices reported on the NYSE for our common stock by fiscal
quarter during 2010, beginning on February 11, 2010, the first day that our shares were publicly traded.

2010
High Low
Fourth QUarter . . ... ......uuuuineesieeeaeeennnnns $16.51 $13.04
Third QUarter . . o ..o i ittt ettt e e $15.08 $11.99
Second QUATLET . . . . ettt e e $15.40 $10.65
First Quarter (beginning February 11,2010) ................. $15.40 $12.84
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Stock Performance Graph

The line graph below compares the cumulative total stockholder return on our common stock with
the cumulative total return of the Standard & Poor’s S&P 500 Index and S&P 500 Industrials Index for
the year ended December 31, 2010. The graph and table assume that $100 was invested on
February 11, 2010 (first day of trading) in each of our common stock, the S&P 500 Index, S&P 500
Industrials Index, and that all dividends were reinvested. Cumulative total stockholder returns for our
common stock, the S&P 500 Index, and the S&P 500 Industrials Index are based on our fiscal year.

COMPARISON OF CUMULATIVE TOTAL RETURN

$80 T T T T T T T T T T
O Q QO N QO O QO O QO O O Q
* DU A S N &
—&— Generac Holdings, Inc. - =&~ - S&P 500 Index = O =+ S&P 500 Industrials Index
ASSUMES $100 INVESTED ON FEB. 11, 2010
ASSUMES DIVIDEND REINVESTED
FISCAL YEAR ENDING DEC. 31, 2010
Company/Market/ Period Ending
Peer Group 2/11/10  2/28/20 3/31/10 4/30/10 5/31/10 6/30/10 7/31/10 8/31/10 9/30/10 10/31/10 11/30/10 12/31/10
Generac -

Holdings, Inc. . $100.00 $104.60 $109.11 $117.52 $ 85.59 $109.11 $115.03 $ 94.39 $106.23 $105.37 $115.73 $125.93
S&P 500 Index .. 100.00 10254 10873 11045 101.63 9631 103.05 9840 107.18 11126 111.28 118.71
S&P 500

Industrials

Index....... 100.00 103.75 113.00 11770 106.48  99.09 109.35 101.68 11327 11626 117.55 126.65
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Holders

As of February 22, 2011, there were approximately 91 registered holders of record of Generac’s
common stock. A substantially greater number of holders of Generac common stock are “street name”
or beneficial holders, whose shares are held of record by banks, brokers, and other financial
institutions.

Dividends

We did not declare or pay cash dividends in 2010. We currently do not anticipate paying any
dividends on our common stock. However, in the future, subject to factors such as general economic
and business conditions, our financial condition and results of operations, our capital requirements, our
future liquidity and capitalization and such other factors that our board of directors may deem relevant,
we may change this policy and choose to pay dividends. Our ability to pay dividends on our common
stock is currently restricted by the terms of our senior secured credit facilities and may be further
restricted by any future indebtedness we incur. Our business is conducted through our principal
operating subsidiary, Generac Power Systems. Dividends from, and cash generated by Generac Power
Systems will be our principal sources of cash to repay indebtedness, fund operations and pay dividends.
Accordingly, our ability to pay dividends to our stockholders is dependent on the earnings and
distributions of funds from Generac Power Systems.

Securities Authorized for Issuance Under Equity Compensation Plans

The information required by this item will be included in our 2011 Proxy Statement and is
incorporated herein by reference.

Recent Sales of Unregistered Securities

None.

Use of Proceeds from Registered Securities

Not applicable.

Item 6. Selected Financial Data

The following table sets forth our selected historical consolidated financial data for the periods and
at the dates indicated. The selected historical consolidated financial data for the years ended
December 31, 2008, 2009 and 2010 are derived from our audited consolidated financial statements
included elsewhere in this annual report. The selected historical consolidated financial data for the
period from January 1, 2006 through November 10, 2006 (Predecessor Period) and the period from
November 11, 2006 through December 31, 2006 (Successor Period) and the year ended December 31,
2007 are derived from our audited historical financial statements not included in this annual report.

In November 2006, affiliates of CCMP, together with affiliates of Unitas and members of our
management, formed Generac and, through Generac, acquired all of the capital stock of Generac
Power Systems. See “Item 1—Business—History—CCMP transactions.” Generac in all periods prior to
November 2006 is referred to as “Predecessor,” and in all periods including and after such date is
referred to as “Successor.” The consolidated financial statements for all Successor periods may not be
comparable to those of the Predecessor Period.

The results indicated below and elsewhere in this annual report are not necessarily indicative of
our future performance. You should read this information together with “Item 7—Management’s
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Discussion and Analysis of Financial Condition and Results of Operations” and our consolidated
financial statements and related notes included in Item 8 of this annual report.

Predecessor Successor
Period from Period from
January 1, November 11,
November 10, | December 31, Decemmber 31, December 31, Decemmber 31, Decormpensl
g‘;c":l';:';e‘r“s‘l:‘;;sgg‘t‘:)’ 2006 2006 2007 2008 2009 2010
Statement of operations data:
Netsales .. ................. $606,249 $ 74,110 $ 555,705  $ 574,229 $588,248 $592,880
Costs of goods sold . ........... 371,425 55,105 333,428 372,199 352,398 355,523
Grossprofit . ................ 234,824 19,005 222,277 202,030 235,850 237,357
Operating expenses:
Selling and service . .......... 45,800 5,279 52,652 57,449 59,823 57,954
Research and developmerit ...... 9,141 1,168 9,606 9,925 10,842 14,700
General and administrative . . ... 12,631 1,695 17,581 15,869 14,713 22,599
Amortization of intangibles(1) .. . — 8,576 47,602 47,602 51,960 51,808
Transaction-related expenses(2) . . . 149,792 — — — — —
Goodwill and trade name
impairment charge(3)........ — — — 583,486 — —
) Total operating expenses . . . . ... .. 217,364 16,718 127,441 714,331 137,338 147,061
Income (loss) from operations . . . . . ' 17,460 2,287 94,836 (512,301) 98,512 90,296
Other income (expense):
Interest expense . . . .......... (673) (18,354) (125,366) . (108,022) (70,862) (27,397)
Gain on extinguishment of debt(4) — — 18,759 65,385 14,745 —
Write-off of deferred financing
costs related to debt
extinguishment . . .......... — — — — — (4,809)
Investment income . .......... 1,571 302 2,682 600 2,205 235
Other,net................. (52) (192) (1,196) (1,217) (1,206) (1,105)
Total other income (expense), net. . . 846 (18,244) (105,121) (43,254) (55,118) (33,076)
Income (loss) before provision
(benefit) for income taxes . ..... 18,306 (15,957) (10,285)  (555,555) 43,394 57,220
Provision (benefit) for income taxes . 5,519 — (5711) 400 339 307
Net income (loss) ............. $ 12,787 $(15957) $ (9,714) $(555,955) $ 43,055 $ 56,913
Income (loss) per share:
Class A Common Stock(5) . .. ... n/m $(10,106)  $ (34,994) $(357,628) $(41,111) $ (1.65)
Class B Common Stock(5) . . . ... , n/m $ 457 $ 3462 $ 3780 § 4171 $ 505
Statement of cash flows data: :
Depreciation . ............... $ 4,654 $ 936 $ 6181 § 7,168 $§ 7,715 $ 7,632
Amortization . ............... 24 8,576 47,602 47,602 51,960 51,808
Expenditures for property and
equipment . ............... (6,225) (720) (13,191) (5,186) (4,525) (9,631)
Other financial data:
_ Adjusted EBITDA(6) . .. ........ $174,303 $ 19,042 $ 158,148  $ 129,858 $159,087 $156,249
Adjusted Net Income(7) . ........ $167,774 $ 156 $ 21,931 $ 13,758 $ 83,643 $115,872
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(Dollars in thousands)

As of As of As of As of As of
December 31, December 31, December 31, December 31, December 31,
200 2007 2008 2009 2010

Balance sheet data: . .

Current assets .. ............0iun.. $ 226,760 $ 217,750 $ 274,997 $ 345,017 $ 272,519
Property, plant and equipment, net . . . ... .. 72,087 78,982 76,674 73,374 75,287
Goodwill . ......... ... ... ... ... 847,442 1,029,068 525,875 525,875 527,148
Other intangibles and other assets . ....... 817,720 582,859 448,668 392,977 334,929

Total assets . .. .. ... ..., $1,964,009 $1,908,659 $1,326,214 $1,337,243 $1,209,883

Total current liabilities . .. ... .......... $ 112,179 $ 94,690 $ 127,981 $ 131,971 $ 86,685
Long-term debt, less current portion . . . . . . . 1,370,500 1,280,750 1,121,437 1,052,463 657,229
Other long-term liabilities . . ... ......... 10,436 27,439 43,539 17,418 24,902
Redeemable stock(8) .. ............... 685,667 747,070 843,451 878,205 —_

Total liabilities, redeemable stock and
stockholders’ equity(8) . ............. $1,964,009 $1,908,659 $1,326,214 $1,337,243 $1,209,883

M

@

&)

Q)

©)

Our amortization of intangibles expenses include the straight-line amortization of customer lists, patents and other
finite-lived intangibles assets.

Transaction-related expenses incurred by the Predecessor, which primarily related to the settlement of the employee
share appreciation program in connection with the CCMP Transactions.

As of October 31, 2008, as a result of our annual goodwill and trade names impairment test, we determined that an
impairment of goodwill and trade names existed, and we recognized a non-cash charge of $583.5 million in 2008.

During 2007, affiliates of CCMP acquired $80.3 million principal amount of second lien term loans for
approximately $60.0 million. CCMP’s affiliates exchanged this debt for additional shares of our Class B Common
Stock. The fair value of the shares exchanged was $60.0 million. We recorded this transaction as additional Class B
Common Stock of $60.0 million based on the fair value of the debt contributed by CCMP’s affiliates, which
approximated the fair value of shares exchanged. The debt was held in treasury at face value. Consequently, we
recorded a gain on extinguishment of debt of $18.8 million, which includes a write-off of deferred financing fees and
other closing costs in the consolidated statement of operations for the year ended December 31, 2007.

During 2008, affiliates of CCMP acquired $148.9 million principal amount of second lien term loans for
approximately $81.1 million. CCMP’s affiliates exchanged this debt for additional shares of our Class B Common
Stock and Series A Preferred Stock. The fair value of the shares exchanged was $81.1 million. We recorded this
transaction as Series A Preferred Stock of $62.9 million and Class B Common Stock of $18.2 million based on the
fair value of the debt contributed by CCMP’s affiliates, which approximated the fair value of shares exchanged. The
debt was held in treasury at face value. Consequently, we recorded a gain on extinguishment of debt of

$65.4 million, which includes a write-off of deferred financing fees and other closing costs in the consolidated
statement of operations for the year ended December 31, 2008.

During 2009, affiliates of CCMP acquired $9.9 million principal amount of first lien term loans and $20.0 million
principal amount of second lien term loans for approximately $14.8 million. CCMP’s affiliates exchanged this debt
for 1,475.4596 shares of Series A Preferred Stock. The fair value of the shares exchanged was $14.8 million. We
recorded this transaction as additional Series A Preferred Stock of $14.8 million based on the fair value of the debt
contributed by CCMP’s affiliates, which approximated the fair value of shares exchanged. The debt was held in
treasury at face value. Consequently, we recorded a gain on extinguishment of debt of $14.7 million, which includes
a write-off of deferred financing fees and other closing costs, in the consolidated statement of operations for the
year ended December 31, 2009.

n/m—Earnings per share for the Predecessor has not been presented since it is not meaningful due-to changes in
our equity structure that resulted from the CCMP Transactions. For Successor period, earnings per share reflects the
impact of the reverse stock split which occurred immediately prior to the initial public offering as discussed in

“Item 8—Financial Statements and Supplementary Data—Note 1”. At the time of the IPO on February 17, 2010, all
shares of Class B common stock were converted into shares of Class A common stock, and the Class A common
stock became the one class of outstanding common stock. See discussion of the IPO in Part 1, Item 1—Business—
History—Initial public offering and corporate reorganization.
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Adjusted EBITDA represents net income (loss) before interest expense, taxes, depreciation and amortization, as
further adjusted for the other items reflected in the reconciliation table set forth below. This presentation is
substantially consistent with the presentation used in our senior secured credit facilities (Covenant EBITDA), except
that we do not give effect to certain additional adjustments that are permitted under those facilities which, if
included, would increase the amount reflected in this table. For a description of the additional adjustments
permitted for Covenant EBITDA under our senior secured credit facilities, see “Item 7—Management’s discussion
and analysis of financial condition and results of operations—Senior secured credit facilities—Covenant compliance.”

We view Adjusted EBITDA as a key measure of our performance. We present Adjusted EBITDA not only due to
its importance for purposes of our senior secured credit facilities but also because it assists us in comparing our
performance across reporting periods on a consistent basis because it excludes items that we do not believe are
indicative of our core operating performance. Our management uses Adjusted EBITDA:

¢ for planning purposes, including the preparation of our annual operating budget and developing and refining our
internal projections for future periods;

* to allocate resources to enhance the financial performance of our business;

*® as a benchmark for the determination of the bonus component of compensation for our senior executives under
our management incentive plan, as described further in our Proxy Statement;

* to evaluate the effectiveness of our business strategies and as a supplemental tool in evaluating our performance
against our budget for each period; and

* in communications with our board of directors and investors concerning our financial performance.

We believe Adjusted EBITDA is used by securities analysts, investors and other interested parties in the evaluation
of our company. Management believes that the disclosure of Adjusted EBITDA offers an additional financial metric
that, when coupled with U.S. GAAP results and the reconciliation to U.S. GAAP results, provides a more complete
understanding of our results of operations and the factors and trends affecting our business. We believe Adjusted
EBITDA is useful to investors for the following reasons:

¢ Adjusted EBITDA and similar non-GAAP measures are widely used by investors to measure a company’s
operating performance without regard to items that can vary substantially from company to company depending
upon financing and accounting methods, book values of assets, tax jurisdictions, capital structures and the
methods by which assets were acquired;

¢ Investors can use Adjusted EBITDA as a supplemental measure to evaluate the overall operating performance of

our company, including our ability to service our debt and other cash needs; and

* by comparing our Adjusted EBITDA in different historical periods, our investors can evaluate our operating
performance excluding the impact of items described below.

The adjustments included in the reconciliation table listed below are provided for under our senior secured credit
facilities (except where noted in footnote (j) below) and also are presented to illustrate the operating performance

of our business in a manner consistent with the presentation used by our management and board of directors. These °
adjustments eliminate the impact of a number of items that:

* we do not consider indicative of our ongoing operating performance, such as non-cash impairment and other
charges, transaction costs relating to the CCMP Transactions and repurchases of our debt by affiliates of CCMP,
non-cash gains relating to the retirement of debt, severance costs and other restructuring-related business
optimization expenses;

* we believe to be akin to, or associated with, interest expense, such as administrative agent fees, revolvmg credit
facility commitment fees and letter of credit fees;

* are non-cash in nature, such as share-based compensation; or

* were eliminated following the consummation of our initial public offering, such as sponsor fees.

We explain in more detail in footnotes (a) through (j) below why we believe these adjustments are useful in
calculating Adjusted EBITDA as a measure of our operating performance.



Adjusted EBITDA does not represent, and should not be a substitute for, net income or cash flows from operations
as determined in accordance with U.S. GAAP. Adjusted EBITDA has limitations as an analytical tool, and you
should not consider it in isolation, or as a substitute for analysis of our results as reported under U.S. GAAP. Some
of the limitations are:

* Adjusted EBITDA does not reflect our cash expenditures, or future requirements for capital expenditures or
contractual commitments;

* Adjusted EBITDA does not reflect changes in, or cash requirements for, our working capital needs;

* Adjusted EBITDA does not reflect the significant interest expense, or the cash requirements necessary to service
interest or principal payments, on our debt;

¢ although depreciation and amortization are non-cash charges, the assets being depreciated and amortized will
often have to be replaced in the future, and Adjusted EBITDA does not reflect any cash requirements for such
replacements; -

¢ several of the adjustments that we use in calculating Adjusted EBITDA, such as non-cash impairment charges,
while not involving cash expense, do have a negative impact on the value our assets as reflected in our
consolidated balance sheet prepared in accordance with U.S. GAAP;

* the adjustments for business optimization expenses, which we believe are appropriate for the reasons set out in
note (f) below, represent costs associated with severance and other items which are reflected in operating
expenses and income (loss) from continuing operations in our consolidated statements of operations prepared in
accordance with U.S. GAAP; and

® other companies may calculate Adjusted EBITDA differently than we do, limiting its usefulness as a comparative
measure.

Furthermore, as noted above, one of our uses of Adjusted EBITDA is as a benchmark for determining elements of
compensation for our senior executives. At the same time, some or all of these senior executives have responsibility
for monitoring our financial results generally, including the items that are included as adjustments in calculating
Adjusted EBITDA (subject ultimately to review by our board of directors in the context of the board’s review of our
quarterly financial statements). While many of the adjustments (for example, transaction costs and credit facility fees
and sponsor fees), involve mathematical application of items reflected in our financial statements, others (such as
business optimization adjustments) involve a degree of judgment and discretion. While we believe that all of these
adjustments are appropriate, and while the quarterly calculations are subject to review by our board of directors in
the context of the board’s review of our quarterly financial statements and certification by our chief financial officer
in a compliance certificate provided to the lenders under our senior secured credit facilities, this discretion may be
viewed as an additional limitation on the use of Adjusted EBITDA as an analytical tool.

Because of these limitations, Adjusted EBITDA should not be considered as a measure of discretionary cash
available to us to invest in the growth of our business. We compensate for these limitations by relying primarily on
our U.S. GAAP results and using Adjusted EBITDA only supplementally.

Our senior secured credit facility requires Generac Power Systems, Inc. to maintain a leverage ratio of consolidated
total debt, net of unrestricted cash and marketable securities, to Covenant EBITDA at a level that varies over time.
As of December 31, 2010, Generac Power Systems, Inc.’s ratio was 4.01 to 1.00, which was below the covenant
requirement of 5.75 to 1.00. Generac Holdings Inc. net debt to adjusted EBITDA ratio as of December 31, 2010
was 3.70x. Our credit agreement does not permit us to net cash and cash equivalents held by the Generac

Holdings Inc. entity against our debt balance for covenant purposes. Failure to comply with this covenant would
result in an event of default under our senior secured credit facility unless waived by our lenders. An event of
default under our senior secured credit facility could result in the acceleration of our indebtedness under the facility,
and we may be unable to repay the amounts due. -



The following table presents a reconciliation of net income (loss) to Adjusted EBITDA:

Predecessor Successor
Period from Period from
January 1, November 11,
2006 through | 2006 through Year ended  Year ended  Year ended  Year ended
November 10, | December 31, December 31, December 31, December 31, December 31,
(Dollars in thousands) 2006 2006 2007 2008 2009 2010
Net income (loss) ........ $ 12,787 $(15,957) $ (9,714)  $(555,955) $ 43,055 $ 56,913
Interest expense . ........ 673 18,354 125,366 108,022 70,862 27,397
Depreciation and
amortization . ......... 4,678 9,512 53,783 54,770 59,675 59,440
Income taxes provision
(benefit) . . . .......... 5,519 — (571) 400 339 307
Non-cash impairment and
other charges (income)(a) . 416 6,998 5,328 585,634 (1,592) (361)
Non-cash share-based
compensation expense(b) . . — — — — — 6,363
Write-off of deferred
financing costs related to
debt extinguishment(c) . . . — — — — — 4,809
) Transaction costs and credit
facility fees(d) . ........ 149,792 80 1,044 1,319 1,188 1,019
" Non-cash gains(e) ........ — — (18,759) (65,385) (14,745) —
Business optimization
expenses(f) ........... 438 62 1,944 971 — 108
Sponsor fees(g) . . ... ... .. — 70 500 500 500 56
Letter of credit fees(h) . . . . . — — 335 169 135 (26)
Other state franchise taxes(i) . — — — 53 72 317
Holding company interest
income(j) ............ — ) (1,108) (640) (402) (93)
Adjusted EBITDA . . .. .. .. $174,303 $ 19,042 $158,148 $ 129,858 $159,087 $156,249

(a) Represents the following non-cash charges:
¢ for the Predecessor Period, a loss on disposal of assets;

* for the period from November 11 through December 31, 2006, a charge for the step-up in book value of
inventory as a result of the application of purchase accounting in connection with the CCMP Transactions;

¢ for the year ended December 31, 2007, primarily a $3.9 million charge for the step-up in book value of
inventory as a result of the application of purchase accounting in connection with the CCMP Transactions.
Also includes $1.4 million of other charges, including a write-off of a pre-CCMP Transactions receivable,
stock compensation expense, unsettled mark-to-market losses on copper forward contracts and losses on
disposals of assets;

¢ for the year ended December 31, 2008, primarily $503.2 million in goodwill impairment charges and
. o $80.3 million in trade name impairment charges described in “Item 7—Management’s Discussion and
RN Analysis of Financial Condition and Results of Operations—Critical accounting policies—Goodwill and other
' intangible assets.” $1.6 million of the amount is comprised of unsettled mark to market losses on copper
forward contracts, a write-off of pre-CCMP Transactions bad debts and losses on disposals of assets.
Separately, the amount also includes a write-off of certain inventory;

¢ for the years ended December 31, 2010 and 2009, primarily unrealized mark-to-market adjustments on
copper and Euro forward contracts and loss on disposal of assets;

We believe that adjusting net income for these non-cash charges is useful for the following reasons:

* The losses on disposals of assets in several periods described above result from the sale of assets that are no
longer useful in our business and therefore represent losses that are not from our core operations;
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* The charge for the step-up in the value of inventory as a result of the application of purchase accounting at
the time of the CCMP Transactions is a one-time charge resulting from our acquisition by CCMP in 2006
described in “Item 7—Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Transactions with CCMP”;

* The write-offs of certain pre-CCMP Transaction bad debts in the years ended December 31, 2007 and 2008
are non-cash charges that we believe do not reflect cash outflows after our acquisition by CCMP;

¢ The adjustments for unrealized mark-to-market gains and losses on copper forward and Euro contracts
represent non-cash items to reflect changes in the fair value of forward contracts that have not been settled
or terminated. We believe that it is useful to adjust net income for these items because the charges do not
represent a cash outlay in the period in which the charge is incurred, although Adjusted EBITDA must
always be used together with our U.S. GAAP statements of operations and cash flows to capture the full
effect of these contracts on our operating performance;

* The goodwill and trade name impairment charges recorded in the year ended December 31, 2008 are
one-time items that we believe do not reflect our ongoing operations. These charges are explained in greater
detail in “Item 7—Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Ceritical Accounting Policies—Goodwill and Other Intangible Assets”;

¢ The small amount of stock compensation expense recorded in the year ended December 31, 2007 was a

non-cash charge for compensation under our 2006 Management Equity Incentive Plan. We do not believe
N that equity awards and the related expense under our 2006 Management Equity Incentive Plan, which

terminated in connection with our initial public offering, will be useful in predicting stock compensation
expense that we will incur under the new equity incentive plan that we adopted in connection with the IPO.
However, we do expect to incur stock compensation expense under the new plan, and you should see our
Proxy Statement under captions “Compensation discussion and analysis—Components of compensation—
Equity-based compensation” and “Executive compensation—2010 Equity incentive plan” for more
information about that plan; and

* The write-off of certain pre-CCMP Transaction excess inventory recorded in the year ended December 31,
2008 was a non-cash charge that we believe does not reflect cash outflows after our acquisition by CCMP.

(b) Represents share-based compensation expense to account for stock options, restricted stock and other stock
awards over their vesting period, issued in connection our initial public offering;

(c) Represents the write-off of a portion of deferred financing costs related to the repayment of debt after our
. initial public offering;

(d) Represents the following transaction costs and fees relating to our senior secured credit facilities:

¢ transaction costs relating to the CCMP Transactions recorded in the Predecessor Period from January 1,
2006 through November 10, 2006 and the Successor Period from November 11, 2006 through December 31,
2008, which consisted primarily of the expense incurred by our Predecessor when grants under its Equity
Appreciation Share Plan vested upon the change of control triggered by the CCMP Transactions;

¢ for all periods after 2006, administrative agent fees and revolving credit facility commitment fees under our
senior secured credit facilities, which we believe to be akin to, or associated with, interest expense and whose
inclusion in Adjusted EBITDA is therefore similar to the inclusion of interest expense in that calculation;

* for all periods after 2006, transaction costs relating to repurchases of debt under our first and second lien
credit facilities by affiliates of CCMP, which CCMP’s affiliates contributed to our company in exchange for
the issuances of securities, which repurchases we do not expect to recur;

(e) represents the following non-cash gains:

* for all periods after 2006, represents non-cash gains on the extinguishment of debt repurchased by affiliates
of CCMP, as described in note (d) above, which we do not expect to recur.

() Primarily represents severance costs incurred from restructuring-related activities. For the year ended
December 31, 2007, consists of $1.4 million of severance costs and $0.6 million of other restructuring-related
costs. We do not believe the charges for restructuring-related activities in the year ended December 31, 2007
reflect our ongoing operations. Although we have incurred severance costs in most of the periods set forth in
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the table above, it is difficult to predict the amounts of similar costs in the future, and we believe that adjusting
for these costs aids in measuring the performance of our ongoing operations. We believe that these costs will
tend to be immaterial to our results of operations in future periods.

(g) Represents management, consulting, monitoring, transaction and advisory fees and related expenses paid or
accrued to affiliates of CCMP and affiliates of Unitas (related parties) under an advisory services and
monitoring agreement. This agreement automatically terminated upon consummation of our initial public
offering, and, accordingly, we believe that these expenses do not reflect the expenses of our ongoing operations.

(h) Represents fees on letters of credit outstanding under our senior secured credit facilities, which we believe to
be akin to, or associated with, interest expense and whose inclusion in Adjusted EBITDA is therefore similar to
the inclusion of interest expense.

(i) Represents franchise and business activity taxes paid at the state level. We believe that the inclusion of these
taxes in calculating Adjusted EBITDA is similar to the inclusion of income taxes, as set forth in the table
above.

(j) Represents interest earned on cash held at Generac Holdings Inc. We exclude these amounts because we do
not-include them in the calculation of “Covenant EBITDA” under and as defined in our senior secured credit
facilities.

(7) Adjusted Net Income is defined as net income (loss) before provision (benefit) for income taxes adjusted for the
following items: cash income tax expense (benefit), amortization of intangible assets, amortization and write-offs of
> deferred loan costs related to the Company’s debt, intangible asset impairment charges, transaction costs and
purchase accounting adjustments, a‘nd non-cash gains reflected in the reconciliation table set forth below.

We believe Adjusted Net Income is used by securities analysts, investors and other interested parties in the
evaluation of our company operations. Management believes the disclosure of Adjusted Net Income offers an
additional financial metric that, when used in conjunction with U.S. GAAP results and the reconciliation to

U.S. GAAP results, provides a more complete understanding of our results of operations and the factors and trends
affecting our business.

The adjustments included in the reconciliation table listed below are presented to illustrate the operating
performance of our business in a manner consistent with the presentation used by investors and securities analysts.
Similar to the Adjusted EBITDA reconciliation, these adjustments eliminate the impact of a number of items that
we do not consider indicative of our ongoing operating performance, such as amortization costs, and non-cash gains
and write-offs relating to the retirement of debt. We also make adjustments to present cash taxes paid.

Similar to Adjusted EBITDA, Adjusted Net Income does not represent, and should not be a substitute for, net

income or cash flows from operations as determined in accordance with U.S. GAAP. Adjusted Net Income has

limitations as an analytical tool, and you should not consider it in isolation, or as a substitute for analysis of our
""" results as reported under U.S. GAAP. Some of the limitations are:

¢ Adjusted Net Income does not reflect changes in, or cash requirements for, our working capital needs;

¢ although amortization is a non-cash charge, the assets being amortized may have to be replaced in the future,
and Adjusted Net Income does not reflect any cash requirements for such replacements;

* Other companies may calculate Adjusted Net Income differently than we do, limiting its usefulness as a
comparative measure.
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The following table presents a reconciliation of net income (loss) to Adjusted Net Income:

Predecessor Successor
Period from Period from
January 1, November 11,
2006 through | 2006 through Year ended  Year ended  Year ended  Year ended

November 10,

December 31, December 31, Decemger 31, Dec
2008

ember 31, December 31,
2010

. 2006 2006 2007 2009

(Dollars in thousands)
Net income (loss) . ....... $ 12,787 $(15,957)  $ (9,714)  $(555,955)  $ 43,055 $ 56,913
Provision (benefit) for income

taxes . . ... 5,519 — (571) 400 339 307
Income (loss) before

provision (benefit) for

income taxes . ......... 18,306 (15,957) (10,285) (555,555) 43,394 57,220
Amortization of intangible-

assets . . ... ... 24 8,576 47,602 47,602 51,960 51,808
Amortization of deferred loan

COSES « v v v e — 590 4,225 3,905 3,417 2,439
Write-off of deferred

financing costs related to

debt extinguishment . . . .. — — — — — 4,809
Intangible impairment charge — — — 583,486 — —
Transaction costs and

purchase accounting

adjustments . . ......... 149,792 6,998 3,925 -— — —
Gain on extinguishment of

debt................ — — (18,759) (65,385) (14,745) —
Adjusted net income before

income taxes . ......... 168,122 207 26,708 14,053 84,026 116,276
Cash income tax expense . . . (348) (51 4,777) (295) (383) (404)
Adjusted net income . ..... $167,774 $ 156 $ 21,931 $ 13,758 $ 83,643 $115,872

statements included in Item 8 of this annual report.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis of our financial condition and results of operations should be
read together with “Item 6—Selected Financial Data” and the consolidated financial statements and the
related notes included in Item 8 of this annual report. This discussion contains forward-looking statements,
based on current expectations and related to future events and our future financial performance, that involve
risks and uncertainties. Our actual results may differ materially from those anticipated in these forward-
looking statements as a result of many factors, including those set forth under “Item 1A—Risk Factors.”

Overview

We are a leading designer and manufacturer of a wide range of standby generators for the
residential, industrial and commercial markets. As the only significant market participant focused
predominantly on these products, we have one of the leading market positions in the standby generator
market in the United States and Canada. We design, engineer and manufacture generators with an
output of between 800W and 9mW of power. We design, manufacture, source and modify engines,
alternators, automatic transfer switches and other components necessary for our products. Our
generators are fueled by natural gas, liquid propane, gasoline, diesel and Bi-Fuel™. Our products are
available through a broad network of independent dealers, retailers and wholesalers.

Business drivers and measures

.

In operating our business and monitoring its performance, we pay attention to a number of
industry trends, performance measures and operational factors. The statements in this section are based
on our current expectations.

Industry trends

Our performance is affected by the demand for reliable back-up power solutions by our customer
base. This demand is influenced by several important trends affecting our industry, including the
following:

Increasing penetration opportunity. Although there have been recent increases in product costs for
installed standby generators in the residential and light-commercial markets (driven in the last two
years by raw material costs), these costs have declined overall over the last decade, and many potential
customers are not aware of the costs and benefits of backup power solutions. We estimate that
penetration rates for residential products are approximately 2% of U.S. single-family detached, owner-
occupied households with a home value of over $100,000, as defined by the U.S. Census Bureau’s 2007
American Housing Survey for the United States, and penetration rates of many light-commercial
outlets such as restaurants, drug stores, and gas stations are significantly lower than penetration of
hospitals and industrial locations. We believe that by expanding our distribution network, continuing to
develop our product line, and targeting our marketing efforts, we can continue to build awareness and
increase penetration for our standby generators.

Impact of residential investment cycle. The market for residential generators is affected by the
residential investment cycle and overall consumer sentiment. When homeowners are confident of their
household income or net worth, they are more likely to invest in their home. These trends can have a
material impact on demand for residential generators.

Effect of large scale power disruptions. Power disruptions are an important driver of consumer
awareness and have historically influenced demand for generators. Disruptions in the aging U.S. power
grid and tropical and winter storm activity increase product awareness and may drive consumers to
accelerate their purchase of a standby or portable generator during the immediate and subsequent
period, which we believe may last for six to twelve months for standby generators. While there are
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power outages every year across all regions of the country, major outage activity is unpredictable by
nature and, as a result, our sales levels and profitability may fluctuate from period to period.

Impact of business capital investment cycle. The market for commercial and industrial generators is
affected by the capital investment cycle and overall durable goods spending, as businesses either add
new locations or make investments to upgrade existing locations. These trends can have a material
impact on demand for industrial and commercial generators. However the capital investment cycle may
differ for the various industrial and commercial end markets (industrial, telecommunications,
distribution, retail health care facilities and municipal infrastructure, among others). The market for
generators is also affected by general economic conditions, credit availability and trends in durable
goods spending by consumers and businesses.

Operational factors

We are subject to various factors that can affect our results of operations, which we attempt to
mitigate through factors we can control, including continued product development, expanded
distribution, pricing and cost control. The operational factors that affect our business include the
following:

New product start-up costs. 'When we launch new products, we generally experience an increase in
start-up costs, including engineering expenses, air freight expenses, testing expenses and marketing
expenses, resulting in lower gross margins after the initial launch of a new product. Margins on new
product introductions generally increase over the life of the product as these start-up costs decline and
we focus our engineering efforts on product cost reduction.

Effect of commodity, currency and component price fluctuations. Industry-wide price fluctuations of
key commodities, such as steel, copper and aluminum and other components we use in our products,
together with foreign currency fluctuations, can have a material impact on our results of operations. We
have historically attempted to mitigate the impact of rising commodity, currency and component prices
through improved product design, price increases and select hedging transactions. Our results are also
influenced by changes in fuel prices in the form of freight rates, which in some cases are borne by our
customers and in other cases are paid by us.

Other factors

Other factors that affect our results of operations include the following:

Factors influencing interest and amortization expense. As a result of the CCMP Transactions in
2006, our interest expense and amortization expense increased. Accordingly, our consolidated financial
statements prior to November 2006 are not comparable to subsequent periods, primarily as a result of
significantly increased interest expense and amortization expense. Interest expense decreased in 2010
because we repaid $434.3 million of outstanding indebtedness during 2010, interest rates declined from
2009 levels and certain interest rate swap contracts terminated at the beginning of 2010.

Factors influencing provision for income taxes. Because we made a Section 338(h)(10) election in
connection with the CCMP Transactions, we have $1.3 billion of tax-deductible goodwill and intangible
asset amortization remaining as of December 31, 2010 that we expect to generate cash tax savings of
$510 million through 2021, assuming continued profitability and a 38.5% tax rate. The amortization of
these assets for tax purposes is expected to be $122 million annually through 2020 and $102 million in
2021, which generates annual cash tax savings of $47 million through 2020 and $39 million in 2021,
assuming profitability and a 38.5% tax rate. Additionally, we have federal net operating loss, or NOL,
carry-forwards of $166.1 million as of December 31, 2010, which we expect to generate an additional
$58 million of federal cash tax savings at a 35% rate when and if utilized. Based on current business
plans, we believe that our cash tax obligations through 2021 will be significantly reduced by these tax
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attributes. However, any subsequent accumulations of common stock ownership leading to a change of
control under Section 382 of the U.S. Internal Revenue Code of 1986, including through sales of stock
by large stockholders, all of which are outside of our control, could limit and defer our ability to utilize
our net operating loss carryforwards to offset future federal income tax liabilities.

Seasonality.  Although there is demand for our products throughout the year, in each of the past
three years approximately 20% to 24% of our net sales occurred in the first quarter, 22% to 25% in
the second quarter, 25% to 29% in the third quarter and 26% to 30% in the fourth quarter, with
different seasonality depending on the timing of outage activity in each year. We maintain a flexible
production schedule in order to respond to outage-driven peak demand, but typically increase
production levels in the second and third quarters of each year.

Transactions with CCMP

In November 2006, affiliates of CCMP, together with affiliates of Unitas and members of our
management, purchased an aggregate of $689 million of our equity capital. In addition, on
November 10, 2006, Generac Power Systems borrowed an aggregate of $1,380 million, consisting of an
initial drawdown of $950 million under a $1.1 billion first lien secured credit facility and $430 million
under a $430 million second lien secured credit facility. With the proceeds from these equity and debt
financings, together with cash on hand at Generac Power Systems, we (1) acquired all of the capital
stock of Generac Power Systems and repaid certain pre-transaction indebtedness of Generac Power
Systems for $2.0 billion, (2) paid $66 million in transaction costs related to the transaction and
(3) retained $3 million for general corporate purposes. For additional information concerning these and
other historical transactions with CCMP, see “Item 1—Business—History—CCMP transactions.”

During 2007, affiliates of CCMP acquired $80.3 million principal amount of second lien term loans
for approximately $60.0 million. CCMP’s affiliates exchanged this debt for additional shares of Class B
Common Stock. The fair value of the shares exchanged was $60.0 million. We recorded this transaction
as additional Class B Common Stock of $60.0 million based on the fair value of the debt contributed
by CCMP’s affiliates, which approximated the fair value of shares exchanged. The debt was held in
treasury at face value. Consequently, we recorded a gain on extinguishment of debt of $18.8 million,
which includes the write-off of deferred financing fees and other closing costs, in the consolidated
statement of operations for the year ended December 31, 2007.

During 2008, affiliates of CCMP acquired $148.9 million principal amount of second lien term
loans for approximately $81.1 million. CCMP’s affiliates exchanged $24.0 million principal amount of
this debt for additional shares of Class B Common Stock and $124.9 million principal amount of this
debt for shares of our Series A Preferred Stock. The fair value of the shares of our Class B Common
Stock and Series A Preferred Stock so exchanged was $18.2 million and $62.9 million, respectively. We
recorded this transaction as Series A Preferred Stock of $62.9 million and Class B Common Stock of
$18.2 million based on the fair value of the debt contributed by CCMP’s affiliates, which approximated
the fair value of shares exchanged. The debt was held in treasury at face value. Consequently, we
recorded a gain on extinguishment of debt of $65.4 million, which includes the write-off of deferred
financing fees and other closing costs, in the consolidated statement of operations for the year ended
December 31, 2008.

As of September 30, 2008, we failed to satisfy the leverage ratio in our senior secured credit
facilities. As permitted by the credit agreement, in November, 2008, this violation was remedied by an
equity contribution of $15,500,000 from affiliates of CCMP, in exchange for 1,550 shares of Series A
Preferred stock.

During 2009, affiliates of CCMP acquired $9.9 million principal amount of first lien term loans and
$20.0 million principal amount of second lien term loans for approximately $14.8 million. CCMP’s
affiliates exchanged this debt for 1,475.4596 shares of Series A Preferred Stock. The fair value of the
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shares exchanged was $14.8 million. We recorded this transaction as additional Series A Preferred
Stock of $14.8 million based on the fair value of the debt contributed by CCMP’s affiliates, which
approximated the fair value of shares exchanged. The debt was held in treasury at face value.
Consequently, we recorded a gain on extinguishment of debt of $14.7 million, which includes a write-off
of deferred financing fees and other closing costs, in the consolidated statement of operations for the
year ended December 31, 2009.

In connection with such issuances of our Class B Common Stock to affiliates of CCMP in
connection with debt exchanges in 2007 and 2008 and the satisfaction of preemptive rights under the
shareholders’ agreement that arose from such issuances, affiliates of CCMP sold some of the shares of
our Class B Common Stock they were issued in connection with such debt exchanges to an entity
affiliated with CCMP, certain affiliates of Unitas and certain members of our management and board of
directors. In addition, in connection with such issuances of our Series A Preferred Stock to affiliates
and CCMP in connection with debt exchanges in 2008 and 2009 and the satisfaction of preemptive
rights under the shareholders’ agreement that arose from such issuances, during the year ended
December 31, 2009, we issued 2,000 shares of Series A Preferred Stock for an aggregate purchase price
of $20.0 million in cash to an entity affiliated with CCMP and certain members of management and
our board of directors, and affiliates of CCMP sold some of the shares of Series A Preferred Stock
they were previously issued in connection with such debt exchanges to an entity affiliated with CCMP
and a member of the board of directors at the same price.

Corporate reorganization

Our capitalization prior to the initial public offering consisted of Series A Preferred Stock, Class B
Common Stock and Class A Common Stock. Our Series A Preferred Stock was entitled to a priority
return preference equal to a 14% annual return on the amount originally paid for such shares and
equity participation equal to 24.3% of the remaining equity value of the Company. Our Class B
Common Stock was entitled to a priority return preference equal to a 10% annual return on the
amount originally paid for such shares. In connection with the initial public offering, we undertook a
corporate reorganization which gave effect to the conversion of our Series A Preferred Stock and
Class B Common Stock into the same class of our common stock that was sold in our initial public
offering while taking into account the rights and preference of those shares, including the priority
returns of our Series A Preferred Stock and our Class B Common Stock and the equity participation
rights of the Series A Preferred Stock. A reverse stock split was needed to reduce the number of shares
to be issued to holders of our Class A and Class B Common Stock to the number that correctly
reflected the proportionate interest of such stockholders in our company, taking into account the
number of shares of common stock to be issued upon the conversion of our Series A Preferred Stock
and the number and value of shares of common stock to be issued and sold to new investors in the
initial public offering. We refer to these transactions as the “Corporate Reorganization.” The specific
steps in the Corporate Reorganization were as follows:

Treatment of Class B Common Stock

Our certificate of incorporation prior to the offering provided for the mandatory conversion of our
Class B Voting Common Stock to Class A Common Stock in the event of an initial public offering, so
that our Class B Common Stock is converted into the same class of our common stock that is to be
offered in an initial public offering taking into account of the value, rights and preferences of our
Class B Common Stock. In accordance with the terms of our certificate of incorporation prior to the
offering, at the time we entered into an underwriting agreement with respect to the initial public
offering, each share of our Class B Common Stock automatically converted into a number of shares of
our Class A Common Stock equal to one plus the quotient obtained by dividing (i)(x) the amount paid
for such share of Class B Common Stock plus (y) an increase to such amount equal to 10% per annum
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calculated and compounded quarterly on the basis of a 360-day year of twelve 30-day months and
which increased amount shall be deemed to have accrued on a daily basis (i.e., the “Class B Return”),
by (ii) the public offering price (net of underwriting discounts and commissions). We refer to this as
the “Class B Conversion.” Each share of our Class B Common Stock converted into 1,118.440 shares
of our Class A Common Stock (i.e., the “Class B Conversion Ratio”). As a result of the Class B
Conversion, we issued an aggregate of 88,484,700 shares of our Class A Common Stock.

Reverse stock split

Immediately following the Class B Conversion, we effected a 3.294 for one reverse stock split of
our then outstanding shares of Class A Common Stock, including those shares of our Class A Common
Stock issued as part of the Class B Conversion, which decreased the number of shares of our Class A
Common Stock immediately after the Class B Conversion from 88,490,028 shares to 26,861,523 shares.
We refer to this as the “Reverse Stock Split.”

Treatment of Series A Preferred Stock

The certificate of designations for our Series A Preferred Stock prior to our initial public offering
provided for the mandatory conversion of the Series A Preferred Stock to Class A Common Stock in
the event of an initial public offering, so that our Series A Preferred Stock is converted into the same
class of our common stock that is to be offered in an initial public offering taking into account of the
value, rights and preferences of our Series A Preferred Stock. In accordance with the terms of the
certificate of designations to our Series A Preferred Stock and our certificate of incorporation prior to
the offering, promptly following the time we entered into an underwriting agreement with respect to
the initial public offering, each share of our Series A Preferred Stock automatically converted into a
number of shares of our Class A Common Stock equal to the sum of (A) the quotient obtained by
dividing (i)(w) the amount paid for such share of Series A Preferred Stock plus (x) an increase to such
amount equal to 14% per annum calculated and compounded quarterly on the basis of a 360-day year
of twelve 30-day months and which increased amount shall be deemed to have accrued on a daily basis
(the “Series A Preferred Return”), by (ii) the public offering price (net of underwriting discounts and
commissions), plus (B) the product of (y) a fraction, the numerator of which is one and the
denominator of which is the number of shares of our Series A Preferred Stock outstanding at such
time, and (z) an additional number of shares of our Class A Common Stock that, when added to the
number of shares of our Class A Common Stock outstanding at such time, including after giving effect
to the Class B Conversion and the Reverse Stock Split, equaled 24.3% of the number of shares of our
Class A Common Stock outstanding at such time (excluding the shares issued pursuant to clause A)
above). We refer to this as the “Series A Preferred Conversion.” Each share of our Series A Preferred
Stock converted into 1,724.976 shares of our Class A Common Stock (i.e., the “Series A Preferred
Conversion Ratio™). As a result of the Series A Preferred Conversion, we issued an aggregate of
19,511,018 shares of our Class A Common Stock.

Reclassification of Class A Common Stock

After giving effect to the Class B Conversion, the Reverse Stock Split and the Series A Preferred
Conversion, there were 46,372,541 shares of Class A Common Stock which were reclassified as
common stock. :
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Initial public offering

On February 17, 2010, the Company completed its initial public offering of 18,750,000 shares of its
common stock at a price of $13.00 per share. In addition, the underwriters exercised their option and
purchased an additional 1,950,500 shares of the Company’s common stock from the Company on
March 18, 2010. We received a total of approximately $247.9 million in net proceeds from the initial
public offering and underwriters’ option exercise, after deducting the underwriting discounts and
expenses. Immediately following the Corporate Reorganization, the IPO and underwriters’ option
exercise, we had 67,529,290 total shares of common stock outstanding.

Repayment of debt

In February 2010, we used $221.6 million in net proceeds from the initial closing of the IPO to pay
down our second lien term loan in full and to pay down a portion of our first lien term loan. In
addition, in March 2010 and December 2010, we used $138.5 million and $74.2 million respectively, of
cash and cash equivalents on hand to further pay down our first lien term loan. As a result of these
debt repayments, the outstanding balance on the first lien credit facility has been reduced to
$657.2 million as of December 31, 2010, and our second lien credit facility has been repaid in full and
terminated. This reduction in debt will have a significant impact on cash flows as a result of lower
interest expense in future periods, based on current LIBOR rates.

Components of net sales and expenses
Net sales

Substantially all of our net sales are generated through the sale of our standby generators to the
residential, commercial and industrial markets. We also sell air-cooled engines to certain customers and
sell service parts to our dealer network. Net sales are recognized upon shipment of products to our
customers. Net sales also includes shipping and handling charges billed to customers which are
recognized at the time of shipment of products to our customers. Related freight costs are included in
cost of sales. Our generators are fueled by natural gas, liquid propane, gasoline, diesel or Bi-Fuel™
systems with power output from 800W to 9mW. Our products are primarily manufactured and
assembled at our Wisconsin facilities and distributed through thousands of outlets across the United
States and Canada. Our smaller kW generators for the residential, portable and commercial markets
are typically built to stock, while our larger kW products for the industrial markets are generally
customized and built to order.

Our net sales are affected primarily by the U.S. economy as sales outside of North America
represent only approximately 1% of total net sales. '

We are not dependent on any one channel or customer for our net sales, with no single customer
representing more than 6% of our net sales for the year ended December 31, 2010 and our top ten
customers representing less than 29% of our net sales for the same period.

Costs of goods sold

The principal elements of costs of goods sold in our manufacturing operations are component
parts, raw materials, factory overhead and labor. Component parts and raw materials comprised over
80% of costs of goods sold for the year ended December 31, 2010. The principal component parts are
engines and alternators. We design and manufacture air-cooled engines for certain of our products
smaller than 20kW. We source engines for some of our smaller products and all of our products larger
than 20kW. We design all the alternators for our units and manufacture alternators for certain of our
units. We also manufacture other generator components where we believe we have a design and cost
advantage. We source component parts from an extensive global network of reliable, low-cost suppliers.
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The principal raw materials used in our manufacturing processes and in the manufacturing of the
components we source are steel, copper and aluminum. We are susceptible to fluctuations in the cost of
these commodities, impacting our costs of goods sold. We seek to mitigate the impact of commodity
prices on our business through a continued focus on product design improvements and price increases
in our products. However, there is typically a lag between raw material price fluctuations and their
effect on our costs of goods sold.

Other sources of costs include our manufacturing facilities, which require significant factory
overhead, labor and shipping costs. Factory overhead includes utilities, support personnel, depreciation,
general supplies and support and maintenance. Although we maintain a low-cost, largely non-union
workforce and flexible manufacturing processes, our margins can be impacted when we cannot
promptly decrease labor and manufacturing costs to match declines in net sales.

Operating expenses

Our operating expenses consist of costs incurred to support our marketing, distribution,
engineering, information systems, human resources, finance, purchasing, risk management, legal and tax
functions. All of these categories include personnel costs such as salaries, bonuses, employee benefit
costs and taxes. We classify our operating expenses into four categories: selling and service, research
and development, general and administrative, and amortization of intangibles.

- Selling and service. Our selling and service expenses consist primarily of personnel expense,
marketing expense, warranty expense and other sales expenses. Our personnel expense recorded in
selling and services expenses includes the expense of our sales force responsible for our national
accounts and other personnel involved in the marketing and sales of our products. Warranty expense,
which is recorded at the time of sale, is estimated based on historical trends. Our marketing expenses
include direct mail costs, printed material costs, product display costs, market research expenses, trade
show expenses and media advertising. Marketing expenses generally increase as our sales efforts
increase and are related to the launch of new product offerings and opportunities within selected
markets or associated with specific events such as awareness marketing in areas impacted by storms,
participation in trade shows and other events.

Research and development. Our research and development expenses support over 120 active
research and development projects. We currently operate three advanced facilities and employ close to
120 engineers who focus on new product development, existing product improvement and cost
reduction. Our commitment to research and development has resulted in a significant portfolio of
approximately 50 U.S. and international patents and patent applications. Our research and development
is expensed as incurred. :

General and administrative. Our general and administrative expenses include personnel costs for
general and administrative employees, accounting and legal professional services fees, information
technology costs, insurance, travel and entertainment expense and other corporate expense. In 2010,
our general and administrative expenses have increased as we have incurred additional expenses
associated with being a public company, including increased personnel costs, legal costs, accounting
costs, board compensation expense, investor relations costs, higher insurance premiums, stock-based
compensation expense, and costs associated with our compliance with Section 404 of the Sarbanes-
Oxley Act of 2002, other applicable SEC regulations and the requirements of the NYSE.

Amortization of intangibles. Our amortization of intangibles expenses include the straight-line
amortization of customer lists, patents and other intangibles assets.

Gooadwill and trade name impairment charges. Goodwill primarily represents the excess of the
amount paid to acquire us over the estimated fair value of the net tangible and intangible assets
acquired as of the November 2006 date of the CCMP Transactions.

38



Other indefinite-lived intangible assets consist of trade names. The fair value of trade names is
measured using a relief-from-royalty approach, which assumes the fair value of the trade name is the
discounted cash flows of the amount that would be paid had we not owned the trade name and instead
licensed the trade name from another company.

In some periods, we have recorded a charge for the write down of goodwill and trade names that
was recorded in operating expenses. Please see “Critical accounting policies—Goodwill and other
intangible assets” for additional detail on this charge.

Transaction-related expenses. In the year ended December 31, 2006, our operating expenses
include one-time transaction-related expenses incurred during the Predecessor Period related to the
CCMP Transactions.

Other income (expense)

Our other income (expense) includes the interest expense on the outstanding balances of our
$950.0 million first lien term loan, $430.0 million second lien term loan and $150.0 million revolving
credit facility entered into in November 2006, and the amortization of debt financing costs. In February
2010, we used the net proceeds from the initial closing of the initial public offering to pay down our
second lien term loan in full and to pay down a portion of our first lien term loan. In addition, in
March 2010 and December 2010, we used cash and cash equivalents on hand to further pay down our
first lien term loan principal. No amounts were outstanding under the revolving credit facility at
December 31, 2010 and December 31, 2009. The amounts borrowed under our term loans bear interest
at rates based upon either a base rate or LIBOR, plus an applicable margin. We also earn interest
income on our cash and cash equivalents, which is included in other income (expense). We also
recorded expenses related to interest rate swap agreements, which had a notional amount of
$675.0 million outstanding at December 31, 2009 at an average rate of 5.04%, and a notional amount
of $300.0 million outstanding at December 31, 2010 at an average rate of 1.5%. Other income
(expense) may also include other financial items such as extinguishment of debt.
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Results of operations
Year ended December 31, 2010 compared to year ended December 31, 2009

The following table sets forth our consolidated statement of operations data for the periods
indicated:

Year ended
December 31,

(Dollars in thousands) 2009 2010
Netsales ...t e e e e $588,248  $592,880
Costsof goodssold . .. .......... .. 352,398 355,523
Gross profit .......... ... 235,850 237,357
Operating expenses:

Selling and setvice . .. ............................ 59,823 57,954

Research and development . ........................ 10,842 14,700

General and administrative. . . ...................... 14,713 22,599

Amortization of intangibles ........................ 51,960 51,808
Total operating expenses . ........................... 137,338 147,061
Income from operations ............... ... 98,512 90,296
Total other expense, net ............................. (55,118)  (33,076)
Income before provision for income taxes................ 43,394 57,220
Provision for income taxes . .. ..... .o, 339 307
Netincome. .. ....ovi it e $ 43,055 §$ 56,913

Year ended
December 31,

(Dollars in thousands) 2009 2010
Residential power products . ......................... $370,740 $372,782
Industrial & Commercial power products . ............... 187,323 183,555
Other. .. ... ... . 30,185 36,543

Netsales. ... e e, $588,248  $592,880

Net sales. Net sales increased $4.6 million, or 0.8%, to $592.9 million for the year ended
December 31, 2010 from $588.2 million for the year ended December 31, 2009. This increase was
driven by a $2.0 million, or a 0.6%, increase in sales to the residential markets due to continued
expansion of the Company’s distribution network and successful new product launches, offset by
continued weakness in U.S. residential investment. This residential product sales increase was offset by
a $3.8 million, or 2.0%, decline in industrial and commercial product sales as a result of market
declines in non-residential construction and reduced capital spending by national account customers.
Although a decrease for the full year, industrial and commercial product sales displayed strong
momentum in the second half of fiscal 2010 as end markets recovered. Other product sales increased
$6.4 million as a result of stronger RV, OEM engine and service parts sales.

Costs of goods sold. Costs of goods sold increased $3.1 million, or 0.9%, to $355.5 million for the
year ended December 31, 2010 from $352.4 million for the year ended December 31, 2009. This
increase was driven by a $4.4 million increase in materials cost, primarily due to higher steel, copper
and aluminum costs, as well as by the increase in sales volume, partially offset by lower manufacturing
overhead costs.
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Gross profit.  Gross profit increased $1.5 million, or 0.6%, to $237.4 million for the year ended
December 31, 2010 from $235.9 million for the year ended December 31, 2009, primarily due to the
factors affecting net sales and cost of goods sold described above. As a percentage of net sales, gross
profit decreased slightly to 40.0% for the year ended December 31, 2010 from 40.1% for the year
ended December 31, 2009.

Operating expenses. Operating expenses increased $9.7 million to $147.1 million for the year
ended December 31, 2010 from $137.3 million for the year ended December 31, 2009. This increase is
due to incremental research and development costs of $3.9 million related to ongoing product
development. In addition, general and administrative expenses increased $7.9 million, of which
$6.4 million is related to non-cash stock compensation expense recorded for the time vesting of equity
awards granted in connection with the IPO. The remaining increase in administrative costs is associated
with additional costs to operate as a public company.

Other expense. Other expense decreased $22.0 million, or 40.0%, to $33.1 million for the year
ended December 31, 2010 from $55.1 million for the year ended December 31, 2009. This decrease was
driven by a decline in interest expense of $43.5 million as a result of our reduction in indebtedness,
lower LIBOR rates and the termination of certain interest rate swap agreements. Offsetting this
interest expense decline in 2010, there was a prior year gain on extinguishment of debt of $14.7 million
that did not occur in 2010, as well as the current year write-off of deferred financing costs related to
debt extinguishment of $4.8 million.

Income tax expense. Income tax expense was $0.3 million for the year ended December 31, 2010,
unchanged from the year ended December 31, 2009. Income tax expense primarily relates to certain
state income taxes based on profitability measures other than net income.

Net income. As a result of the factors identified above, we generated net income of $56.9 million
for the year ended December 31, 2010 compared to a net income of $43.1 million for the year ended
December 31, 2009. The increase in net income is due to the items previously described.

Adjusted EBITDA. Adjusted EBITDA decreased to $156.2 million, compared to $159.1 million in
2009, as modest sales growth and consistent gross margins were more than offset by increased
investment in the business. Adjusted EBITDA margins declined slightly in fiscal 2010 to 26.4%
compared to 27.0% in fiscal 2009.

Adjusted net income. Adjusted Net Income increased to $115.9 million in 2010 compared to
$83.6 million in 2009. The increase in adjusted net income was attributable to lower interest expense
versus prior year offset by non cash stock compensation expenses and reduced Adjusted EBITDA
compared to fiscal 2009. ‘
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Year ended December 31, 2009 compared to year ended December 31, 2008

The following table sets forth our consolidated statement of operations data for the periods
indicated:

Year ended
December 31,

(Dollars in thousands) 2008 2009
Netsales. ........... e $ 574,229 $588,248
Costsof goodssold .. ............................. 372,199 352,398
Gross profit. . ......oo i 202,030 235,850
Operating expenses:

Selling and service . ........... ... v . 57,449 59,823

Research and development . ....................... 9,925 10,842

General and administrative . . ...................... 15,869 14,713

Amortization of intangibles . . ... ................... 47,602 51,960

Goodwill and trade name impairment charges .......... 583,486 —
Total operating expenses .. ......................... 714,331 137,338
Income (loss) from operations ....................... (512,301) 98,512
Total other expense, net . ........................... (43,254)  (55,118)
Loss before provision for income taxes ................. (555,555)  (43,394)
Provision for income taxes . ......................... 400 339
Netloss . ..., $(555,955) $ 43,055

Year ended
December 31,

(Dollars in thousands) 2008 2009
Residential power products .. ........................ $332,618 $370,740
Industrial & Commercial power products . ............... 207,861 187,323
Other. ... ... ... . 33,750 30,185

Netsales........ .o $574,229 $588,248

Net sales. Net sales increased $14.0 million, or 2.4%, to $588.2 million for the year ended
December 31, 2009 from $574.2 million for the year ended December 31, 2008. This increase was
driven by a $38.1 million, or 11.5%, increase in sales to the residential markets due to the introduction
of our new automatic home standby generator products, increases in our points of distribution, our
re-entry into the small kilowatt portable generator market in May 2008, and a strong winter storm
season in the beginning of 2009, partially offset by a weaker summer storm season during the third
quarter of 2009. The increase in home standby and portable generators was partially offset by a
$20.5 million, or 9.9%, decline in industrial and commercial sales as industrial national account and
other customers lowered capital spending in late 2008 and 2009. Net sales were also impacted by
increased selling prices on certain residential, commercial and industrial units.

Costs of goods sold. Costs of goods sold decreased $19.8 million, or 5.3%, to $352.4 million for
the year ended December 31, 2009 from $372.2 million for the year ended December 31, 2008. This
decrease was driven by a $13.3 million decrease in materials cost, primarily due to lower steel, copper
and aluminum costs, partially offset by the increase in sales volume. Freight costs and labor & overhead
costs also decreased $3.3 million and $3.2 million, respectively.
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Gross profit.  Gross profit increased $33.8 million, or 16.7%, to $235.9 million for the year ended
December 31, 2009 from $202.0 million for the year ended December 31, 2008, primarily due to the
factors affecting net sales and cost of goods sold described above. As a percentage of net sales, gross
profit increased to 40.1% for the year ended December 31, 2009 from 35.2% for the year ended
December 31, 2008. Gross profit margin increased as we realized the margin improvement from price
increases, commodity normalization and improved sourcing of certain components and products,
partially offset by higher sales of lower margin products.

Operating expenses. Operating expenses decreased $577.0 million to $137.3 million for the year
ended December 31, 2009 from $714.3 million for the year ended December 31, 2008. Because of the
goodwill and tradename impairment, operating expenses were $583.5 million higher for the year ended
December 31, 2008. The remaining increase in operating expenses of $6.5 million in 2009 was driven by
an increase in amortization of intangibles of $4.4 million, primarily due to the re-characterization of a
particular trade name from indefinite-lived to defined life. The impairment of the particular trade
name was a result of the implementation of our re-branding strategy, whereby we consolidated brands
under the Generac label and have begun phasing out the particular trade name over time. Selling and
service expenses also increased $2.4 million due to higher variable expenses related to our increase in
net sales, such as warranty, commission and credit card fees, as well as higher advertising costs.
Research and development expenses increased $0.9 million from ongoing product development and
engineering resource investment. General and administrative expenses declined $1.2 million due to cost
containment initiatives across the business.

Other expense. Other expense increased $11.9 million, or 27.4%, to $55.1 million for the year
ended December 31, 2009 from $43.3 million for the year ended December 31, 2008. This increase was
driven by a decrease in gains on the extinguishment of debt of $50.6 million, partially offset by a
decline in interest expense of $37.2 million as a result of our reduction in indebtedness and lower
LIBOR rates. The gains on extinguishment of debt and the related decrease in interest expense are due
to the debt repurchases by affiliates of CCMP, which were subsequently contributed to our company in
exchange for shares of our Class B Voting Common Stock and Series A Preferred Stock.

Income tax expense. Income tax expense was $0.3 million for the year ended December 31, 2009,
a decline of $0.1 million from $0.4 million for the year ended December 31, 2008. Income tax expense
primarily relates to certain state income taxes based on profitability measures other than net income.

Net income (loss). As a result of the factors identified above, we generated net income of
$43.1 million for the year ended December 31, 2009 compared to a net loss of $556.0 million for the
year ended December 31, 2008. The increase in net income is due to the items previously described.

Adjusted EBITDA.  Adjusted EBITDA increased to $159.1 million in 2009, compared to
$129.9 million in 2008, due to the increase in income from operations previously discussed (excluding
the impact of the goodwill and tradename impairment charge in 2008 which is excluded from the
calculation of Adjusted EBITDA).

Adjusted net income. Adjusted Net Income increased to $83.6 million in 2009, compared to
$13.8 million in 2008, due to the increase in income from operations previously discussed (excluding
the impact of the goodwill and tradename impairment charge in 2008 which is excluded from the
calculation of Adjusted Net Income), as well as the reduction in interest expense previously discussed.

Liquidity and financial position

Our primary cash requirements include the payment of our raw material and components
suppliers, salaries & benefits, operating expenses, interest and principal payments on our debt, and
capital expenditures. We finance our operations primarily through cash flow from operations and, if
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necessary, borrowings under our revolving credit facility. In November 2006, Generac Power Systems
entered into a seven-year $950.0 million first lien term loan, a seven-and-a-half year $430.0 million
second lien term loan, and a six-year $150.0 million revolving credit facility. On February 17, 2010, we
used approximately $221.6 million of the net proceeds of our initial public offering to pay down our
second lien term loans in full and to repay a portion of our first lien term loans. In March 2010 and
December 2010, we used a substantial portion of our cash and cash equivalents on hand to repay an
additional $138.5 million and $74.2 million, respectively, of our first lien term loan. As a result of these
pay downs, the outstanding balance on the first lien credit facility has been reduced to $657.2 million as
of December 31, 2010, and our second lien credit facility has been repaid in full and terminated.

At December 31, 2010, we had cash and cash equivalents of $78.6 million and $145.7 million of
availability under our revolving credit facility. Our total indebtedness was $657.2 million at
December 31, 2010.

Long-term liquidity

We believe that our cash flow from operations, our availability under our revolving credit facility,
combined with our low capital expenditure requirements and favorable tax attributes, will provide us
with sufficient capital to continue to grow our business in the next twelve months and beyond.
However, even with our reduced leverage, we will use a significant portion of our cash flow to pay
imterest on our outstanding debt, limiting the amount available for working capital, capital expenditures
and other general corporate purposes. As we continue to expand our business, we may in the future
require additional capital to fund working capital, capital expenditures, or acquisitions.

Cash flow
Year ended December 31, 2010 compared to year ended December 31, 2009

The following table summarizes our cash flows by category for the periods presented:

Year ended
December 31,
(Dollars in thousands) 2009 2010 Change % Change
Net cash provided by operating activities ............ $74,607 $ 114,481 § 39,874 53.4%
Net cash used in investing activities ................ (4,351)  (11,204) (6,853) —157.5%
Net cash provided (used) by financing activities . . .. ... 9,822 (186,001) (195,823) —1,993.7%

Net cash provided by operating activities was $114.5 million for 2010 compared to $74.6 million in
2009. This increase of $39.9 million represents a 53.4% increase over prior year mainly due to the
reduction of cash paid for interest expense of $38.8 million. A reduction in working capital usage also
contributed to the full year 2010 cash flow improvement as well.

Net cash used for investing activities for the year ended December 31, 2010 was $11.2 million and
included $9.6 million used for the purchase of property and equipment and $1.6 million for a business
acquisition, net of cash acquired. Net cash used for investing activities for the year ended December 31,
2009 was $4.4 million and included $4.5 million used for the purchase of property and equipment. The
increase in property and equipment purchases in 2010 relates to certain product development and cost
reduction projects.

Net cash provided (used) by financing activities was $(186.0) million for the year ended
December 31, 2010, a decrease of $195.8 million from 2009, due mainly to $248.3 million of proceeds
from the issuance of common stock, offset by payments on debt of $434.3 million. Net cash provided by
financing activities was $9.8 million for the year ended December 31, 2009 due to a $20.0 million
capital contribution in exchange for shares of our Series A Preferred Stock, offset by principal
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payments on our first lien term loan of $9.5 million and $0.7 million of payments incurred in advance
of our IPO.

Year ended December 31, 2009 compared to year ended December 31, 2008

The following table summarizes our cash flows by category for the periods presented:

Year ended
December 31,
(Dollars in thousands) 2008 2009 Change % Change
Net cash provided by operating activities . ............... $10,224 $74,607 $64,383  629.7%
Net cash used in investing activities . . . . .............. .. (5,038) (4,351) 687 13.6%
Net cash provided by financing activities ................ 4,728 9,822 5,094  107.7%

Net cash provided by-operating activities was $74.6 million for 2009 compared to $10.2 million in
2008. The $64.4 million increase was primarily due to increased sales volume and lower cost of goods
sold for the year ended December 31, 2009 compared to the year ended December 31, 2008, as well as
a reduction in cash paid for interest of $33.8 million.

Net cash used for investing activities for the year ended December 31, 2009 was $4.4 million and
included $4.5 million used for the purchase of property and equipment. Net cash used for investing
activities for the year ended December 31, 2008 was $5.0 million and included $5.2 million used for the
purchase of property and equipment.

Net cash provided by financing activities was $9.8 million for the year ended December 31, 2009,
due to a $20.0 million capital contribution in exchange for shares of our Series A Preferred Stock,
offset by principal payments on our first lien term loan of $9.5 million and $0.7 million of payments
incurred in advance of our IPO. Net cash provided by financing activities was $4.7 million for the year
ended December 31, 2008, driven primarily by $15.5 million in stockholder contributions of capital,
offset in part by $10.4 million of principal payments on our term loans.

Senior secured credit facilities

In November 2006, as part of the CCMP Transactions, Generac Power Systems entered into (i) a
first lien credit facility with Goldman Sachs Credit Partners L.P, as administrative agent, composed of
(x) a $950.0 million term loan, which matures in November 2013 and (y) a $150 million revolving credit
facility, which matures in November 2012, and (ii) a second lien credit facility with JP Morgan Chase
Bank, N.A., as administrative agent, composed of a $430.0 million term loan, which matures in May
2014. A summary of these senior secured credit facilities are described below.

On February 17, 2010, we used approximately $221.6 million of the net proceeds of our initial
public offering to pay down our second lien term loans in full and to repay a portion of our first lien
term loans. In March 2010 and December 2010, we used a substantial portion of our cash and cash
equivalents on hand to repay an additional $138.5 million and $74.2 million, respectively, of our first
lien term loan. As a result of these pay downs, at December 31, 2010 the outstanding balance on the
first lien credit facility had been reduced to $657.2 million, and our second lien credit facility had been
repaid in full and terminated.

The first lien credit facility bears interest at rates based upon either a base rate, plus an applicable
margin (1.50% as of December 31, 2010, 1.50% as of December 31, 2009 and 1.50% as of
December 31, 2008) or adjusted LIBOR rate plus an applicable margin (2.50% as of December 31,
2010, 2.50% as of December 31, 2009 and 2.50% as of December 31, 2008) determined based on a
leverage ratio. The effective interest rate on the first lien credit facility term loan on December 31,
2010 was 3.3%. The effective interest rate, excluding the effect of interest rate swaps in place on the
first lien credit facility term loan, was 2.8%.
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The second lien credit facility, which was paid in full on February 17, 2010, bore interest at rates
based upon a base rate, plus an applicable margin of 5.00%, or an adjusted LIBOR rate, plus an
applicable margin of 6.00%.

Amounts under the revolving credit facility can be borrowed and repaid, from time to time, at our
option, provided there is no default or event of default under either credit facility.

The obligations under the senior secured credit facilities are guaranteed by Generac Acquisition
Corp. The first lien term loan facility and the revolving credit facility are secured by a first-priority
perfected security interest (subject to permitted liens) in:

* substantially all tangible and intangible assets (subject to certain exceptions) owned by Generac
Acquisition Corp. and Generac Power Systems;

* the capital stock of the existing and future domestic subsidiaries of Generac Acquisition Corp.
and Generac Power Systems; provided that the pledge of the capital stock of non-U.S.
subsidiaries is limited to 65% of the stock of the guarantors’ non-U.S. subsidiaries; and

* all proceeds and products of the property and assets described above.

The second lien term loan facility was secured by a second-priority security interest in all the assets
pledged to the first lien term loan facility and the revolving credit facility, as described above.

In addition, our senior secured credit facilities provide us the option to raise incremental credit
facilities, subject to certain limitations.

Covenant compliance

The senior secured credit facility requires Generac Power Systems to maintain a leverage ratio of
consolidated total debt, net of unrestricted cash and marketable securities, to EBITDA (as defined in
the senior secured credit facility). We refer to the calculation of EBITDA under and as defined in our
senior secured credit facility in this annual report as “Covenant EBITDA.” Covenant EBITDA and the
leverage ratio are calculated based on the four most recently completed fiscal quarters of Generac
Power Systems. Based on the formulations set forth in the first lien credit facility, as of December 31,
2010, Generac Power Systems was required to maintain a maximum leverage ratio of 5.75 to 1.00. The
maximum leverage ratio decreases over time. The first lien credit facility required Generac Power
Systems to have a leverage ratio of no greater than 5.75 to 1.00 in the fourth quarter of 2010, and
requires a leverage ratio of no greater than 5.75 to 1.00 in the first quarter of 2011, 5.50 to 1.00 in the
second quarter of 2011, 5.25 to 1.00 in the third quarter of 2011, 4.75 to 1.00 in the fourth quarter of
2011 and thereafter. As of December 31, 2010, Generac Power Systems’ leverage ratio was 4.01 to 1.00.
Failure to comply with this covenant would result in an event of default under our senior secured credit
facility unless waived by our lenders. As of September 30, 2008, Generac Power Systems had violated
its leverage ratio covenant. As permitted by the senior secured credit facilities, this violation was
remedied by an equity contribution of $15.3 million from affiliates of CCMP in the fourth quarter of
2008. Generac Power Systems was in compliance with all of its covenants as of December 31, 2008,
December 31, 2009 and December 31, 2010.

The maximum leverage ratio is a material term of our senior secured credit facility in part because
it is a maintenance covenant, and our compliance with the covenant is used in determining, among
other things, the interest rate of the first lien credit facility, our ability to undertake business
acquisitions, our ability to incur certain types of indebtedness and the maximum amount of dividends
and distributions that our senior secured credit facilities permit us to pay to our stockholders, as
described in more detail below.

The senior secured credit facility contains other events of default that are customary for similar
facilities and transactions, including a cross-default provision with respect to any other indebtedness in

46



an outstanding aggregate principal amount in excess of $25.0 million. An event of default under the
senior secured credit facility could result in the acceleration of our indebtedness under the facility, and
we may be unable to repay or finance the amounts due. If there were an event of default as a result of
a failure to maintain our required leverage ratio or otherwise, it would have an adverse effect on our
financial condition and liquidity, including preventing us from utilizing our revolving credit facility. In
addition, the senior secured credit facility restricts our ability to take certain actions, such as incur
additional debt or make certain acquisitions, if we are unable to meet our leverage ratio.

In addition to the financial covenant described above, the senior secured credit facility contains
certain other affirmative and negative covenants that, among other things, provide limitations on the
incurrence of additional indebtedness, liens on property, sale and leaseback transactions, investments,
loans and advances, merger or consolidation, asset sales, acquisitions, transactions with affiliates,
prepayments of any other indebtedness, modifications of Generac Power Systems’ organizational
documents, restrictions on- Generac Power Systems’ subsidiaries’ ability to make capital expenditures.
The ability to declare or pay dividends or make any other distributions with respect to any equity
interests of Generac Power Systems, or to redeem, purchase, retire or otherwise acquire for value any
equity interests of Generac Power Systems is also restricted under the facility, subject to certain
exceptions, including but not limited to dividends and distributions with the net proceeds of any
issuance of qualified capital stock and a dollar basket which may be increased, subject, in the case of
the dollar basket, to compliance with a pro forma ratio of consolidated senior secured debt (as defined
in the senior secured credit facility),.which is net of unrestricted cash and marketable securities and
excludes any indebtedness under the second lien credit facility, to Covenant EBITDA not exceeding
3.00 to 1.00 under the more restrictive of the facilities and subject to the other restrictions set forth in
the credit documents. Additionally, the senior secured credit facility contains events of default that are
customary for similar facilities and transactions, including, among others, non-payment, breach of
covenants, other defaults, change of control, misrepresentations and a cross-default provision with
respect to any other indebtedness. As of December 31, 2010, Generac Power Systems was in
compliance with all covenants.

Prior to our March 2010 debt prepayment, the principal amount of the first lien term loan
amortized in equal installments of $2.375 million on the last date of each fiscal quarter through
September 30, 2013, with a final payment of $875.081 million on November 10, 2013. All scheduled
quarterly amortizations prior to the final payment have been satisfied by our March 2010 prepayment
of first lien debt of $138.5 million. Any amounts outstanding under the revolving credit facility are due
on November 10, 2012. The principal amount of the second lien term loan facility was due on May 10,
2014, but was paid in full on February 17, 2010 with the proceeds from the IPO.

Both the first lien and second lien credit facility grant Generac Power Systems the option to
prepay its borrowings under the term loans or the revolving credit facility, subject to the procedures set
forth in the credit documents. In certain circumstances, Generac Power Systems may be required to
make prepayments on its borrowings if it receives proceeds as a result of certain asset sales, debt
issuances, casualty or similar events of loss or if Generac Power Systems has excess cash flow (as
defined in the senior secured credit facilities).

As of December 31, 2010, $657.2 million of borrowings were outstanding under the first lien term
Joan. As of December 31, 2009, $910.7 million of borrowings were outstanding under the first lien term
loan and $180.8 million of borrowings were outstanding under the second lien term loan. As previously
disclosed, on February 17, 2010, we used approximately $221.6 million of the net proceeds of our initial
public offering to pay down our second lien term loans in full and to repay a portion of our first lien
term loans. In March 2010 and December 2010, we used a substantial portion of our cash and cash
equivalents on hand to repay an additional $138.5 million and $74.2 million respectively, of our first
lien term loan.
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Contractual obligations

The following table summarizes our expected payments for significant contractual obligations as of
December 31, 2010:

Payment due by period:

(Dollars in thousands) Less than After
Contractual obligations Total 1 year 2-3years 4-5years 5 years
Long-term debt, including current portion.. . . . . . . $657,229 $§ — $657,229 $— $—
Interest on long-term debt(1) .. .............. 52,356 18,305 34,051 — —
Operating leases . ........................ 274 124 150 — —
Total contractual cash obligations(2) ........... $709,859 $18,429  $691,430 $— $—

(1) Assumes all debt will remain outstanding until maturity and using the interest rates in effect for
our senior secured credit facilities as of December 31, 2010.

(2) Pension obligations are excluded from this table as we are unable to estimate the timing of
payment due to the inherent assumptions underlying the obligation. However, the Company
estimates we will contribute $2.0 million to our pension plans in 2011.

Capital expenditures

" Our operations require capital expenditures for technology, tooling, equipment, capacity expansion
and upgrades. Capital expenditures were $9.6 million for the year ended December 31, 2010, and were
funded through cash from operations. Capital expenditures were $4.5 million for the year ended
December 31, 2009, and were funded through cash from operations.

Off-balance sheet arrangements

We have an arrangement with a finance company to provide floor plan financing for selected
dealers. This arrangement provides liquidity for our dealers by financing dealer purchases of products
with credit availability from the finance company. We receive payment from the finance company after
shipment of product to the dealer and our dealers are given a longer period of time to pay the finance
provider. If our dealers do not pay the finance company, we may be required to repurchase the
applicable inventory held by the dealer.

Total inventory financed accounted for approximately 4% of net sales for the year ended
December 31, 2009 and approximately 7% of net sales for the year ended December 31, 2010. The
amount financed by dealers which remained outstanding was $7.4 million and $9.8 million as of
December 31, 2009 and 2010, respectively.

Critical accounting policies

In preparing the financial statements in accordance with accounting principles generally accepted
in the U.S., management is required to make estimates and assumptions that have an impact on the
asset, liability, revenue and expense amounts reported. These estimates can also affect supplemental
information disclosures of the Company, including information about contingencies, risk and financial
condition. The Company believes, given current facts and circumstances, that its estimates and
assumptions are reasonable, adhere to accounting principles generally accepted in the U.S., and are
consistently applied. Inherent in the nature of an estimate or assumption is the fact that actual results
may differ from estimates and estimates may vary as new facts and circumstances arise. The Company
makes routine estimates and judgments in determining net realizable value of accounts receivable,
inventories, property, plant and equipment, and prepaid expenses. Management believes the Company’s
most critical accounting estimates and assumptions are in the following areas: goodwill and other
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indefinite-lived intangible asset impairment assessment, defined benefit pension obligations, estimates of
atlowance for doubtful accounts, excess and obsolete inventory reserves, product warranty, other
contingencies, derivative accounting, income taxes, and share based compensation.

Goodwill and other intangible assets

We perform an annual impairment test for goodwill and trade names and more frequently if an
event or circumstances indicate that an impairment loss has been incurred. Conditions that would
trigger an impairment assessment include, but are not limited to, a significant adverse change in legal
factors or business climate that could affect the value of an asset. The analysis of potential impairment
of goodwill requires a two-step process. The first step is the estimation of fair value of the applicable
reporting unit. We have determined we have one reporting unit, and all significant decisions are made
on a companywide basis by our chief operating decision maker. Estimated fair value is based on
management judgments and assumptions with the assistance of a third-party valuation firm, and those
fair values are compared with our aggregate carrying value. If our fair value is greater than the carrying
amount, there-is no impairment. If our carrying amount is greater than the fair value, then the second
step must be completed to measure the amount of impairment, if any.

The second step calculates the implied fair value of the goodwill, which is compared to its carrying
value. The implied fair value of goodwill is calculated by valuing all of the tangible and intangible
assets of the reporting unit at the hypothetical fair value, assuming the reporting unit had been
acquired in a business combination. The excess of the fair value of the entire reporting unit over the
fair value of its identifiable assets and liabilities is the implied fair value of goodwill. If the implied fair
value of goodwill is less than the carrying value of goodwill, an impairment loss is recognized equal to
the difference.

As of October 31, 2008, we performed our annual goodwill impairment test. Our fair value was
estimated based on a weighted analysis of discounted cash flows and comparable public company
analysis (i.e., market approach). The rate used in determining discounted cash flows is a rate
corresponding to our weighted average cost of capital, adjusted for risk where appropriate. In
determining the estimated future cash flows, current and future levels of income are considered as well
as business trends and market conditions. Due to an increase in the our weighted average cost of
capital .and lower comparable public company market values resulting from weakening economic
conditions, the analysis indicated the potential for impairment.

We performed the second step of the goodwill impairment evaluation with the assistance of a
third-party valuation firm and determined an impairment of goodwill existed. Accordingly, a non-cash
charge of $503.2 million was recognized in 2008 for goodwill impairment.

We performed our annual fair value-based impairment test on trade names as of October 31, 2008.
As a result of the test, we recorded a non-cash charge of $80.3 million for trade name impairment. The
primary reason for this impairment charge related to a re-branding strategy, which was committed to in
the fourth quarter of 2008 and resulted in our plan to discontinue use of the Guardian® trade name
over time as we consolidate brands under the Generac label. Accordingly, this particular trade name
was written down to its estimated realizable value of $8.7 million, which will be amortized over its
remaining useful life of two years.

As of October 31, 2009, we performed our annual goodwill impairment test, which indicated a
premium over net book value of 71%. The testing determined that there was no impairment of
goodwill at that time. In addition, we performed our annual fair value-based impairment test on trade
names as of October 31, 2009. The testing determined that there was no impairment of our trade
names at that time.
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As of October 31, 2010, we performed our annual goodwill impairment test, which indicated a
premium over net book value of 115%. The testing determined that there was no impairment of
goodwill at that time. In addition, we performed our annual fair value-based impairment test on trade
names as of October 31, 2010. The testing determined that there was no impairment of our trade
names at that time.

We can make no assurances that remaining goodwill or trade names will not be impaired in the
future. When preparing a discounted cash flow analysis, we make a number of key estimates and
assumptions. We estimate the future cash flows of the business based on historical and forecasted
revenues and operating costs. This, in turn, involves further estimates, such as estimates of future
growth rates and inflation rates. In addition, we apply a discount rate to the estimated future cash
flows for the purpose of the valuation. This discount rate is based on the estimated weighted average
cost of capital for the business and may change from year to year. Weighted average cost of capital
includes certain assumptions such as market capital structures, market betas, risk-free rate of return
and estimated costs of borrowing. Changes in these key estimates and assumptions, or in other
assumptions. used in this process, could materially affect our impairment analysis for a given year.
Additionally, since our measurement also considers a market approach, changes in comparable public
company multiples can also materially impact our impairment analysis.

In the long term, our remaining goodwill and trade name balances could be further impaired in
future periods. A number of factors, many of which we have no ability to control, could affect our
financial condition, operating results and business prospects and could cause actual results to differ
from the estimates and assumptions we employed. These factors include:

* a prolonged global economic crisis;

* a significant decrease in the demand for our products;

* the inability to develop new and enhanced products and services in a timely manner;
* a significant adverse change in legal factors or in the business climate;

* an adverse action or assessment by a regulator; and

* successful efforts by our competitors to gain market share in our markets.

Our cash flow assumptions are based on historical and forecasted revenue, operating costs and
other relevant factors. If management’s estimates of future operating results change or if there are
changes to other assumptions, the estimate of the fair value of our business may change significantly.
Such change could result in impairment charges in future periods, which could have a significant impact
on our operating results and financial condition.

Defined benefit pension obligations

The funded status of our pension plans is more fully described in Note 9 to our audited
consolidated financial statements included in Item 8 of this annual report. As discussed in Note 9, the
pension benefit obligation and related pension expense or income are calculated in accordance with
ASC 715-30, Defined Benefit Plans—Pension, and are impacted by certain actuarial assumptions,
including the discount rate and the expected rate of return on plan assets.

Rates are evaluated on an annual basis considering such factors as market interest rates and
historical asset performance. Actuarial valuations for fiscal year 2010 used a discount rate of 5.72% and
an expected rate of return on plan assets of 7.30%. Our discount rate was selected using a
methodology that matches plan cash flows with a selection of Moody’s Aa or higher rated bonds,
resulting in a discount rate that better matches a bond yield curve with comparable cash flows. In
estimating the expected return on plan assets, we study historical markets and preserve the long-term
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historical relationships between equities and fixed-income securities. We evaluate current market factors
such as inflation and interest rates before we determine long-term capital market assumptions and
review peer data and historical returns to check for reasonableness and appropriateness. Changes in the
discount rate and return on assets can have a significant effect on the funded status of our pension
plans, stockholders’ equity and related expense. We cannot predict these changes in discount rates or
investment returns and, therefore, cannot reasonably estimate whether the impact in subsequent years
will be significant.

The funded status of our pension plans is the difference between the projected benefit obligation
and the fair value of its plan assets. The projected benefit obligation is the actuarial present value of all
benefits expected to be earned by the employees’ service adjusted for future potential wage increases.

Our funding policy for our pension plans is to contribute amounts at least equal to the minimum
annual amount required by applicable regulations. Given this policy, we expect to make $2.0 million in
contributions to our pension plans in 2011.

Allowance for doubtful accounts, excess and obsolete inventory reserves, product warranty reserves and other
contingencies

The reserves, if any, for customer rebates, product warranty, product liability, litigation, excess and
obsolete inventory and doubtful accounts are fact-specific and take into account such factors as specific
customer situations, historical experience, and current and expected economic conditions. These
reserves are reflected under Notes 2, 3, 4 and 14 to our audited consolidated financial statements
included in Item 8 of this annual report.

Derivative accounting

We have interest rate swap contracts, or the Swaps, in place to fix a portion of our variable rate
indebtedness. For 2007 and 2008, the Swaps were deemed highly effective per ASC 815 (formerly SFAS
No. 133, Accounting for Derivative Instruments and Hedging Activities) and therefore, any changes in fair
value of these Swaps is recorded in accumulated other comprehensive income (loss). As of January 3,
2009, in accordance with the terms of our senior secured credit facilities, we changed the interest rate
election from three-month LIBOR to one-month LIBOR. As a result, we concluded that as of
January 3, 2009, the Swaps no longer met hedge effectiveness criteria under SFAS No. 133. Future
changes in the fair value of the Swaps was immediately recognized in our statement of operations as
interest expense, while the effective portion of the Swaps prior to the change remained in accumulated
other comprehensive income (loss) and was amortized as interest expense over the period of the
originally designated hedged transactions which ended on January 4, 2010. New interest rate swap
contracts entered into in fiscal 2010 are deemed highly effective per ASC 815.

As required by ASC 815 Derivatives and Hedging, we record the Swaps at fair value pursuant to
ASC 820 Fair Value Measurements and Disclosures, which defines fair value, establishes a consistent
framework for measuring fair value and expands disclosure for each major asset and liability category
measured at fair value. When determining the fair value of the Swaps, we considered our credit risk in
accordance with ASC 820. The fair value of the Swaps, including the impact of credit risk, at
December 31, 2009 and 2010 was a liability of $0.0 million and $4.1 million, respectively.

Income taxes

We account for income taxes in accordance with ASC 740 Income Taxes. Our estimate of income
taxes payable, deferred income taxes and the effective tax rate is based on an analysis of many factors
including interpretations of federal and state income tax laws, the difference between tax and financial
reporting bases of assets and liabilities, estimates of amounts currently due or owed in various
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jurisdictions, and current accounting standards. We review and update our estimates on a quarterly
basis as facts and circumstances change and actual results are known.

We have generated significant deferred tax assets as a result of goodwill and intangible asset book
versus tax differences as well as significant net operating loss carryforwards. In assessing the
realizability of these deferred tax assets, we consider whether it is more likely than not that some
portion or all of the deferred tax assets will not be realized. The ultimate realization of deferred tax
assets is dependent upon the generation of future taxable income during the years in which those
temporary differences become deductible. We consider the scheduled reversal of deferred tax liabilities,
projected future taxable income and tax planning strategies in making this assessment. However, the
Company is currently in a three year cumulative net loss position, due primarily to a goodwill and
tradename impairment write-off in 2008, and therefore has not considered expected future taxable
income in analyzing the realizability of the deferred tax assets as of December 31, 2010. As a result of
this analysis, we have recorded a full valuation allowance against these net deferred tax assets.

Share based compensation

Under the fair value recognition provisions of ASC 718 Compensation—Stock Compensation, share
based compensation cost is measured at the grant date based on the fair value of the award and is
recognized as expense over the requisite service period. Determining the fair value of share based
awards at the grant date requires judgment, including estimating expected dividends and market
volatility of our stock. In addition, judgment is also required in estimating the amount of share based
awards that are expected to be forfeited. If actual results differ significantly from these estimates, share
based compensation expense and our results of operations could be impacted.

New Accounting Standards

There are currently no significant new accounting standards to be adopted by the Company.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

We are exposed to market risk from changes in foreign currency exchange rates, commodity prices
and interest rates. To reduce the risk from changes in certain foreign currency exchange rates and
commodity prices, we use financial instruments from time to time. We do not hold or issue financial
instruments for trading purposes.

Foreign currency

We are exposed to foreign currency exchange risk as a result of purchasing from suppliers in other
countries. Periodically, we utilize foreign currency forward purchase and sales contracts to manage the
volatility associated with foreign currency purchases in the normal course of business. Contracts
typically have maturities of one year or less. Realized and unrealized gains and losses on transactions
denominated in foreign currency are recorded in earnings as a component of cost of goods sold. At
December 31, 2010 and December 31, 2009, we had no foreign exchange contracts outstanding.

On February 18, 2010, we entered into a ten-month foreign currency average rate option
transaction for Euros with a total notional amount of $2.5 million and a termination date of
December 31, 2010. Total losses recognized in the statement of operations for foreign currency
contracts were $100,000. The primary objective of this hedging activity is to mitigate the impact of
potential price fluctuations of the Euro on our financial results.
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Commoeodity prices

We are a purchaser of commodities and of components manufactured from commodities, including
steel, aluminum, copper and others. As a result, we are exposed to fluctuating market prices for those
commodities. While such materials are typically available from numerous suppliers, commodity raw
materials are subject to price fluctuations. We generally buy these commodities and components based
upon market prices that are established with the supplier as part of the purchase process. Depending
on the supplier, these market prices may reset on a periodic basis based on negotiated lags. To the
extent that commodity prices increase and we do not have firm pricing from our suppliers, or our
suppliers are not able to honor such prices, we may experience a decline in our gross margins to the
extent we are not able to increase selling prices of our products or obtain manufacturing efficiencies to
offset increases in commodity costs.

Periodically, we engage in certain commodity risk management activities. The primary objectives of
these activities are to understand and mitigate the impact of potential price fluctuations on our
financial results. Generally, these risk management transactions will involve the use of commodity
derivatives to protect against exposure resulting from significant price fluctuations.

We primarily utilize commodity contracts with maturities of one year or less. These are intended to
offset the effect of price fluctuations on actual inventory purchases. At December 31, 2009, there was
one outstanding commodity contract in place to hedge our projected commodity purchases. Total gains
recognized in the statements of operations on commodity contracts were $387,000 for the year ended
December 31, 2009. On November 16, 2010, we entered into a four-month commodity hedge
transaction for copper with a total notional amount of $2.3 million with an effective date of January 1,
2011. The primary objective of the hedge is to mitigate the impact of potential price fluctuations of
copper on our financial results. At December 31, 2010, this contract was the only outstanding
commodity contract in place to hedge our projected commodity purchases. Total gains recognized in the
statements of operations on commodity contracts were $1,056,000 for the year ended December 31,
2010.

Interest rates

As of December 31, 2010, a portion of the outstanding debt under our term loans was subject to
floating interest rate risk. We previously entered into interest rate swaps with certain banks. The
notional amount of these swaps was $675.0 million as of December 31, 2009. These swaps expired on
January 4, 2010. We entered into a new interest rate swap agreement with a certain bank on
January 21, 2010. The effective date of the swap was July 1, 2010 with a notional amount of
$200,000,000, a fixed rate of 1.73% and an expiration date of July 1, 2012. On June 29, 2010, we
entered into an additional interest rate swap agreement with a certain bank. The effective date of the
swap was October 1, 2010 with a notional amount of $100,000,000, a fixed rate of 1.025% and an
expiration date of October 1, 2012. At December 31, 2010, the fair value of the swaps reduced for our
credit risk and excluding related accrued interest was a liability of $4.1 million. For further information
on these swaps, see Note 5 to our audited consolidated financial statements included in Item 8 of this
annual report. Even after giving effect to these swaps, we are exposed to risks due to changes in
interest rates with respect to the portion of our term loans that are not covered by these swaps. A
hypothetical change in the LIBOR interest rate of 100 basis points would have changed annual cash
interest expense by approximately $3.6 million (or, without the swaps in place, $6.6 million).

We expect to maintain our existing swaps as highly effective in accordance with ASC 815 (formerly
SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities) and, therefore, any changes
in the fair value of the swap would be recorded in accumulated other comprehensive income (loss).
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Item 8. Financial Statements and Supplementary Data
Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
of Generac Holdings Inc.

We have audited the accompanying consolidated balance sheets of Generac Holdings Inc. and
subsidiaries (the Company) as of December 31, 2010 and 2009, and the related consolidated statements
of operations, redeemable stock and stockholders’ equity, and cash flows for each of the three years in
the period ended December 31, 2010. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements based
on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. We
were not engaged to perform an audit of the Company’s internal control over financial reporting. Our
audits included consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the Company’s internal control over financial reporting. Accordingly, we express
no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion. :

In our opinion, the financial statements referred to above present fairly, in all material respects,
the consolidated financial position of Generac Holdings Inc. and subsidiaries at December 31, 2010 and
2009, and the consolidated results of their operations and their cash flows for each of the three years in
the period ended December 31, 2010 in conformity with U.S. generally accepted accounting principles.

/s/ Ernst & Young LLP

Milwaukee, Wisconsin
March 7, 2011
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Generac Holdings Inc.

Consolidated Balance Sheets
(Dollars in Thousands, Except Share and Per Share Data)

December 31,

2010 2009
Assets
Current assets:
Cash and cash equivalents . . . . ... ..o v ittt ittt e eeen s $ 78583 $ 161,307
Accounts and notes receivable, less allowance for doubtful accounts of $723 in
2010 and $1,981 dn 2009 . . . . . . ... e 63,154 54,130
Inventories .......... P 127,137 123,700
Prepaid expenses and other assefs .. .............un it nn.. 3,645 5,880
Total CUITENt ASSELS . . . . v ittt it ettt e ettt et e et et e et e 272,519 345,017
Property and equipment, net. . . . ... ... ... e 75,287 73,374
Customer LiStS, Met . . . . ot ittt et e e e e 96,944 134,674
Patents, Net . . ... i e e e e e 84,933 92,753
Other intangible assets, net. . . . ... ...ttt e 6,483 7,791
Deferred financing costs, net ....... e e e e e e e e e 5,822 13,070
Trade Mames . . . . .ot e e e e e e 140,050 144,407
GoodWill . . ... e e e 527,148 525,875
Other @886T8 & . . . vttt e e e e e e, . 697 282
Total ASSES . . . v v e e e e e e $1,209,883  $1,337,243
Liabilities and stockholders’ equity
Current liabilities:
Accounts payable . . . ... ... $ 41,809 $ 33,639
Accrued wages and employee benefits ... ........ ... ... . L o L. 6,833 6,930
Other accrued liabilities . ... ... .. .ttt et 38,043 52,326
Current portion of long-termdebt . .......... ... ... ... . ... . ... — 39,076
Total current liabilities . . ... ........ . ... 86,685 131,971
Long-term debt . . . . ... e e 657,229 1,052,463
Other long-term liabilities. . . . . . .. ... ittt i i e e e e 24,902 17,418
Total liabilities . . . ... ... e e e 768,816 1,201,852
Class B convertible voting common stock, par value $0.01, 110,000 shares authorized,
0 and 24,018 shares issued at December 31, 2010 and 2009, respectively . .. ... .. — 765,096
Series A convertible non-voting preferred stock, par value $0.01, 30,000 shares
authorized, 0 and 11,311 shares issued at December 31, 2010 and 2009,
TESPECHIVElY . . . e e e — 113,109
Stockholders’ equity (deficit):
Common stock (formerly Class A non-voting common stock), par value $0.01,
500,000,000 shares authorized, 67,524,596 and 1,617 shares issued at
December 31, 2010 and 2009, respectively . . ......... ..., 675 —
Additional paid-in capital . ...... ... ... ... e 1,133,918 2,394
Excess purchase price over predecessor basis . . . ........... ... . ... .. (202,116)  (202,116)
Accumulated deficit . ... ... ... .. (481,658)  (538,571)
Accumulated other comprehensive loss . . ... ... ... L il (9,752) (4,492)
Stockholder notes receivable . .. ...... .. . .. — 29)
Total stockholders’ equity (deficit) . . ......... . . . i i 441,067 (742,814)
Total liabilities and stockholders’ equity . . .... ... ... .. $1,209,883  $1,337,243

See notes to consolidated financial statements.
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Generac Holdings Inc.

Consolidated Statements of Operations
(Dollars in Thousands, Except Share and Per Share Data)

Year Ended December 31,

2010 2009 2008
Net Sales . . oottt e $ 592,880 §$ 588,248 $ 574,229
Costsof goods sold. . . ... i 355,523 352,398 372,199
Grossprofit . . .. ... . 237,357 235,850 202,030
Operating expenses:
Selling and SEIvICE . « v v v vt i et e 57,954 59,823 57,449
Research and development. . ........................... 14,700 10,842 9,925
General and administrative ............................ 22,599 14,713 15,869
Amortization of intangibles ............... ... ... . ..... 51,808 51,960 47,602
Goodwill impairment . . . ........... ... ... .. — — 503,193
Tradename impairment .............. ... ..., — — 80,293
Total operating expenses . .. .......... ... 147,061 137,338 714,331
Income (loss) from operations . . .. ........................ 90,296 98,512  (512,301)
Other (expense) income:
Interest €Xpense . .. ... ...c.ve ittt e (27,397)  (70,862) (108,022)
Gain on extinguishment of debt . ........................ — 14,745 65,385
Write-off of deferred financing costs related to debt
extinguishment. .. .............. .. ... ... ... ... (4,809) — —
Investment inCOME . .. ... . i ii i ittt 235 2,205 600
Other,net . ....... ... . it (1,105) (1,206) (1,217)
Total other expense, net . .............c..iiiiinnnn... (33,076) (55,118) (43,254)
Income (loss) before provision for income taxes ............... 57,220 43,394  (555,555)
Provision for income taxes. . . .. ... ..ottt 307 339 400
Netincome (JOSs) . ... ...ttt e e 56,913 43,055  (555,955)
Preferential distribution to:
Series A preferred stockholders ......................... (2,042) (14,151) (785)
Class B common stockholders. .. ........................ (12,133)  (100,191)  (90,567)
Beneficial conversion . ..............c. i, (140,690) — —
Net loss attributable to common stockholders (formerly Class A
common stockholders) . . .......... ... ... . $  (97,952) $ (71,287) $(647,307)
Net income (loss) per common share—basic:
Common stock (formerly Class A common stock). ............ $ (1.65) $ (41,111) $(357,628)
Class B common stocK . . . o v oottt e e e $ 505 $ 4,171 $ 3,780
Net income (loss) per common share—diluted:
Common stock (formerly Class A common stock)............. $ (1.65) $ (41,111) $(357,628)
Class B common StOCK . .« o v v o vt o et e e e e e e $ 505 $ 4171 $ 3,780
Weighted average common shares outstanding—basic:
Common stock (formerly Class A common stock). ............ 59,364,958 1,734 1,810
Class B common StoCK . . . . oo v v it it it et e e e e 24,018 24,018 23,961
Weighted average common shares outstanding—diluted:
RN Common stock (formerly Class A common stock). ............ 59,364,958 1,734 1,810
DES Class Bcommon stock . . ... ... v in i e 24,018 24,018 23,961

See notes to consolidated financial statements.
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Generac Holdings Inc.
Consolidated Statements of Cash Flows

(Dollars in Thousands)

Operating activities
Netincome (10S8) . . . . oottt ittt e
Adjustment to reconcile net income (loss) to net cash provided by operating
activities:
Depreciation ... ...... ..t e
Amortization . ....... e e e e
Goodwill and tradename impairment charge . . . . ... ....... ... ........
Gain on extinguishment of debt . . . . ....... ... ... ... . .. ...
Amortization of deferred finance costs .. ............. ... ... ... ...
Write-off of deferred financing costs related to debt extinguishment . .........
Amortization of unrealized loss on interest rate swaps . . .................
Provision for losses on accounts receivable . . . ... .. ... ... . L ..
Provision for losses on notes receivable . . .. ..., ... ... oL oL L.
Loss on disposal of property and equipment . . . . ......................
Share-based compensation expense . .>. . . ... ... ...
Net changes in operating assets and liabilities, net of effects from acquisitions:
Accounts receivable . . .. ... ... e e
Inventories . . ... ... e
Other assets . ... ... i ittt e e e e e
Accounts payable . . .. ... ... e
Accrued wages and employee benefits . ... ... ... .. .. ... ... ...
Other accrued liabilities . ........... .. . ... .. i,

Net cash provided by operating activities . ............. ... iienn....
Investing activities

Proceeds from sale of property and equipment . . .......................
Expenditures for property and equipment . . .. ........ .. ...
Collections on receivable nOtes . . . . . ... . i

Net cash used in investing activities . . . .. ........ ... ... .. ... ... ... ....
Financing activities

Stockholders’ contributions of capital—Series A preferred stock .. ............
Repurchase of shares from management—Class B common stock . ............
Repurchase of shares from management—Class A common stock . . . . . e
Payment of expenses incurred in advance of stock issuance .................
Proceeds from issnance of common stock . . ........ .. .. .. ...,
Repayment of stockholder notes receivable . . .. ........................
Payment of long-term debt . . . . ... oot e

Net cash provided by (used in) financing activities . ......................

Net (decrease) increase in cash and cash equivalents. . . . ..................
Cash and cash equivalents at beginning of period . . ... ...................

Cash and cash equivalents at end of period . . ... .......................

Supplemental disclosure of cash flow information

Cash paid during the period

Interest . .. .. e e
Supplemental disclosure of noncash financing and investing activities

Contributions of capital related to debt extinguishment . ...................

See notes to consolidated financial statements
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Year Ended December 31,

2010 2009 2008
$ 56913 $ 43,055 $(555955)
7,632 7,715 7,168
51,808 51,960 47,602
— — 583486
—  (14,745)  (65,385)
2,439 3,417 3,905
4,809 — —
— 24222 —
(124) 227 212
— — 115
56 41 234
6,363 38 40
(8621) 11,779  (20,768)
(3,151) 280  (26,366)
1,177 (1,739) (617)
7,806  (20,886) 34,449
(197) 1,280 (806)
(12,519)  (32,037) 2,910
114,481 74,607 10,224
76 69 92
(9,631)  (4525)  (5,186)
— 105 56
(1,649) — —
(11,204)  (4351)  (5,038)
— 20,000 15,500
— — (224)
— — (189)
— (678) -
248,309 — —
— — 37
(434310)  (9,500)  (10,396)
(186,001) 9,822 4,728
(82,724) 80,078 9,914
161,307 81,229 71,315
$ 78,583 $161,307 $ 81,229
$ 36796 $ 75601 $ 109,431
404 383 295
$  — $14754 § 81,105



Generac Holdings Inc.
Notes to Consolidated Financial Statements
Years Ended December 31, 2010, 2009, and 2008

1. Description of Business

Generac Holdings Inc. (the Company) owns all of the common stock of Generac Acquisition
Corp., which in turn, owns all of the common stock of Generac Power Systems, Inc. (the Subsidiary).
The Company designs, manufactures, and markets a complete line of backup power generation
products for residential, light-commercial, and industrial markets.

On February 10, 2010,.as part of the Corporate Reorganization, the Company completed a 3.294
for 1 reverse stock split (reverse stock split) for Class A common and Class B common shares that
were outstanding prior to the completion of its initial public offering. All share and per share data have
been retrospectively restated to reflect the reverse stock split.

Initial Public Offering and Conversion of Class B Common Stock and Series A preferred Stock

On February 17, 2010, the Company completed its initial public offering (IPO) of 18,750,000
shares of our common stock at a price of $13.00 per share. In addition, the underwriters exercised their
over-allotment option outlined in the underwriters agreement, and purchased an additional 1,950,500
shares of the Company’s common stock on March 18, 2010. The Company received approximately
$269,100,000 in gross proceeds from the IPO and over-allotment exercise, or $247,631,000 in net
proceeds after deducting the underwriting discount and total expenses related to the offering. Upon
closing of the IPO, all shares of convertible Class B Common stock and Series A preferred stock were
automatically converted into 88,476,530 and 19,511,018 Class A Common shares, respectively. The
88,476,530 shares of Class A Common stock was subject to a 3.294 for 1 reverse stock split, resulting in
26,859,906 Class A Common shares relative to the Class B Common stock conversion. Subsequent to
the IPO, the Company has one class of common stock.

Capitalization summary upon closing of initial public offering:

Class A Common stock issued and outstanding as of December 31, 2009

after the 3.294 for 1 reverse stock split . ...................... 1,617
Conversion and 3.294 for 1 reverse stock split of Class B Common stock

into Common stock upon closing of JPO.......... e e 26,859,906
Conversion of Series A Preferred stock into Common stock upon

closing of IPO . . . . ... 19,511,018
Sales of Common stock throughTPO .. ......... ... ... ... ... 18,750,000
Issuance of non-vested and fully vested Common stock upon closing of

PO . 456,249
Common stock issued and outstanding after IPO ................. 65,578,790
Issuance of Common stock to underwriters due to exercise of

over-allotment . . . ..ot i e e 1,950,500
Total Common stock issued and outstanding as of March 18, 2010 . . . .. 67,529,290

The Company determined that the conversion features in the Class B Common stock and Series A
Preferred stock were in-the-money at the date of issuance and therefore represent a beneficial
conversion feature. Since the Class B Common stock and Series A Preferred stock were convertible
upon an initial public offering, conversion was contingent upon a future event and therefore the
beneficial conversion feature had not been recorded in the consolidated financial statements as of
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Generac Holdings Inc.
Notes to Consolidated Financial Statements (Continued)
Years Ended December 31, 2010, 2009, and 2008

1. Description of Business (Continued)

December 31, 2009. The beneficial conversion feature at the IPO date was $140,690,000 and was
recorded at the IPO date as a return to Class B Common and Series A Preferred stockholders
analogous to a dividend. The beneficial conversion was recorded within additional paid-in-capital, as no
retained earnings were available.

2. Significant Accounting Policies
Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its wholly owned
subsidiaries. All intercompany amounts and transactions have been eliminated in consolidation.
Cash Equivalents

The Company considers all highly liquid investments purchased with an original maturity of three
months or less to be cash equivalents.
Concentration of Credit Risk

The Company maintains the majority of its cash in one commercial bank in multiple operating and
investment accounts. Balances on deposit are insured by the Federal Deposit Insurance Corporation
(FDIC) up to specified limits. Balances in excess of FDIC limits are uninsured.

One customer accounted for approximately 11% of accounts receivable at December 31, 2010. At
December 31, 2009, the Company had two customers who accounted for approximately 13% and 12%
of accounts receivable, respectively. No one customer accounted for greater than 10% of net sales
during the years ended December 31, 2010, 2009, or 2008.

Accounts Receivable

Receivables are recorded at-their face value amount less an allowance for doubtful accounts. The
Company estimates and records an allowance for doubtful accounts based on specific identification and
historical experience. The Company writes off uncollectible accounts against the allowance for doubtful
accounts after all collection efforts have been exhausted. Sales are generally made on an unsecured
basis. i

Inventories

Inventories are stated at the lower of cost or market, with cost determined using the first-in,
first-out method.
Property and Equipment

Property and equipment are recorded at cost and are being depreciated using the straight-line
method over the estimated useful lives of the assets, which are summarized below (in years). Costs of
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Generac Holdings Inc.
Notes to Consolidated Financial Statements (Continued)
Years Ended December 31, 2010, 2009, and 2008

2. Significant Accounting Policies (Continued)

leasehold improvements are amortized over the lesser of the term of the lease (including renewal
option periods) or the estimated useful lives of the improvements.

Land improvements . ............c.o.iiiiunniniinnnn 15
Buildings and improvements . .......... ... .. i i 40
Leasehold improvements . . . ... ... oo vt 10 - 20
Machinery and equipment . . .. ... ..o e 5-10
Diesandtools ............ . . i 3-5
Vehicles . .. ... o s 3-5
Officeequipment . ........... ... ... 3-10

Customer Lists, Patents, and Other Intangible Assets

The following table summarizes intangible assets by major category as of December 31, 2010 and
2009 (dollars in thousands):

VX:L%‘;?S 2010 2009
Amortization Accumulated Amortized Accumulated Amortized
Years Cost Amortization Cost Cost Amortization Cost

Indefinite lived intangible

assets

Tradenames . .......... $140,050 $ — $140,050 $140,050 $ — $140,050
Finite lived intangible assets

Tradenames........... 2 8,715 (8,715) — 8,715 (4,358) 4,357

Customer lists ......... 7 257,310 (160,366) 96,944 256,760 (122,086) 134,674

Patents .............. 15 117,811 (32,878) 84,933 117,811 (25,058) 92,753

Unpatented technology . . 9 11,015 (5,065) 5,950 11,015 (3,840) 7,175

Software ............. 8 1,014 (524) 490 1,014 (398) 616

Non-compete . .. ....... 1 43 — 43 — — —
Total finite lived intangible

assets . ...l 9 $395,908 $(207,548) $188,360 $395,315 $(155,740) $239,575

Amortization of intangible assets was $51,808,000 in 2010, $51,960,000 in 2009 and $47,602,000 in
2008. During the fourth quarter of 2008, the Company recorded an impairment related to its indefinite
lived intangible assets. See the Goodwill and Other Indefinite-Lived Intangible Assets section for
further discussion. Estimated amortization expense each year for the five years subsequent to
December 31, 2010 is as follows: 2011, $47,467,000; 2012, $43,299,000, 2013, $21,426,000; 2014,
$14,028,000; 2015, $12,823,000. '

Deferred Financing Costs

Costs incurred in connection with the issuance of long-term debt have been capitalized and are
being amortized using the effective interest rate method over the life of the related debt agreements.
Deferred financing costs incurred related to debt financing totaled $29,571,000. Amortization expense
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Generac Holdings Inc.
Notes to Consolidated Financial Statements (Continued)
Years Ended December 31, 2010, 2009, and 2008

2. Significant Accounting Policies (Continued)

was $2,439,000, $3,417,000, and $3,905,000 for the years ended December 31, 2010, 2009, and 2008,
respectively. The Company wrote off $4,809,000 of the deferred financing costs in 2010, related to the
debt repayments made throughout the year. As a result of the debt extinguishments in 2009 and 2008
(see Note 5), $398,000 and $2,427,000 of the deferred financing costs were written off, respectively, and
were recorded as a reduction to the gain on the extinguishment of debt (see Note 5). Accumulated
amortization was $23,749,000 and $16,501,000 at December 31, 2010 and 2009, respectively.
Amortization expense is included in interest expense in the consolidated statements of operations.
Amortization expense for each of the next two years is expected to be approximately $2,036,000 and
$1,750,000 in year three.

Long-Lived Assets

The Company periodically evaluates the carrying value of long-lived assets (excluding goodwill and
trade names). Long-lived assets are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable. If the sum of the expected
future undiscounted cash flows is less than the carrying amount of an asset, a loss is recognized for the
difference between the fair value and carrying value of the asset. Such analyses necessarily involve
significant judgments.

Goodwill and Other Indefinite-Lived Intangible Assets

- Goodwill represents the excess of the amount paid to acquire the Company over the estimated fair
valiie of the net tangible and intangible assets acquired as of the acquisition date.

Other indefinite-lived intangible assets consist of trade names. The fair value of trade names was
measured using a relief-from-royalty approach, which assumes the fair value of the trade name is the
discounted cash flows of the amount that would be paid had the Company not owned the trade name
and instead licensed the trade name from another company.

The Company performs an annual impairment test for goodwill and trade names and more
frequently if an event or circumstances indicate that an impairment loss has been incurred. Conditions
that would trigger an impairment assessment include, but are not limited to, a significant adverse
change in legal factors or business climate that could affect the value of an asset. The analysis of
potential impairment of goodwill requires a two-step process. The first step is the estimation of fair
value of the applicable reporting unit. The Company has determined it has one reporting unit as the
Company considers itself one business, and all significant decisions are made on a companywide basis
by its chief decision maker. Estimated fair value is based on management judgments and assumptions
and those fair values are compared with the aggregate carrying value of the Company. If the fair value
of the Company is greater than its carrying amount, there is no impairment. If the Company carrying
amount is greater than the fair value, then the second step must be completed to measure the amount
of impairment, if any. The second step calculates the implied fair value of the goodwill, which is
compared to its carrying value. If the implied fair value is less than the carrying value, an impairment
loss is recognized equal to the difference.

As of October 31, 2010 and 2009, the Company performed its annual goodwill impairment test. In
2010, the fair value of the Company was determined based on the market value of the Company’s
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publicly traded stock. In 2009, the fair value of the Company was estimated based on a weighted
average of a discounted cash flow analysis and comparable public company analysis (i.e. market
approach). The rate used in determining discounted cash flows is a rate corresponding to the
Company’s cost of capital, adjusted for risk where appropriate. In determining the estimated future
cash flows, current and future levels of income are considered as well as business trends and market
conditions. There was no goodwill impairment indicated as of October 31, 2010 and 2009.

As of October 31, 2008, the Company performed its annual goodwill impairment test. The fair
value of the Company was estimated based on a weighted average of a discounted cash flow analysis
and comparable public company analysis (i.e. market approach). The rate used in determining
discounted cash flows is a rate corresponding to the Company’s cost of capital, adjusted for risk where

"~ appropriate. In determining the estimated future cash flows, current and future levels of income are

considered as well as business trends and market conditions. Due to an increase in the Company’s
weighted average cost of capital and lower comparable public company market values resulting from
weakening economic conditions, the analysis indicated the potential for impairment. With the assistance
of a third-party valuation firm, the Company performed the second step and determined an impairment
of goodwill existed. Accordingly, a non-cash charge of $503,193,000 was recognized in 2008 for goodwill
impairment.

The changes in the carrying amount of goodwill for the years ended December 31, 2010 and 2009
- are as follows (dollars in thousands):

Year ended December 31, 2010 Year ended December 31, 2009
Accumulated Net Accumulated Net
Gross Impairment Goodwill Gross Impairment Goodwill
Balance at beginning of year .  $1,029,068  $503,193  $525,875 $1,029,068 $503,193  $525,875
Acquisition of a business . . . 1,273 — 1,273 — = —
Balance at end of year . . . .. $1,030,341  $503,193  $527,148 $1,029,068  $503,193  $525,875

The Company completed an acquisition of a business on December 31, 2010, for $1,600,000 net of
cash acquired, which resulted in additional goodwill of $1,273,000, which is deductible for tax purposes.

The Company performed its annual fair value-based impairment test on indefinite lived trade
names as of October 31, 2010 and 2009. No impairment was indicated.

The Company performed its annual fair value-based impairment test on trade names as of
October 31, 2008. As a result of the test, the Company recorded a non-cash charge of $80,293,000 for
trade name impairment. The primary reason for this impairment charge related to a re-branding
strategy implemented in the fourth quarter of 2008, which resulted in the Company’s discontinuance of
a particular trade name. Accordingly, this trade name was written down to its estimated realizable value
of $8,715,000, which has been amortized over its remaining useful life of 2 years beginning on
January 1, 2009. As of December 31, 2010, the company has fully amortized this tradename.
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Income Taxes

The Company is a C Corporation and, therefore, accounts for income taxes pursuant to the
liability method. Accordingly, the current or deferred tax consequences of a transaction are measured
by applying the provision of enacted tax laws to determine the amount of taxes payable currently or in
future years. Deferred income taxes are provided for temporary differences between the income tax
bases of assets and liabilities and their carrying amounts for financial reporting purposes. In assessing
the realizability of deferred tax assets, the Company considers whether it is more likely than not that
some portion or all of the deferred tax assets will not be realized. The ultimate realization of deferred
tax assets is dependent upon the generation of future taxable income during the years in which those
temporary differences become deductible. The Company considers the scheduled reversal of deferred
tax liabilities, projected future taxable income, and tax planning strategies, as appropriate, in making
this assessment.

Revenue Recognition

Sales, net of estimated returns and allowances, are recognized upon shipment of product to the
customer, which is when title passes, the Company has no further obligations, and the customer is
required to pay. The Company, at the request of certain customers, will warehouse inventory billed to
the customer but not delivered. The Company does not recognize revenue on these transactions until
the customers take possession of the product. The funds collected on product warehoused for these
customers are recorded as a customer advance until the customer takes possession of the product and
the Company’s obligation to deliver the goods is completed. Customer advances are included in
accrued liabilities in the accompanying consolidated balance sheets.

The Company provides for estimated sales promotion and incentive expenses which are recognized
as a reduction of sales.

Historically, product returns, whether in the normal course of business or resulting from
repurchases made under a floor plan financing program, have not been material.
Shipping and Handling Costs

Shipping and handling costs billed to customers are included in net sales, and the related costs are
included in cost of goods sold in the consolidated statements of operations.
Advertising and Co-Op Advertising

Expenditures for advertising, included in selling and service expenses in the accompanying
consolidated statements of operations, are expensed as incurred. Total expenditures for advertising were
$11,985,000, $11,695,000, and $9,210,000 for the years ended December 31, 2010, 2009, and 2008,
respectively.
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Research and Development

The Company expenses research and development costs as incurred. Total expenditures incurred
for research and development were $14,700,000, $10,842,000, and $9,925,000 for the years ended
December 31, 2010, 2009 and 2008, respectively.
Foreign Currency ’Ii'ansacAtions

Realized and unrealized gains and losses on transactions denominated in foreign currency are
recorded in earnings as a component of cost of goods sold.
Accumulated Other Comprehensive Income (Loss)

Accumulated other comprehensjve income (OCI) includes unrealized losses on certain cash flow
hedges and the pension liability. The components of OCI at December 31, 2010 and 2009 were (dollars
in thousands):

December 31,

2010 2009
Pension liability . . . ....... ... $(5,607) $(4,492)
Unrealized losses on cash flow hedges .................... (4,145) —
Accumulated other comprehensive loss . . .. ...... ... .. ..., $(9,752) $(4,492)

Fair Value of Financial Instruments

The Company believes the carrying amount of its financial instruments (cash and cash equivalents,
accounts receivable, notes receivable, accounts payable, and accrued liabilities), excluding long-term
debt, approximates the fair value of these instruments based upon their short-term nature. The fair
value of long-term debt was approximately $647.4 million (level 2) at December 31, 2010, as calculated
based on current quotations.

Fair Value Measurements

The Company adopted ASC 820-10 Fair Value Measurements and Disclosures (formerly
SFAS No. 157, Fair Value Measurements) on January 1, 2008. ASC 820-10, among other things, defines
fair value, establishes a consistent framework for measuring fair value, and expands disclosure for each
major asset and liability category measured at fair value on either a recurring basis or nonrecurring
basis. ASC 820-10 clarifies that fair value is an exit price, representing the amount that would be
received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants. As such, fair value is a market-based measurement that should be determined based on
assumptions that market participants would use in pricing an asset or liability. As a basis for
considering such assumptions, the pronouncement establishes a three-tier fair value hierarchy, which
prioritizes the inputs used in measuring fair value as follows: (Level 1) observable inputs such as
quoted prices in active markets; (Level 2) inputs, other than the quoted prices in active markets, that
are observable either directly or indirectly; and (Level 3) unobservable inputs in which there is little or
no market data, which require the reporting entity to develop its own assumptions.
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Assets and liabilities measured at fair value are based on the market approach, which is prices and
other relevant information generated by market transactions involving identical or comparable assets or
liabilities.

Assets and liabilities measured at fair value on a recurring basis are as follows (dollars in
thousands):

- Fair Value Measurement Using

Quoted Prices in Active Significant
Total Markets for Identical Other Observable Inputs
December 31, 2010 Contracts (Level 1) (Level 2)
Interest rate swaps. . . .............. $(4,145) $— $(4,145)
Commodity contracts . . ............. 627 — 627
Fair Value Measurement Using
Quoted Prices in Active Significant
Total Markets for Identical Other Observable Inputs
December 31, 2009 Contracts (Level 1) (Level 2)
Commodity Contracts .............. $208 $— $208

The valuation techniques used to measure the fair value of derivative contracts classified as level 2,
all of which have counterparties with high credit ratings, were valued based on quoted market prices or
model driven valuations using significant inputs derived from or corroborated by observable market
data. The fair value of derivative contracts above considers the Company’s credit risk in accordance
with ASC 820-10. Excluding the impact of credit risk, the fair value of derivatives at December 31,
2010 and 2009 was $3,642,000 and $208,000, respectively, and this represents the amount the Company
would need to receive or pay to exit the agreements on this date.

Use of Estimates

The preparation of the consolidated financial statements in conformity with U.S. generally
accepted accounting principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date
of the consolidated financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates.

Derivative Instruments and Hedging Activities

The Company records all derivatives in accordance with ASC 815, Derivatives and Hedging, which
requires all derivative instruments be reported on the consolidated balance sheets at fair value and
establishes criteria for designation and effectiveness of hedging relationships. The Company is exposed
to market risk such as changes in commodity prices, foreign currencies, and interest rates. The
Company does not hold or issue derivative financial instruments for trading purposes.
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Commodities

The primary objectives of the commodity risk management activities are to understand and
mitigate the impact of potential price fluctuations on the Company’s financial results and its economic
well-being. While the Company’s risk management objectives and strategies will be driven from an
economic perspective, the Company attempts, where possible and practical, to ensure that the hedging
strategies it engages in can be treated as “hedges” from an accounting perspective or otherwise result
in accounting treatment where the earnings effect of the hedging instrument provides substantial offset
(in the same period) to the earnings effect of the hedged item. Generally, these risk management
transactions will involve the use of commodity derivatives to protect against exposure resulting from
significant price fluctuations.

The Company primarily utilizes commodity contracts with maturities of less than 12 months. These
are intended to offset the effect of price fluctuations on actual inventory purchases. There were one,
one, and two outstanding commodity contracts in place to hedge its projected commodity purchases at
December 31, 2010, 2009, and 2008, respectively. In November 2010, the Company entered into a
commodity swap to purchase $2,296,000 of copper. The swaps are effective from January 1, 2011, and
terminate on April 30, 2011. In October 2009, the Company entered into commodity swaps to purchase
$1,432,000 of copper. The swaps were effective from October 5, 2009, and terminated on March 31,
2010. In October 2008, the Company entered into commodity swaps to purchase $4,180,000 of copper.
The swaps were effective from October 1 and November 1, 2008, and terminated on March 31, 2009.
Total losses or gains recognized in the consolidated statements of operations on commodity contracts
were a gain of $1,056,000, a gain of $387,000, and a loss of $1,092,000 for the years ended
December 31, 2010, 2009, and 2008, respectively.

Foreign Currencies

The Company is exposed to foreign currency exchange risk as a result of transactions in other
currencies. The Company periodically utilizes foreign currency forward purchase and sales contracts to
manage the volatility associated with foreign currency purchases in the normal course of business.
Contracts typically have maturities of one year or less. There were no foreign currency hedge contracts
outstanding as of December 31, 2010 or 2009. There was one Euro currency contract outstanding
during 2010 that expired on December 31, 2010. There was a loss of $100,000 recognized in the
consolidated statements of operations for the year ended December 31, 2010 related to this Euro
contract.

Interest Rates

In 2006, the Company entered into various interest rate swap agreements. The Company had
formally documented all relationships between interest rate hedging instruments and hedged items, as
well as its’ risk-management objectives and strategies for undertaking various hedge transactions. From
inception through December 31, 2008, the Company’s interest rate swap agreements qualified as cash
flow hedges. For derivatives that are designated and qualify as a cash flow hedge, the effective portion
of the gain or loss on the derivative is reported as a component of accumulated other comprehensive
income (loss) and reclassified into earnings in the same period or periods during which the hedged
transaction affects earnings. The ineffective portion of the derivatives’ change in fair value, if any, is
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immediately recognized in earnings. The Company assesses on an ongoing basis whether derivatives
used in hedging transactions are highly effective in offsetting changes in cash flows of hedged items.
The impact of hedge ineffectiveness on earnings was not material for the year ended December 31,
2008.

Effective January 3, 2009, the Company, within the terms of the Credit Agreements (as defined in
note 5), changed the interest rate election from three-month LIBOR to one-month LIBOR. As a result
of this change, the Company concluded that as of January 3, 2009, the Swaps no longer met hedge
effectiveness tests and were therefore, no longer highly effective as a hedge against the impact on
interest payments of changes in the LIBOR interest rate. In 2009, the effective portion of the swaps
prior to the change was amortized as interest expense over the period of the originally designated
hedged transactions. During 2009, changes in the fair value of the swaps were immediately recognized
in the consolidated statements of operations as interest expense. These swaps expired on January 4,
2010. .

The Company entered into two new interest rate swap agreements during the year ended
December 31, 2010. The first was entered into on January 21, 2010. The effective date of the swap is
July 1, 2010 with a notional amount of $200,000,000, a fixed LIBOR rate of 1.73% and an expiration
date of July 1, 2012. The second was entered into on June 29, 2010. The effective date of the swap is
October 1, 2010 with a notional amount of $100,000,000, a fixed LIBOR rate of 1.025% and an
expiration date of October 1, 2012. We expect to maintain the swaps as highly effective in accordance
with ASC 815 (formerly SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities)
and, therefore, any changes in the fair value of the swap would be recorded in accumulated other
comprehensive income (loss). These two swap agreements are the only interest rate swap agreements
outstanding as of December 31, 2010. Cash flow hedges are recorded at fair value with a corresponding
entry recorded in accumulated other comprehensive income (loss). At December 31, 2010, the notional
amount of debt under interest rate swap agreements outstanding was $300,000,000.

The following table presents, in thousands, the fair value of the Company’s derivatives:

December 31, December 31,

2010 2009
Derivatives designated as hedging instruments:
INterest Tate SWAPS .« o v o v v v oo e $(4,145) $ —
(4,145) —
Derivatives not designated as hedging instruments:
Commodity contracts . .............c.... 0o, 627 208
Total derivatives . ........c.otiin .. $(3,518) $208

As of December 31, 2010 and 2009, all derivatives that are not designated as hedging instruments
are included in other assets in the consolidated balance sheet.

All derivatives designated as hedging instruments are included in other long-term liabilities in the
consolidated balance sheet at December 31, 2010.
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The fair value of the derivative contracts considers the Company’s credit risk as of December 31,
2010 and 2009, respectively. The impact of credit risk on the fair value of derivative contracts at
December 31, 2009 was not material. Excluding the impact of credit risk, the fair value of the
derivatives at December 31, 2010 and 2009 was a $3,642,000 liability and $208,000 asset, respectively,
and this represents the amount the Company would need to receive or pay to exit the agreements on
those dates. )

The following presents the impact of interest rate swaps and commodity contracts on the
consolidated statement of operations for the year ended December 31, 2010 and 2009 (dollars in
thousands):

Amount of
Amount of gain (loss)
loss reclassified recognized in
Amount of from AOCI net income
loss recognized into net (loss) on hedges
in AOCI . . income (loss) (ineffective
for the Locatnl)n o)f gain for the portion) for
twelve months " (pﬁss 4 fr twelve months the twelve
ended rec asgloél om ended months ended
December 31, . . December 31, December 31,
- into net income
2010 2009 (loss) 2010 2009 2010 2009
Derivatives designated as hedging instruments
Interest rate SWaps. . . . . .. vov v i $(4,145) $—  Interest expense $—  $(24222) $— §$§ —
Derivatives not designated as hedging instruments
Commodity and foreign currency contracts . . . . . — —  Cost of goods sold — — 956 387
Interest rate swaps . . . . . ........ ... ... — —  Interest expense — —_ — 24,222

There was no impact of derivative instruments on the consolidated statement of operations for the
interest rate swaps for the twelve months ended December 31, 2010. For the year ended December 31,
2009, the impact of derivative instruments on the consolidated statement of operations for the interest
rate swap agreements not designated as hedging instruments was a gain of $24,222,000. During the
twelve months ended December 31, 2010 and 2009, the impact of derivative instruments on the
consolidated statement of operations for the commodity and foréign currency contracts not designated
as hedging instruments were net gains of $956,000 and $387,000, respectively.

Stock-Based Comi)ensation

The Company accounts for its restricted stock awards and other stock-based payments in
accordance with ASC Topic 718 Compensation—Stock Compensation (formerly SFAS No. 123(R),
Share Based Payments (SFAS No. 123(R)). The Company adopted ASC Topic 718 using the prospective
method, accordingly, the provisions of ASC 718 are applied prospectively to new awards and to awards
modified, repurchased or cancelled after the adoption date.
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Segment Reporting

The Company operates in and reports as a single operating segment, which is the manufacture and
sale of power products. Net sales are generated through the sale of generators and service parts to
distributors and retailers. The Company manages and evaluates its operations as one segment primarily
due to similarities in the nature of the products, production processes and methods of distribution. All
of the Company’s identifiable assets are located in the United States. The Company’s sales outside
North America are not material, representing approximately 1% of net sales.

The Company’s product offerings consist primarily of power products with a range of power
output. Residential power products and industrial & commercial power products are each a similar
class of products based on similar power output and customer usage. The breakout of net sales
between residential, industrial/commercial, and other products is as follows:

Year ended December 31,

2010 2009 2008
Residential power products . ............ $372,782  62.9% $370,740 63.0% $332,618 57.9%
Industrial & Commercial power products . . . 183,555 31.0 187,323  31.9 207,861 36.2
Other......... ... . 36,543 6.1 30,185 51 33,750 5.9
Total ......... ... ... ... .. $592,880 $588,248 $574,229

New Accounting Standards to be Adopted

In February 2010, the Financial Accounting Standards Board (“FASB”) issued an update that
removes the requirement for a SEC filer to disclose a date through which subsequent events have been
evaluated. This change removes potential conflicts with SEC requirements. The adoption did not have
an impact on the Company’s consolidated financial statements.

3. Balance Sheet Details

Inventories consist of the following (dollars in thousands):

December 31,

2010 2009
Raw material ... ... ... ..., $ 66,936 $ 74,136
WOTK-In-process . . ........cuiiniinnn ... 315 775
Finished goods .. ........ .. ... . . . .. . . 63,945 52,726
Reserves for excess and obsolescence . .. ................ (4,059)  (3,937)

$127,137  $123,700
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Property and equipment consists of the following (dollars in thousands):

December 31,

2010 2009
Land and improvements . .............ccouueiiiiinnn $§ 3950 $ 3,913
Buildings and improvements. . ............ ... ... 48,986 48,521
Machinery and equipment . .................. ... ..., 32,672 26,500
Diesand tooIS . . . . ... it e e e 11,301 9,631
Vehicles ... ..o e e e 827 857
Office equipment ......... ... ... ... 6,836 5,712
Gross property and equipment . ............00 i, 104,572 95,134
Less accumulated depreciation . .. ......... ... ... L (29,285) (21,760)
Property and equipment, Net .. ... ........co.iuenen.n $ 75,287 $ 73,374
Other accrued liabilities consist of the following (dollars in thousands):
December 31,
2010 2009
Accrued COMMUSSIONS & o o v v vttt ettt e, $ 4578 §$ 4,211
Accrued INterest . . . oo vt ittt e e e e 5,018 17,062
Accrued warranties—shortterm ............. ... ..o, 17,155 17,029
Other accrued liabilities . ............ ... 11,292 14,024

$38,043 $52,326

4. Product Warranty Obligations

The Company records a liability for product warranty obligations at the time of sale to a customer
based upon historical warranty experience. The Company also records a liability for specific warranty
matters when they become known and are reasonably estimable. The Company’s product warranty
obligations are included in other accrued liabilities and other long-term liabilities in the balance sheets.

Changes in product warranty obligations are as follows (dollars in thousands):

For the year ended December 31,

2010 2009 2008
Balance at beginning of year ................. $ 20,729 $ 17,539 § 14,807
Payments. . ..........ciiiniiii.., (13,178)  (14,208) (15,946)
Chargedtooperations . ..................... 14,927 17,398 18,678

Balance atendofyear . ..................... $ 22478 $20,729 $ 17,539
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Product warranty obligations are included in the balance sheets as follows (dollars in thousands):

December 31,

2010 2009
Other accrued labilities . ................c00 ... $17,155 $17,029
Other long-term liabilities . . . .. ........................ 5,323 3,700
Balance atend ofyear .. .......... ... .. ... $22,478  $20,729
5. Credit Agreements
Long-term debt consists of the following (dollars in thousands):
December 31,
2010 2009
First lien term loan. ... ... e $664,372 $ 920,604
Second lientermloan. ............ ... ... ....... — 430,000
664,372 1,350,604
Less treasury debt—first lien . . . ..................... 7,143 9,898
Less treasury debt—second lien. .. ................... — 249,167
Lesscurrentportion .. ....... ... ... v, — 39,076

$657,229  $1,052,463

Maturities of long-term debt outstanding at December 31, 2010, are as follows (dollars in
thousands):

Year

2003 L e 657,229
Total. . $657,229

During the years presented, the Company had credit agreements which provided for borrowings
under a revolving credit facility (the Revolving Credit Facility) and two term loans (collectively, the
Credit Agreements), which are described further below. The Credit Agreements of the Company are
secured by the associated collateral agreements which pledge virtually all assets of the Subsidiary.

Borrowings available under the Revolving Credit Facility are limited to a maximum of
$150,000,000. Availability under the Revolving Credit Facility is reduced by the amount of outstanding
undrawn letters of credit. Interest on the Revolving Credit Facility is payable at LIBOR plus 2.5%, or
ABR plus 1.5%, as selected by the Company. ABR is the greater of the prime rate or the federal funds
rate plus 0.5%. The spreads on these rates may be reduced as a result of the Company meeting certain
financial ratios. As of December 31, 2010, the Company’s interest rate on the Revolving Credit Facility
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was 2.26%. As of December 31, 2010, the Company had $145,666,000 available under its Revolving
Credit Facility and no outstanding borrowings. The Company pays a Revolving Credit Facility
commitment fee of 0.375% on the average available unused commitment. The Revolving Credit Facility
matures and is due on November 10, 2012, unless terminated earlier under certain conditions contained
in the Credit Agreements.

The Credit Agreements provide the Company the ability to issue letters of credit. Outstanding
undrawn letters of credit reduce availability under the Company’s Revolving Credit Facility. The letters
of credit accrue interest at a rate of 2.63%, paid quarterly on the undrawn daily aggregate exposure of
the preceding quarter. This rate may be reduced as a result of meeting certain financial ratios. At
December 31, 2010 and 2009, letters of credit outstanding were $4,334,000 and $5,040,000, and interest
rates were 2.13% and 2.63% respectively.

The principal amount of and the outstanding balance under the First Lien Term Loan (the First
Lien) was $657,229,000 and $910,706,000 (net of loans held in treasury by the Company) at
December 31, 2010 and 2009, respectively. Prior to the 2010 debt repayments, principal payments were
due in quarterly installments of $2,375,000. Interest on the First Lien is payable at LIBOR plus 2.5%,
or ABR plus 1.5%, as selected by the Company. At December 31, 2010 and 2009 the Company’s
interest rate on the First Lien was 2.76% and 2.78%, respectively. The outstanding principal balance is
payable on the earlier of November 10, 2013, or the date of termination of the First Lien, whether by
its terms, by prepayment, or by acceleration. In addition to scheduled principal payments, the First Lien
‘requires an excess cash flow payment each year. The required excess cash flow payment is the amount
by which 50% of the excess cash flow (as defined in the credit agreement) generated by the Company
in any given year exceeds the principal payments made during that year. The excess cash flow payment
is due 125 days after year-end. For the year ending December 31, 2010, based on the calculation, the
Company is not required to make an excess cash flow payment. For the year ending December 31,
2009, the required excess cash flow payment was $29,576,000, which was paid in 2010. This payment
was classified as current debt in the consolidated balance sheet as of December 31, 2009.

The principal amount of and the outstanding balance under the Second Lien Term Loan (the
Second Lien) was $0 and $180,833,000 (net of loans held in treasury by the Company) at December 31,
2010 and 2009, respectively. Interest on the Second Lien was payable at LIBOR plus 6.0%, or ABR
plus 5.0%, as selected by the Company. At December 31, 2009, the Company’s interest rate on the
Second Lien was 6.28%. The outstanding principal balance was payable on the earlier of May 10, 2014,
or the date of termination of the Second Lien, whether by its terms, by prepayment, or by acceleration.

In 2010, the Company used net proceeds from its initial public offering and a substantial portion
of its cash and cash equivalents to pay down debt. In February 2010, we used $221.6 million in net
proceeds from the initial public offering to pay down our second lien term loan in full and to pay down
a portion of our first lien term loan. In addition, in March 2010 and December 2010, we used
$138.5 million and $74.2 million respectively, of cash and cash equivalents on hand to further pay down
our first lien term loan principal. As a result of these debt repayments, the outstanding balance on the
first lien credit facility had been reduced to $657.2 million, and our second lien credit facility had been
repaid in full and terminated. Also, quarterly installments for principal payments of $2,375,000 were
paid in full for the remainder of the first lien term loan.
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The Credit Agreements require the Company, among other things, to meet certain financial and
nonfinancial covenants and maintain financial ratios in such amounts and for such periods as set forth
therein. The Company is required to maintain a leverage ratio (net debt divided by EBITDA, as
defined within the Credit Agreements) of 5.75 as of December 31, 2010. The leverage ratio decreases
quarterly, and for 2011, the Company will be required to maintain a leverage ratio of 5.75, 5.50, 5.25,
and 4.75 for the first, second, third, and fourth quarters, respectively. As of September 30, 2008, the
Company had violated its debt covenant. As permitted by the Credit Agreements, this violation was
remedied by an equity contribution of $15,500,000 from CCMP in the fourth quarter of 2008. The
Company was in compliance with all requirements as of December 31, 2010 and 2009.

The Credit Agreements restrict the circumstances in which distributions and dividends can be paid
by its’ Subsidiary. Payments can be made to the Company for certain expenses, and dividends can be
used to repurchase equity interests, subject to an annual limitation. Additionally, the Credit
Agreements restrict the aggregate amount of dividends and distributions that can be paid and require
the maintenance of certain leverage ratios.

During 2009, CCMP acquired $9,898,000 par value of First Lien term loans and $20,000,000 par
value of Second Lien term loans for approximately $6,459,000 and $8,296,000 respectively. CCMP
exchanged this debt for additional shares of Series A Preferred stock issued by the Company. The
Company subsequently contributed all but $2,000,000 of the Second Lien term loan debt to its
Subsidiary. The fair value of the shares exchanged was $6,459,000 and $8,296,000 for the First Lien
term loan and Second Lien term loan, respectively. These shares have beneficial conversion features
which are contingent upon a future event (see Note 6). The Company recorded this transaction as
Series A Preferred stock of $14,754,000 based on the fair value of the debt contributed by CCMP
which approximated the fair value of shares exchanged. The debt was held in treasury at face value.
Consequently, the Company recorded a gain on extinguishment of debt of $14,745,000, which includes
the write-off of deferred financing fees and other closing costs, in the consolidated statement of
operations for the year ended December 31, 2009.

During 2008, CCMP acquired $148,917,000 par value of Second Lien term loans for approximately
$81,105,000. CCMP exchanged this debt for additional shares of Class B Common stock and Series A
Preferred stock issued by the Company. The Company subsequently contributed this debt to its
Subsidiary. The fair value of the shares exchanged was $81,105,000. These shares have beneficial
conversion features which are contingent upon a future event (see Note 6). The Company recorded this
transaction as Series A Preferred stock of $62,855,000 and Class B Common Stock of $18,249,000 based
on the fair value of the debt contributed by CCMP which approximated the fair value of shares
exchanged. The debt was held in treasury at face value. Consequently, the Company recorded a gain on
extinguishment of debt of $65,385,000, which includes the write-off of deferred financing fees and other
closing costs, in the consolidated statement of operations for the year ended December 31, 2008.

In previous periods, the Company entered into various interest rate swap agreements (the Swaps)
with certain banks. The Swaps, which were effective January 2, 2007, October 3, 2007, and J anuary 3,
2008, had notional amounts totaling $825,000,000, $100,000,000, and $275,000,000, respectively. The
total notional amount of $1,200,000,000 declined to $1,100,000,000 at October 3, 2008, further declined
to $675,000,000 at January 3, 2009, and terminated January 4, 2010. The Company swapped floating
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three-month LIBOR interest rates for fixed rates with an aggregate weighted-average interest rate of
5.041% and 4.775% as of December 31, 2009 and 2008, respectively.

Effective January 3, 2009, the Company, within the terms of the Credit Agreements, changed the
interest rate election from three-month LIBOR to one-month LIBOR. The Company concluded that as
of January 3, 2009, the Swaps no longer met hedge effectiveness tests and were therefore no longer
highly effective as a hedge against the impact on interest payments of changes in the LIBOR interest
rate. The effective portion of the Swaps prior to the change remained in accumulated other
comprehensive income (loss) and was amortized as interest expense over the period of the originally
designated hedged transactions through January 3, 2010. Changes in the fair value of the Swaps were
immediately recognized in the consolidated statements of operations as interest expense. The Company
determined its Swaps met hedge effectiveness tests and were deemed highly effective for hedge
accounting under ASC 815 as of December 31, 2008. Accordingly, at December 31, 2008 the change in
fair-value was recorded in accumulated other comprehensive income (loss) net of tax for the effective
portion of the hedges.

The Company entered into two new interest rate swap agreements during the twelve month period
ending December 31, 2010. The first was entered into on January 21, 2010. The effective date of the
swap is July 1, 2010 with a notional amount of $200,000,000, a fixed LIBOR rate of 1.73% and an
expiration date of July 1, 2012. The second was entered into on June 29, 2010. The effective date of
the swap is October 1, 2010 with a notional amount of $100,000,000, a fixed LIBOR rate of 1.025%
and an expiration date of October 1, 2012. We expect to maintain the swaps as highly effective in
accordance with ASC 815 (formerly SFAS No. 133, Accounting for Derivative Instruments and Hedging
Activities) and, therefore, any changes in the fair value of the swap would be recorded in accumulated
other comprehensive income (loss). These two swap agreements are the only interest rate swap
agreements outstanding as of December 31, 2010. The fair value of the interest rate swap agreements,
including the impact of credit risk, at December 31, 2010, was a liability of $4,145,000. At
December 31, 2009, the fair value of the interest rate swap agreements, including the impact of credit
risk, was $0.

6. Redeemable Stock and Stockholders’ Equity (Deficit)

Certain of the current equity investors (affiliates of CCMP Capital Advisors, LLC and related
entities, affiliates of Unitas Capital Ltd., certain members of management of the Subsidiary and board
of directors of the Company) had previously acquired a combination of Class A and Class B Common
stock and Series A Preferred stock of the Company. General terms of these securities are:

Preferred stock

Series A Convertible Preferred stock: Each Series A Preferred share was entitled to-a priority
return preference equal to the sum of $10,000 per share base amount plus an amount sufficient to
generate a 14% annual return on that base amount compounded quarterly from the date of issuance
until the accreted priority return preference was paid in full. Each Series A Preferred share also
participated in any equity appreciation beyond the Series A Preferred priority return (the Series A
Equity Participation).
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Voting:  Series A Preferred shares did not have voting rights, subject to certain limited approval
rights.

Distributions: Dividends and other distributions to stockholders in respect of shares, whether as
part of an ordinary distribution of earnings, as a leveraged recapitalization or in the event of an
ultimate liquidation and distribution of available corporate assets were to be paid to Series A Preferred
stockholders as follows: Series A Preferred shares were entitled to receive an amount equal to the
Series A Preferred base amount of $10,000 per share plus an amount sufficient to generate a 14%
annual return on that base amount, compounded quarterly from the date in which the Series A
Preferred shares were originally issued. Series A Preferred shares then received an equity participation
on all remaining proceeds after payment of this priority return to all Series A Preferred stockholders
equal to 24.3% of remaining proceeds (Series A Equity Participation). No distribution would be made
to any holder of common stock until the Series A Preferred stockholders had received all distributions
to which they were entitled as previously described. After such distributions were made to the Series A
Preferred stockholders, the holders of common stock were entitled to receive any remaining payments
or distributions in accordance with their respective priorities.

Liquidations: Distributions in connection with any liquidation or change of control transaction
would be made in accordance with the distributions described above. No distribution would be made to
any holder of common stock until the Series A Preferred stockholders had received all distributions to
which they were entitled as described above. After such distributions were made to the Series A
Preferred stockholders, the holders of common stock would be entitled to receive any remaining
payments or distributions in accordance with their respective priorities.

Conversion: Series A Preferred shares automatically converted into Class A common shares at the
time of the initial public offering (IPO). Any unpaid Series A preferred return (base $10,000 per share
plus 14% accretion) was converted into additional Class A common shares valued at the IPO price net
of underwriter’s discount. That is, each Series A Preferred share was converted into a number of
Class A common shares equal to (i) a fraction, the numerator of which is the unpaid priority return on
such Series A Preferred share and the denominator of which is the value of a Class A common share
at the time of conversion plus (ii) the number of Class A common shares required to be issued to
satisfy the Series A Equity Participation. The number of shares of Class A common stock which were
issued upon conversion of the Series A Preferred was dependent upon the initial public offering price
of the Class A common stock on the date of conversion as well as the unpaid priority return of the
Series A Preferred stock.

The Series A Preferred were redeemable in a deemed liquidation in the event of a change of
control. The redemption features were considered to be outside the control of the Company and
therefore, all shares of Series A Preferred stock were recorded outside of permanent equity in
accordance with guidance originally issued under EITF Topic D-98, Classification and Measurement of
Redeemable Securities (codified under Accounting Standards Codification 480, Distinguishing Liabilities
from Equity). Until the time of the IPO, no adjustment to the carrying value of the Series A Preferred
stock securities had been recorded, and the priority returns had not been accreted as a change of
control was not probable.
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Common stock

Class B Convertible common stock: Class B shares participated in the equity appreciation after the
Series A Preferred priority return was satisfied. Each Class B share was entitled to a priority return
preference equal to the sum of $10,000 per share base amount plus an amount sufficient to generate a
10% annual return on that base amount compounded quarterly from the date of issue until the Class B
priority return preference is paid in full. Each Class B share also participated in any equity
appreciation beyond the Class B priority return.

Voting: Each Class B share was entitled to one vote per share on all matters on which
stockholders voted.

Class A common stock: Class A shares participated in the equity appreciation after the Class B
priority return was satisfied.

Class A shares did not have voting rights, priority preference or any accretion rights.

Distributions: After payment of the priority return to Series A Preferred shareholders previously
described above under Preferred Stock, dividends and other distributions that remain available to
stockholders in respect of shares, whether as part of an ordinary distribution of earnings, as a leveraged
recapitalization or in the event of an ultimate liquidation and distribution of available corporate assets,
were to be paid to the common stockholders as follows: Class B shares were entitled to receive an
amount equal to the Class B base amount of $10,000 per share plus an amount sufficient to generate a
10% annual return on that base amount, compounded quarterly from the date in which the Class B
shares were originally issued. After payment of this priority return to Class B holders, the holders of
Class A shares and Class B shares participated together equally and ratably in any and all distributions
by the Company.

Liquidations: Distributions made in connection with any liquidation or change of control
transaction would be made in accordance with the distributions previously described above in the
preceding paragraph. In addition, any remaining assets after the Class B preferential distribution would
be allocated to the Class A and Class B shares as follows: the Class B shares would receive a
percentage of the remaining assets equal to the sum of (i) 88% plus (ii) the product of (A) 12%
multiplied by (B) one minus a fraction, the numerator of which is the number of issued and
outstanding vested shares of Class A shares and the denominator is 9,350.0098. The remainder would
be allocated to the Class A shares.

Conversion: Class B shares automatically converted into Class A shares immediately prior to the
IPO. Any unpaid Class B Common priority return (base $10,000 per share plus 10% accretion) was
“paid” in additional Class A common shares valued at the IPO price net of underwriter’s discount.
That is, each Class B share converted into a number of Class A shares required to be issued to satisfy
the Class B Common priority return. Each Class B share converted into a number of Class A shares
equal to (i) one plus (ii) a fraction, the numerator of which was the unpaid priority return on such
Class B share and the denominator of which was the value of a Class A share at the time of
conversion, in all cases subject to the priority rights and preferences of the Series A Preferred Shares.
The number of shares of Class A common stock which were issued upon conversion of the Class B
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common stock was dependent upon the initial public offering price of the Class A common stock on
the date of conversion as well as the unpaid priority return of the Class B common stock.

The Class B common were redeemable in a deemed liquidation in the event of a change of
control. The redemption features were considered to be outside the control of the Company and
therefore, all shares of Class B common stock were recorded outside of permanent equity in
accordance with guidance originally issued under EITF Topic D-98, Classification and Measurement of
Redeemable Securities (codified under Accounting Standards Codification 480, Distinguishing Liabilities
from Equity). Until the time of the IPO, no adjustment to the carrying value of Class B Common stock
securities had been recorded, and the priority returns had not been accreted as a change of control was
not probable.

Accretion: Cumulative accretion on Series A preferred stock and Class B common stock at the
time of the IPO on February 17, 2010, was as follows:

Series A Class B

Preferred Common
Carrying value . .......... ittt $113,109 $ 765,096
Cumulative accretion . ........ ... e 17,006 286,299

$130,115  $1,051,395

The amounts above do not include the additional base amount of $25,790,000 on Class B common
stock or the impact of Series A Equity Participation on Series A Preferred stock, both of which were
recognized as a beneficial conversion at the time of the initial public offering.

Management Equity Incentive Plan: On November 10, 2006, the Company adopted the 2006
Management Equity Incentive Plan (2006 Equity Incentive Plan). The 2006 Equity Incentive Plan
provided for awards with respect to a maximum of 9,350.0098 Class A Common shares and 5,000
Class B Common shares, subject to certain adjustments. On November 10, 2006, and from time to time
thereafter, certain members of management purchased restricted shares of Class A Common stock
under the 2006 Equity Incentive Plan for $341 per share and pursuant to restricted stock agreements.
One half of the restricted shares vested over time (Time Vesting Shares), with 25% vesting on
November 10, 2007 and on the next three anniversaries thereafter, so long as the participant was still
employed by the Company or one of its subsidiaries on the applicable vesting date. Upon the
occurrence of a change of control of the Company, any unvested Time Vesting Shares immediately
vested in full, so long as the participant was still employed by the Company or one of its subsidiaries.
The other half of the restricted shares immediately vested (performance-based vesting) in full, provided
the participant was still then employed by the Company or one of its subsidiaries, upon the occurrence
of either: (i) a change of control of the Company that provides CCMP with a certain rate of return
with respect to net proceeds received by CCMP from their investment in the Company; or (ii) from
and after the date of an IPO, the achievement with respect to shares of the Class A Common stock of
an average closing trading price exceeding, in any 60 consecutive trading day period starting prior to
the Jater of (a) the fifth year anniversary of the date of grant of the restricted shares, and (b) one year
after the IPO, a certain threshold with respect to net proceeds received by CCMP from their
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investment in the Company. As a condition to the purchase of restricted shares, members of
management executed confidentiality, non-competition and intellectual property agreements.

The fair value of the Class A common stock on the date of issuance was estimated to be $390 per
share. The Company has recorded $6,000, $38,000, and $40,000 of stock-based compensation expense
related to the Time Vesting Shares in 2010, 2009, and 2008, respectively, related to amortization of the
excess of fair value over purchase price of these restricted shares. This excess was being amortized over
the vesting provisions of the restricted shares. As a result of the IPO, the remaining unvested
performance-based Restricted Shares became fully vested. As a result, the Company has recorded
$159,000 of stock-based compensation expense related to the accelerated vesting in 2010.

Issuance and repurchases of securities

Class A Common Stock: In 2008, 555.1566 restricted shares of Class A common stock were
repurchased by the Company, at a price of $341 per share, from members of management who
terminated their employment with the Subsidiary.

Class B Common Stock: In 2008, the Company issued 2,400 shares of Class B Common stock to
CCMP in exchange for certain term loans under the second lien credit facility that CCMP had
purchased. The exchange ratio in connection with the exchange was one share of Class B Common
stock per $10,000 of the aggregate outstanding principal amount of the loans that were so exchanged.
Such purchased term loans had an aggregate outstanding principal amount equal to $24,000,000. In
accordance with the preemptive rights provisions of the Shareholders’ Agreement, CCMP subsequently
transferred shares of Class B Common stock it had purchased to various investment funds affiliated
with CCMP, certain members of management and board members. The shares exchanged were valued
at the discounted amount paid for the debt, which approximated the Class B Common stock’s fair
value at that date. The equity consideration was less than the outstanding principal amount, therefore a
gain on debt extinguishment was recorded. A summary of how the 2,400 Class B Common shares
issued in exchange for repurchased debt is accounted for in the consolidated financial statements is as
follows (dollars in thousands):

Face ‘ Fair Value = Contingent Gain on
Number of Value Consideration  of Shares Beneficial Extinguishment
Shares of Debt Paid Exchanged Conversation of debt
Year ending December 31, 2008 2,400  $24,000  $18,249 $18,249 $5,492 $5,363

The Company determined that the conversion feature in the Class B Common stock was
in-the-money at the date of issuance and therefore represented a beneficial conversion feature. Since
the Class B Common stock was convertible upon an initial public offering, it was contingent upon a
future event and had not been recorded in the consolidated financial statements prior to the IPO. The
beneficial conversion feature, which was valued at $25,790,000 at its commitment date, was recorded at
the completion of the TPO on February 10, 2010 as a return to Class B Common stockholders
analogous to a dividend. Since no retained earnings were available to pay this dividend at resolution of
the contingency, the dividend was charged against additional paid in capital resulting in no net impact.
Upon the completion of the IPO on February 10, 2010, the Company recorded the beneficial
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conversion of $25,790,000 as a reduction and offsetting increase to additional paid in capital as no
retained earnings were available. There was no net impact on additional paid-in-capital.

Series A Preferred Stock: In November 2008, the Company issued 1,550 shares of the Series A
Preferred stock to CCMP for an aggregate purchase price of $15,500,000. In September 2009, the
Company issued 2,000 shares of the Series A Preferred stock to CCMP and certain members of
management and the board of directors, for an aggregate purchase price of $20,000,000. In December
2008 and in 2009, the Company issued an aggregate of 6,285 and 1,476 shares of Series A Preferred
stock, respectively, to CCMP in exchange for certain term loans under the first and second lien credit
facilities that CCMP had purchased. The exchange ratio in connection with the exchange was one share
of Series A Preferred stock per $10,000 of the amount paid by CCMP for the loans that were so
exchanged. Such purchased term loans had an aggregate outstanding principal amount equal to
$154,815,000. The equity consideration was less than the outstanding principal amount, therefore a gain
on debt extinguishment was recorded. A summary of the exchanges of purchased term loans for
Series A Preferred stock by year is as follows (dollars in thousands):

Gain on
Number  Face Value Consideration  Extinguishment
of Shares of Debt Paid of debt
Year ending December 31, 2009 1,476  $ 29,898 $14,754 $14,745
Year ending December 31, 2008 6,285 124,917 62,855 60,022

The Company determined that the conversion feature in the Series A Preferred stock had a
contingent beneficial conversion feature at the date of issuance. The Series A Preferred stock was
convertible upon an initial public offering and the number of additional Class A Common shares which
may be issued was unknown prior to the IPO. Since it was contingent upon a future event, it had not
been recorded in the consolidated financial statements prior to the IPO. The beneficial conversion
feature, which is the result of the additional Class A shares issued to satisfy the Series A Equity
Participation, was recorded at the completion of the initial public offering on February 10, 2010, as a
return to Series A Preferred stockholders analogous to a dividend. Since no retained earnings were
available to pay this dividend at resolution of the contingency, the dividend was charged against
additional paid in capital resulting in no net impact. Upon the completion of the IPO on February 10,
2010, the Company recorded the beneficial conversion of $114,900,000 as a reduction and offsetting
increase to additional paid in capital as no retained earnings were available. There was no net impact
on additional paid-in-capital.

7. Earnings Per Share

The Class B Common stock was considered a participating stock security requiring use of the
“two-class” method for the computation of basic net income (loss) per share in accordance with
provision of ASC 260-10 Earnings per share. Losses were not allocated to the Class B Common stock in
the computation of basic earnings per share as the Class B Common stock was not obligated to share
in losses.
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Basic earnings per share excludes the effect of common stock equivalents and is computed using
the “two-class” computation method, which subtracts earnings attributable to the Class B preference
from total earnings. Any remaining loss is attributed to the Class A shares.

Year ended December 31,

2010 2009 2008
Net income (loss) ... ... [P $ 56,913 $ 43,055 $(555,955)
Less: accretion of Series A Preferred stock ................ (2,042)  (14,151) (785)
Less: accretion of Class B Common stock ................. (12,133)  (100,191)  (90,567)
Less: beneficial conversion ............... ... .. ... ... (140,690) — —
Net loss attributable to Common stock (formerly Class A
Common StOCK) . . .ot e (97,952)  (71,287) (647,307)
Income attributable to Class B Common stock . .. ........... 12,133 100,191 90,567
Net income (loss) per common share—basic:
Common stock (formerly Class A Common stock) ......... $ (1.65) $ (41,111) $(357,628)
Class B Common StOCK . . . v v i et $ 505 $ 4171 $ 3,780
Net income (loss) per common share—diluted:
Common stock (formerly Class A Common stock) ......... $ (1.65) $ (41,111) $(357,628)
Class B Common StoCK . . .« vt vt ittt et et ee e $ 505 $ 4171 $ 3,780
Weighted average number of shares outstanding—Common
Stock (formerly Class A Common stock):
Basic......... ... e 59,364,958 1,734 1,810
Dilutive effect of stock compensation awards. . .......... — — —
Diluted . . .... oo e e 59,364,958 1,734 1,810
Weighted average number of shares outstanding—Class B
Common stock—basic and diluted: . . ................... 24,018 24,018 23,961

The share and per share data used in basic and diluted earnings per share has been retrospectively
restated to reflect a 3.294 for 1 reverse stock split immediately prior to the IPO on February 10, 2010.
For the year ended December 31, 2010, diluted earnings per share are identical to basic earnings per
share because the impact of common stock equivalents on earnings per share is anti-dilutive. Had the
impact not been anti-dilutive, the effect of stock compensation awards on weighted average diluted
shares outstanding would have been 257,038.

The Series A Preferred and Class B Common stock were only convertible to Class A Common
stock immediately prior to an initial public offering. The impact of the conversion of Series A Preferred
and Class B Common stock are excluded from diluted earnings per share calculations for 2009 and
2008, as this contingent event had not yet occurred by the end of the respective reporting periods. The
number of shares of Class A Common stock that were issued upon conversion of the Series A
Preferred and Class B Common stock was dependent upon the initial public offering price of the
Class A Common stock on the date of conversion of February 10, 2010 as well as the unpaid priority
return. The conversion at the time of the IPO, as well as the reverse stock split, resulted in 19,511,018
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and 26,859,906 shares of common stock issued for the Series A Preferred stock and Class B Common
stock, respectively.

8. Income Taxes

The Company’s provision for income taxes consists of the following (dollars in thousands):

Year ended December 31,

2010 2009 2008
Current:
Federal .............. ... ... ... ....... . $ — 3 — 3 —
State . ..., 307 339 400
307 339 400
Deferred:
Federal ............... . ... ... .. .. ... 19,127 15,221 (195,035)
State ... 2,831 (12,378) (11,240)
21,958 2,843 (206,275)
Change in valuation allowance ............... (21,958)  (2,843) 206,275
Provision for income taxes . ................. $ 307 $ 339 § 400

The Company is the taxpaying entity and files a consolidated federal income tax return. Currently,
the Company is not under examination by any major taxing jurisdiction to which the Company is
subject. The statute of limitation for tax years 2010, 2009, 2008, and 2007 is open, for federal and state
income taxes. Additionally, tax year 2006 remains open for examination by certain state taxing
authorities.

82



Generac Holdings Inc.
Notes to Consolidated Financial Statements (Continued)
Years Ended December 31, 2010, 2009, and 2008

8. Income Taxes (Continued)

Significant components of deferred tax assets and liabilities are as follows (dollars in thousands):

December 31,

2010 2009
Deferred tax assets:
Goodwill and intangible assets . . ......... ... ... $ 186,014 § 214,337
AccTued EXPeNSES . . . v v v vt 11,967 11,700
Deferred TEVENUE . . . . v v v o it et et et ve e an s 1,093 945
TNVENTOTIES & & v v e v vt et et ettt e e et 2,733 1,970
Pension obligations . . ............ ... ... 3,862 3,635
Stock based compensation . . ... ... 2,435 —
Operating loss and contribution carryforwards. . ........ 64,436 61,555
Other............. P 381 374
Valuation allowance . ...........ceoueveeennnneen.. (267,571)  (289,529)
Total deferred tax @SSELS « v v v v v v v v it e e e 5,350 4,987
Deferred tax liabilities:
Depreciation . . . ..ottt 4,780 4,662
Prepaid EXPenses. . .. .ot vt e 570 325
Total deferred tax liabilities . . .. .. .. .. .ot 5,350 4,987

Net deferred tax aSSelt. « o v v v v vt i et e e $ — 5 —

The net current and noncurrent components of deferred taxes included in the consolidated balance
sheets are as follows (dollars in thousands):

December 31,

2010 2009
Net current deferred tax.-assets . .. ... ... $ 15269 $ 14,458
Net long-term deferred tax assets ............... e 252,302 275,071
Valuation alloWance . .. .cvvvvmven s iininaaansnnos (267,571)  (289,529)
Net deferred tax assets . . ... ..vvvv et nneeneene e $ — 3 —

The Company is currently in a three year cumulative net loss position, due primarily to a goodwill
and tradename impairment write-off in 2008, and therefore has not considered expected future taxable
income in analyzing the realizability of the deferred tax assets as of December 31, 2010. As a result of
this analysis, we have recorded a full valuation allowance against these net deferred tax assets.

At December 31, 2010, the Company has federal net operating loss carryforwards of approximately
$166,100,000, which expire between 2026 and 2030, and various state net operating loss carryforwards,
which expire between 2016 and 2030.

As a result of ownership changes, Section 382 of the Internal Revenue Code of 1986 as amended
and similar state provisions can limit the annual deductions of net operating loss and tax credit carry
forwards. Such annual limitations could result in the expiration of net operating loss and tax credit
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carry forwards before utilization. The Company has no such limitation as of December 31, 2010, and
no limitation was triggered by our initial public offering which occurred on February 10, 2010. Future
ownership changes may result in such a limitation.

A reconciliation of the statutory tax rates and the effective tax rates for the years ended
December 31, 2010, 2009 and 2008 are as follows:

Year ended
December 31,

2010 2009 2008

US. statutoryrate ............... ... 3% 35% 35%
State taXes . . . ... i 4 4 2
Valuation allowance . .............................. ... 38 (38 (37
Effective taxrate . ...... ... ... ... ... ... ... ... . ... 1% 1% 0%

At December 31, 2010 and 2009 the Company has no reserves recorded for uncertain tax positions.

9. Benefit Plans
Medical and Dental Plan

The Company has a medical and dental benefit plan covering full-time employees of the Company
and their dependents. The plan is a partially self-funded plan under which participant claims are
obligations of the plan. The plan is funded through employer and employee contributions at a level
sufficient to pay for the benefits provided by the plan. The Company’s contributions to the plan were
$7,300,000, $5,900,000, and $6,000,000 for the years ended December 31, 2010, 2009, and 2008,
respectively. The plan maintains individual stop loss insurance policies on the medical portion of
$200,000 to mitigate losses. Balances for the incurred but not yet reported claims, including reported
but unpaid claims at December 31, 2010, and 2009, were $800,000 and $1,200,000, respectively. The
Company estimates claims incurred but not yet reported each month based on its historical experience,
and the Company adjusts its accrual to meet the estimated liability.

Savings Plan

The Company maintains a defined-contribution 401(k) savings plan for virtually all employees who
meet certain eligibility requirements. Under the plan, employees may defer receipt of a portion of their
eligible compensation. The Company amended the 401(k) savings plans effective January 1, 2009, to
add Company matching and non-elective contributions. The Company may contribute a matching
contribution of 50% of the first 6% of eligible compensation of employees. No matching contribution
shall be made with respect to employee catch-up contributions. The Company may contribute a
non-elective contribution for each plan year after 2008. The contribution will apply to eligible
employees employed on December 31, 2008. The rate of the non-elective contribution is determined
based upon years of service as of December 31, 2008, and is fixed. Both Company matching
contributions and non-elective contributions are subject to vesting. Forfeitures may be applied against
plan expenses.
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9. Benefit Plans (Continued)

The Company recognized $2,300,000 and $2,300,000 of expense related to this plan in 2010 and
2009, respectively. The Company made no contributions to this plan in 2008, and accordingly, no
expense has been recognized in the accompanying consolidated statement of operations.

Pension Plans

The Company has noncontributory salaried and hourly pension plans (combined the Pension
Plans) covering substantially all of its employees. The benefits under the salaried plan are based upon
years of service and the participants’ defined final average monthly compensation. The benefits under
the hourly plan are based on a unit amount at the date of termination multiplied by the participant’s
years of credited service. The Company’s funding policy for the Pension Plans is to contribute amounts
at least equal to the minimum annual amount required by applicable regulations.

The Company elected to freeze the Pension Plans effective December 31, 2008. This resulted in a
cessation of all future benefit accruals for both hourly and salary pension plans. A curtailment liability
gain of $5,809,000 related to the salary plan was recognized as a reduction to the unrecognized net loss,
as the curtailment liability gain was less than the unrecognized net loss prior to the plan amendment
and, therefore, did not impact the consolidated statement of operations for the year ended
December 31, 2008.
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9. Benefit Plans (Continued)

The Company uses a December 31 measurement date for the Pension Plans. Information related
to the Pension Plans is as follows (dollars in thousands):

Year Ended
December 31,
2010 2009

Accumulated benefit obligation at end of period ........... $ 46,049 §$ 41,845
Change in projected benefit obligation
Projected benefit obligation at beginning of period .. ....... $ 41,845 $ 38,030
Service Cost . ... ... — —
Interest cost . ....... ... ... . 2,359 2,338
Net actuarial loss . .......... ... ... ... ... ... .. ... .. 3,138 2,633
Benefitspaid . . ......... ... .. .. ... . (1,293)  (1,156)
Projected benefit obligation at end of period.............. $ 46,049 $ 41,845
Change in plan assets )
Fair value of plan assets at beginning of period ............ $ 28,128 $ 23,663
Actual return on plan assets . . ... ... ... ... 3,780 4,132
Company contributions . ................... ... . — 1,489
Benefitspaid . . ............ ... ... .. .. ... . (1,293)  (1,156)
Fair value of plan assets at end of period ................ $ 30,615 $ 28,128
Funded status: accrued pension liability included in other

long-term liabilities. . . .............. ... .. .. .. ... . $(15,434) $(13,717)
Amounts recognized in accumulated other comprehensive

income
Net actuarial (loss)/gain .. ........................... $ (5607) $ (4,492)

The estimated actuarial loss for the Pension Plans that was amortized from OCI into net periodic
benefit cost during 2010 is $247,000.

Additional information related to the Pension Plans is as follows (dollars in thousands):

Year ended December 31,

2010 2009 2008
Components of net periodic pension expense:
Service Cost. .. ... $ — $ — $2477
Interest cost . .............o o 2,359 2,338 2,452
Expected return on plan assets. .. .............. (2,004) (1,804) (2,733)
Amortization of netloss ..................... 247 240 —
Net periodic pension expense . .. ............... $ 602 $§ 774 $2196
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9. Benefit Plans (Continued)
Weighted-average assumptions used to determine benefit obligation are as follows:

December 31,

w209
DiSCOUNT TALE .« v v oo oo e it it e aieaa e m e aanaeeaaa s 5.23% 5.76%
Rate of compensation increase(1) ... ... n/a n/a

1) 'No compensation increase was assumed, as the plans were frozen effective December 31,
p p

Weighted-average assumptions used to determine net periodic pension expense are as follows:

Year ended
December 31,

2010 2009 2008

DiSCOURE TALE &+« o vt v e e e e et e et iae et 5.76% 6.28% 6.48%
Expected long-term rate of return on plan assets ............ 730 7.66 9.00
Rate of compensation increase(l) ...............tnit. n/a n/a 4.25

(1) No compensation increase was assumed in 2010 or 2009, as the plans were frozen
effective December 31, 2008.

To determine the long-term rate of return assumption for plan assets, the Company studies
historical markets and preserves the long-term historical relationships between equities and fixed-
income securities consistent with the widely accepted capital market principle that assets with higher
volatility generate a greater return over the long run. The Company evaluates current market factors
such as inflation and interest rates before it determines long-term capital market assumptions and
reviews peer data and historical returns to check for reasonableness and appropriateness.

The Pension Plan’s weighted-average asset allocation at December 31, 2010 and 2009, by asset
category, is as follows (dollars in thousands):

December 31, December 31,
. 2010 2009

Asset Category Target Dollars _%_ Dollars i
FixedIncome .........ccovinieennenn. 24% $ 7385 24% $ 9246 33%

R Domestic equity. . . ... ovvivii oo 49 14,967 49 13,262 47

o International equity . ................. 17 5,211 17 4,504 16

ERS Realestate . .........evveeceeennnns 10 3052 10 1,116 4
1077 P 100% $30,615 100% $28,128 100%
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9. Benefit Plans (Continued)

The fair values of the Pension Plan’s assets at December 31, 2010 are as follows:

Quoted prices in  Significant Significant
active markets for observable unobservable

identical asset inputs inputs

Total (level 1) (level 2) (level 3)
Mutual fund . .-............. $28,141 $28,141 § — $—
Collective trust. . ............ 2,474 — 2,474 —
Total ................... $30,615 $28,141 $2,474 $—

The fair values of the Pension Plan’s assets at December 31, 2009 are as follows:

Quoted prices in Significant Significant
active markets for  observable unobservable

identical asset inputs inputs

Total (level 1) (level 2) (level 3)

Mutual fund ............... $23,062 $23,062 $ — $ —
Collective trust. . ... ......... 3,950 — 3,950 —
Pooled separate account . . . . . .. 1,116 1,116
Total ................... $28,128 $23,062 $3,950 $1,116

A reconciliation of beginning and ending balances for Level 3 assets for the years ended
December 31, 2010 and 2009 is as follows (dollars in thousands):

Separate Account

(Level 3)
Balance as of December 31,2008 . .. .............0. ... $ 1,631
Realized losses . ...............oiuiiiunnnn. .. (515)
Balance as of December 35,2009 ... 1,116
Transfersout of Level 3. ...................... e (1,116)
Balance as of December 31,2010 . .. ..................... .. $

The transfers-out of level 3 in 2010 were the result of changes in investment allocation from a
pooled separate account to mutual funds (a level 1 investment). The valuation techniques used to
measure the fair value of plan assets classified as level 3, were valued based on quoted or observed
market prices of the underlying assets.

Mutual Funds—This category includes investments in mutual funds that encompass both equity
and fixed income securities that are designed to provide a diverse portfolio. The plan’s mutual funds
are designed to track exchange indices, and invest in diverse industries. Some mutual funds are
classified as regulated investment companies. Investment managers have the ability to shift investments
from value to growth strategies, from small to large capitalization funds, and from U.S. to international
investments. These investments are valued at the closing price reported on the active market on which

the individual securities are traded. These investments are classified within Level 1 of the fair value
hierarchy.
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9. Benefit Plans (Continued)

Collective Trusts—This category includes public investment vehicles valued using the Net Asset
Value (NAV) provided by the administrator of the trust. The NAV is based on the value of the
underlying assets owned by the trust, minus its liabilities, and then divided by the number of shares
outstanding. The NAV of the trust is classified within Level 2 of the fair value hierarchy.

Pooled Separate Account—This category invests mainly in commercial real estate and includes
mortgage loans which are backed by the associated properties. These underlying real estate investments
have unobservable level 3 pricing inputs.

The Company’s target allocation for equity securities and real estate is generally between
65% - 85%, with the remainder allocated primarily to bonds. The Company regularly reviews its actual
asset allocation and periodically rebalances its investments to the targeted allocation when considered
appropriate.

The Company expects to make éstimated contributions of $2,000,000 to the Pension Plans in 2011.

The following benefit payments are expected to be paid from the Pension Plans (dollars in
thousands):

Year

200 . e e e e e e e $ 1,389
20 ) 17/ 1,485
2008 . e e e e e e e 1,589
7 1,721
2005 o e e e e e e e e 1,810
Years 2016 - 2020 . . .o vttt e e e e e e, 11,199

10. Share Plans

On November 10, 2006, the Company adopted the 2006 Management Equity Incentive Plan (2006
Equity Incentive Plan). The 2006 Equity Incentive Plan provided for awards with respect to a maximum
of 9,350.0098 shares of Common stock (formerly Class A Common stock) and 5,000 Class B Common
shares, subject to certain adjustments. On November 10, 2006, and from time to time thereafter, certain
members of management purchased restricted shares of Class A Common stock under the 2006 Equity
Incentive Plan for $341 per share and pursuant to restricted stock agreements. One half of the
restricted shares vested over time (Time Vesting Shares), with 25% vesting on November 10, 2007 and
on the next three anniversaries thereafter, so long as the participant was still employed by the
Company or one of its subsidiaries on the applicable vesting date. Upon the occurrence of a change of
control of the Company, any unvested Time Vesting Shares immediately vested in full, so long as the
participant was still employed by the Company or one of its subsidiaries. The remaining restricted
shares immediately vested (performance-based vesting) in full, provided the participant was still then
employed by the Company or one of its subsidiaries, upon the occurrence of either: (i) a change of
control of the Company that provides CCMP with a certain rate of return with respect to net proceeds
received by CCMP from their investment in the Company; or (i) from and after the date of an IPO,
the achievement with respect to shares of the Common stock (formerly Class A Common stock) of an
average closing trading price exceeding, in any 60 consecutive trading day period starting prior to the
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10. Share Plans (Continued)

later of (a) the fifth year anniversary of the date of grant of the restricted shares, and (b) one year
after the IPO, a certain threshold with respect to net proceeds received by CCMP from their
investment in the Company. As a condition to the purchase of restricted shares, members of
management executed confidentiality, non-competition and intellectual property agreements.

The fair value of the Class A common stock on the date of issuance was estimated to be $390 per
share. The Company has recorded $6,000, $38,000, and $40,000 of stock-based compensation expense
related to the Time Vesting Shares in 2010, 2009, and 2008, respectively, related to amortization of the
excess of fair value over purchase price of these restricted shares. This excess was being amortized over
the vesting provisions of the restricted shares. As a result of the IPO, the remaining unvested
performance-based Restricted Shares became fully vested. As a result, the Company has recorded
$159,000 of stock-based compensation expense related to the accelerated vesting in 2010.

The Company adopted an equity incentive plan on February 10, 2010 in connection with the IPO.
At'the time of the IPO, 4,341,504 stock options and 456,249 shares of restricted stock and other stock
awards were granted to employees and Board members of the Company pursuant to the equity
incentive plan. Total share-based compensation cost related to the equity incentive plan recognized in
the consolidated statement of operations was $6,198,000 in 2010, net of actual forfeitures, which is
recorded in operating expenses in the consolidated statement of operations.

Stock Options—The stock options issued at the time of the IPO have an exercise price equal to the
IPO price of $13.00 per share, and vest in equal installments over five years, subject to the grantee’s
continued employment or service. The options expire 10 years after the date of grant.

The grant-date fair value of each option grant is estimated using the Black-Scholes-Merton option
pricing model. The fair value is then amortized on a straight-line basis over the requisite service period
of the awards, which is generally the vesting period. Use of a valuation model requires management to
make certain assumptions with respect to selected model inputs. Since there was no history for the
Company’s stock, expected volatility was calculated based on an analysis of historic and implied
volatility measures for a set of peer companies. The average expected life was based on the contractual
term of the option using the simplified method. The risk-free interest rate was based on U.S. Treasury
zero-coupon issues with a remaining term equal to the expected life assumed at the date of grant. The
compensation expense recognized is net of estimated forfeitures. Forfeitures are estimated based on
voluntary termination behavior, as there is not sufficient history of actual share option forfeitures at
this time. The weighted-average assumptions used in the Black-Scholes-Merton option pricing model
for 2010 are as follows:

2010
Expected stock price volatility . .. ................. ... ... ... ..., 50%
Risk free interest rate . .. .. ...t - 294%
Expected annual dividend per share. .. ............................ $ —
Expected life of options (years) . .. ..., 6.5

The weighted-average grant-date fair value of options granted during 2010 was $6.84 per option.
There have been no options exercised during 2010.
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A summary of option activity as of December 31, 2010 and changes during the twelve months then
ended is presented below:

Weighted-
Average
Weighted- Remaining Aggregate
Average Contractual Intrinsic
Exercise Term Value
Shares Price (in years) ($ in thousands)
Outstanding as of December 31,2009 ........... — —
Granted . . ... . e e 4,366,504 $ 13.02
Exercised . ........ciiuiiiiiiiiiiii — —
Expired . ...... .o — —
Forfeited ......... ... oo, (130,245)  (13.00)
Outstanding as of December 31, 2010 ........... 4,236,259 $ 13.02 9.1 $13,349

Exercisable as of December 31,2010 . ........... — —_ — —

Non-vested Stock—The non-vested stock awards will vest in full on the third anniversary of the
date of grant, subject to the grantee’s continued employment. The fair market value of the award at the
time of the grant is amortized to expense over the period of vesting. The fair value of restricted share
awards is determined based on the market value of the Company’s shares on the grant date. The
compensation expense recognized for restricted share awards is net of estimated forfeitures.

A summary of the status of the Company’s restricted share awards as of December 31, 2010 and
changes during the twelve months then ended is presented in the table below:

Weighted-Average

Grant-Date
Non-vested Stock Awards Shares Fair Value
Non-vested as of December 31,2009 . ... — $ —
Granted . .. oo e e e e e e 439,999 13.02
Vested .o e e e e . — —
Forfeited . ...... ... i (9,844) (13.00)
Non-vested as of December 31,2010 . ............... 430,155 $ 13.02

As of December 31, 2010, there was $3,543,000 of total unrecognized compensation cost, net of
expected forfeitures, related to non-vested stock awards. That cost is expected to be recognized over
the remaining service period, having a weighted-average period of 2.1 years. Total share-based
compensation cost related to the restricted stock for 2010 was $1,447,000, which is recorded in
operating expenses in the consolidated statement of operations.

During 2010, 21,406 shares of fully vested stock were granted to certain members of the
Company’s board of directors as a component of their compensation for their service on the board.
Total compensation cost for these share grants was $281,000, which is recorded in operating expenses in
the consolidated statement of operations.
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11. Commitments and Contingencies

The Company leases certain computer equipment, automobiles, and warehouse space under
operating leases with initial lease terms ranging up to three years.

The approximate aggregate minimum rental commitments at December 31, 2010, are as follows
(dollars in thousands):

E R Amount
200 $124
2002, o 106
7 O 44
2004 . —
2005 . —
Total .............. T $274

Total rent expense for the years ended December 31, 2010, 2009 and 2008, which includes
short-term data processing equipment rentals, was approximately $554,000, $347,000, and $415,000,
respectively.

The Company has an arrangement with a finance company to provide floor plan financing for
selected dealers. The Company receives payment from the finance company after shipment of product
to the dealer. The Company participates in the cost of dealer financing up to certain limits. The
Company has agreed to repurchase products repossessed by the finance company, but does not
indemnify the finance company for any credit losses they incur. The amount financed by dealers which
remained outstanding under this arrangement at December 31, 2010 and 2009 was approximately
$9,735,000 and 6,966,000, respectively.

12. Related-Party Transactions

Prior to the IPO, the Company had an agreement to pay CCMP and Unitas Capital and related
entities an annual advisory fee of $500,000. The Company expensed $55,000 in advisory fees for 2010,
and $500,000 in advisory fees for 2009 and 2008. This agreement was terminated effective with the IPO .
on February 10, 2010.
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13. Quarterly Financial Information (Unaudited)

Unaudited quarterly financial information for the years ended December 31, 2010 and 2009, (in
thousands, except per share data):

Quarters Ended 2010

Q1 Q2 Q3 Q4

Netsales............. e $ 130,718 $140,455 $160,666 $161,041
Grossprofit ......... .. .. i 51,418 54,745 67,362 63,832
Operating income . ............c.ouviiiniineenn.n 15,464 18,854 29,770 26,208
Netincome .. ..ottt it et e e et e e e 2,468 12,834 22,998 18,613
Less: accretion of Series A preferred stock . .......... (2,042) — — —
Less: accretion of Class B common stock ............ (12,133) — — —
Less: beneficial conversion . . ..................... (140,690) — — —
Net (loss) income attributable to Corimon stock

(formerly Class A Common stock) ............... (152,397) 12,834 22,998 18,613
Income attributable to Class B common stock . . ....... 12,133 — — —
Net (loss) income per common share, basic:

Common stock (formerly Class A Common stock) .... $ (426) § 019 $§ 034 § 028

Class B commoOn StOCK . . .. oo v vne e ean.n $ 505 $ — 3 — —
Net (loss) income per common share, diluted:

Common stock (formerly Class A Common stock) .... $ (426) $ 019 § 034 $ 028

Class B common stock . ... ..vevniennenenen.. $ 505 §$ — 3 — 3 —

Quarters Ended 2009
. Q1 Q2 Q3 Q4

Netsales ...ttt i e i i $140,446 $149,577 $144,261 $153,964
Grossprofit . ... ... 47,527 60,188 64,491 63,644
Operating income . . .. ... 13,816 24,786 30,588 29,322
Netincome ................. e e 5,794 7,032 18,281 11,948
Less: accretion of Series A preferred stock. ........... (2,792)  (3,320)  (3,709)  (4,330)
Less: accretion of Class B common stock . . ........... (24,128) (24,731) (25,349) (25,983)
Net loss attributable to Class A common stock . . ....... (21,126) (21,019) (10,777)  (18,365)
Income attributable to Class B common stock . ........ 24,128 24,731 25,349 25,983
Net (loss) income per common share, basic and diluted:

Class A common StOCK « .. oo vvevneee e $(12,172) $(12,111) $ (6,209) $(10,613)

Class Bcommon stock. . . oo oo i i i e it enn $ 1,006 $ 1,030 $ 1,055 $ 1,082
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14. Valuation and Qualifying Accounts
For the years ended December 31, 2010, 2009 and 2008 (dollars in thousands):

Balance at Additions Balance at
Beginning of Charged to Charges to End
Period Earnings Reserve, Net(1) of Year
Year ended December 31, 2010
Allowance for doubtful accounts ............. $ 1016 $ (124 $ (1699 $§ 723
Allowance for doubtfulnotes . ............... 965 — (965) —
Reserves forinventory . . .. ................. 3,937 1,056 (934) 4,059
Valuation of deferred tax assets . ............. 289,529 (21,958) — 267,571
Year ended December 31, 2009
Allowance for doubtful accounts ............. $ 1,020 §$ 227 $ (231) $ 1,016
Allowance for doubtful notes . :.............. 965 —_ — 965
Reserves forinventory . . ................... 4,908 548 (1,519) 3,937
Valuation of deferred tax assets . ............. 292,372 (2,843) — 289,529
Year ended December 31, 2008
Allowance for doubtful accounts ............. $ 808 $ 394 $ (182) $ 1,020
Allowance for doubtfulnotes . . .............. 850 115 — 965
Reserves forinventory . .. .................. 3,656 1,689 (437) 4,908
Valuation of deferred tax assets . ............. 86,097 206,275 — 292,372

(1) Deductions from the allowance for doubtful accounts equal accounts receivable written off, less
recoveries, against the allowance. Deductions from the reserves for inventory excess and obsolete
‘items equal inventory written off against the reserve as items were disposed of. Deductions to the
valuation of deferred tax assets relate to the reversals due to changes in management’s judgments
regarding the future realization of the underlying deferred tax assets.

15. Subsequent Events

The Company evaluated its financial statements for subsequent events through the date the
financial statements were available to be issued. The Company is not aware of any subsequent events
which require recognition or disclosure in the financial statements.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

There were no changes in, or disagreements with, accountants reportable herein.

Item 9A. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

Disclosure controls and procedures are controls and other procedures that are designed to ensure
that information required to be disclosed by us in reports we file or submit under the Securities
Exchange Act of 1934, or the Exchange Act, is recorded, processed, summarized and reported within
the time periods specified in the Securities and Exchange Commission rules and forms. Disclosure
controls and procedures include, without limitation, controls and procedures designed to ensure that
such information is accumulated and communicated to our management, including our Chief Executive
Officer and Chief Financial Officer, as appropriate, to allow for timely decisions regarding required
disclosure.

Our management, with the participation of our Chief Executive Officer and our Chief Financial
Officer, has conducted an evaluation of the design and operation of our disclosure controls and
procedures as defined in Rule 13a-15(e) and 15d-15(e) under the Exchange Act as of the end of the
period covered by this report on Form 10-K. Based on that evaluation, our Chief Executive Officer and
Chief Financial Officer concluded that our disclosure controls and procedures were effective in
providing reasonable assurance that the information required to be disclosed in this report on
Form 10-K has been recorded, processed, summarized and reported as of the end of the period
covered by this report on Form 10-K.

Management’s Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over
financial reporting, as defined in Rule 13a-15(f) and 15d-15(f) under the Exchange Act. Our internal
control over financial reporting is designed under the supervision of our Chief Executive Officer and
Chief Financial Officer to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of the consolidated financial statements in accordance with U.S. generally accepted
accounting principles.

Internal control over financial reporting includes those policies and procedures that (i) pertain to
the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the Company; (ii) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of the financial statements in accordance with U.S.
generally accepted accounting principles, and that receipts and expenditures of the Company are being
made only in accordance with authorizations of management and directors of the Company; and
(iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition,
use, or disposition of the Company’s assets that could have a material effect on the Company’s
financial statements.

There are inherent limitations to the effectiveness of any internal control over financial reporting,
including the possibility of human error or the circumvention or overriding of the controls. Accordingly,
even an effective internal control over financial reporting can provide only reasonable assurance of
achieving its objective. Because of its inherent limitations, internal control over financial reporting may
not prevent or detect misstatements. Projections of any evaluation of effectiveness to future periods are
subject to the risk that controls may become inadequate, because of changes in conditions, or that the
degree of compliance with the policies or procedures may deteriorate.

Under the supervision and with the participation of our Chief Executive Officer and Chief
Financial Officer, our management conducted an assessment of the effectiveness of internal control

95



over financial reporting as of December 31, 2010 based on the criteria established in Internal Control—
Integrated Framework, issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO). Based on this assessment, our management has concluded that our internal
control over financial reporting was effective as of December 31, 2010.

This annual report does not include an attestation report of our independent registered public
accounting firm regarding internal control over financial reporting. Management’s report was not
subject to attestation by our independent registered public accounting firm pursuant to rules of the
Securities and Exchange Commission that permit us, as a “non-accelerated filer”, to provide only
management’s report in this annual report.

Changes in Internal Control Over Financial Reporting

There was no change in our internal control over financial reporting that occurred during the three
months ended December 31, 2010 that has materially affected, or is reasonably likely to materially
affect, our internal control over financial reporting.

Item 9B. Other Information

None

PART III

Item 10. Directors, Executive Officers and Corporate Governance

The information required by Item 10 not already provided herein under “Item 1—Business—
Executive Officers”, will be included in our 2011 Proxy Statement, and is incorporated by reference
herein.
Item 11. Executive Compensation

The information required by this item will be included in our 2011 Proxy Statement and is
incorporated herein by reference.
Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder

Matters

The information required by this item will be included in our 2011 Proxy Statement and is
incorporated herein by reference.
Item 13. Certain Relationships and Related Transactions, and Director Independence

The information required by this item will be included in our 2011 Proxy Statement and is
incorporated herein by reference.
Item 14. Principal Accountant Fees and Services

The information required by this item will be included in our 2011 Proxy Statement and is
incorporated herein by reference.
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PART IV
Item 15. Exhibits, Financial Statement Schedules
(a)(1) Financial Statements

Included in Part II of this report:

Page
Report of Independent Registered Public Accounting Firm . ........................ ... 54
Consolidated balance sheets as of December 31,2010 and 2009 . .. ......... . ... 55
Consolidated statements of operations for years ended December 31, 2010, 2009 and 2008 .. ... 56
Consolidated statements of redeemable stock and stockholders’ equity (deficit) for years ended
December 31, 2010, 2009 and 2008 . . . . .. .. i e e e 57
Consolidated statements of cash flows for the years ended December 31, 2010, 2009 and 2008... 58
Notes to consolidated financial statements . .......... ... i, 59

(a)(2) Financial Statement Schedules

All financial statement schedules have been omitted, since the required information is not
applicable or is not present in amounts sufficient to require submission of the schedule, or because the
information required is included in the consolidated financial statements and notes thereto.

(a)(3) Exhibits

Exhibits
Number Description

2.1 Agreement and Plan of Merger by and among Generac Power Systems, Inc., the
representative named therein, GPS CCMP Acquisition Corp., and GPS CCMP Merger Corp.,
dated as of September 13, 2006 (incorporated by reference to Exhibit 2.1 of the Registration
Statement on Form S-1 filed with the SEC on January 11, 2010).

2.2  Amendment to Agreement and Plan of Merger by and among Generac Power Systems, Inc.,
the representative named therein, GPS CCMP Acquisition Corp., and GPS CCMP Merger
Corp (incorporated by reference to Exhibit 2.1 of the Registration Statement on Form S-1
filed with the SEC on January 11, 2010).

3.1  Third Amended and Restated Certificate of Incorporation of Generac Holdings Inc.
(incorporated by reference to Exhibit 3.1 to the Company s Annual Report on Form 10-K for
the fiscal year ended December 31, 2009).

3.2  Amended and Restated Bylaws of Generac Holdings Inc. (incorporated by reference to
Exhibit 3.2 to the Company’s Annual Report on Form 10-K for the fiscal year ended
December 31, 2009).

4.1 Form of Common Stock Certificate (incorporated by reference to Exhibit 4.1 of the
Registration Statement on Form S-1 filed with the SEC on January 25, 2010).

42  Shareholders Agreement, dated as of November 10, 2006, by and among Generac
Holdings Inc., certain stockholders of Generac Holdings Inc., including CCMP" Capital
Investors II, L.P, various of it affiliated funds, various funds affiliated with Unitas
Capital Ltd. and the Management Shareholders (as defined in Shareholders Agreement)
(incorporated by reference to Exhibit 4.2 of the Registration Statement on Form S-1 filed
with the SEC on October 20, 2009).
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Exhibits
Number

Description

10.1

10.2

10.3
10.4+

10.5+

10.6+

10.7+

10.8+

10.9+

10.10+

10.11+

10.12+

10.13+

Credit Agreement, dated as of November 10, 2006, by and among Generac, GPS CCMP
Merger Corp., Goldman Sachs Credit Partners L.P, as administrative agent, JP Morgan
Chase Bank, N.A. as syndication agent, Barclays Bank PLC, as documentation agent, and
Goldman Sachs Credit Partners L.P. and J.P. Morgan Securities Inc. as joint lead arrangers
and joint bookrunners (incorporated by reference to Exhibit 10.5 of the Registration
Statement on Form S-1 filed with the SEC on December 17, 2009).

First Lien Guarantee and Collateral Agreement, dated November 10, 2006, among Generac
Acquisition Corp., GPS CCMP Merger Corp., certain Subsidiaries of GPS CCMP Merger
Corp. and Goldman Sachs Credit Partners L.P, as Administrative Agent (incorporated by
reference to Exhibit 10.5.1 of the Registration Statement on Form S-1 filed with the SEC on
December 17, 2009).

Advisory Services and Monitoring Agreement, dated November 10, 2006 (incorporated by
reference to Exhibit 10.7 of the Registration Statement on Form S-1 filed with the SEC on
November 24, 2009).

2006 Management Equity Incentive Plan, effective as of November 10, 2006 (incorporated by
reference to Exhibit 10.8 of the Registration Statement on Form S-1 filed with the SEC on
November 24, 2009).

2009 Executive Management Incentive Compensation Program (incorporated by reference to
Exhibit 10.46 of the Registration Statement on Form S-1 filed with the SEC on
December 17, 2009).

Generac Holdings Inc. 2010 Equity Incentive Plan (incorporated by reference to Exhibit 10.1
of the Registration Statement on Form S-1 filed with the SEC on January 25, 2010).

Generac Holdings Inc. Annual Performance Bonus Plan (incorporated by reference to
Exhibit 10.63 of the Registration Statement on Form S-1 filed with the SEC on January 25,
2010).

Amended and Restated Employment Agreement, dated January 14, 2010, between Generac
and Aaron Jagdfeld (incorporated by reference to Exhibit 10.65 of the Registration
Statement on Form S-1 filed with the SEC on January 25, 2010).

Employment Agreement, dated as of November 10, 2006, between Generac and Dawn Tabat
(incorporated by reference to Exhibit 10.3 of the Registration Statement on Form S-1 filed
with the SEC on January 25, 2010). '

Amendment to Employment Agreement, dated January 14, 2010, between Generac and
Dawn  Tabat (incorporated by reference to Exhibit 10.66 of the Registration Statement on
Form S-1 filed with the SEC on October 20, 2009).

Employment Letter to Clement Feng, dated December 29, 2009 (incorporated by reference
to Exhibit 10.47 of the Registration Statement on Form S-1 filed with the SEC on
January 11, 2010).

Employment Letter with Terrence Dolan (incorporated by reference to Exhibit 10.62 of the
Registration Statement on Form S-1 filed with the SEC on January 25, 2010).

Severance Agreement with Edward LeBlanc, dated September 22, 2008 (incorporated by
reference to Exhibit 10.49 of the Registration Statement on Form S-1 filed with the SEC on
January 11, 2010).
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Exhibits
Number

Description

10.14+

10.15

10.16

10.17

10.18

10.19+

10.20+

10.21

10.22 .

10.23

10.24

10.25

21.1%
23.1%

Form of Change in Control Severance Agreement (incorporated by reference to
Exhibit 10.64 of the Registration Statement on Form S-1 filed with the SEC on January 25,
2010).

Form of Confidentiality, Non-Competition and Intellectual Property Agreement
(incorporated by reference to Exhibit 10.40 of the Registration Statement on Form S-1 filed
with the SEC on November 24, 2009).

Employee Nondisclosure and Noncompete Agreement, by and between Generac Power
Systems, Inc. and Clement Feng, dated as of September 5, 2007 (incorporated by reference
to Exhibit 10.41 of the Registration Statement on Form S-1 filed with the SEC on
November 24, 2009).

Promissory Note dated December 27, 2007 between Generac Power Systems, Inc. and
Clement Feng (incorporated by reference to Exhibit 10.43 of the Registration Statement on
Form S-1 filed with the SEC on December 17, 2009).

Promissory Note Repayment Letter to Clement Feng, dated December 28, 2009
(incorporated by reference to Exhibit 10.48 of the Registration Statement on Form S-1 filed
with the SEC on January 11, 2010).

Form of Restricted Stock Award Agreement (incorporated by reference to Exhibit 10.44 of
the Registration Statement on Form S-1 filed with the SEC on January 25, 2010).

Form of Nonqualified Stock Option Award Agreement (incorporated by reference to
Exhibit 10.45 of the Registration Statement on Form S-1 filed with the SEC on January 25,
2010).

Form of Generac Holdings Inc. Director Indemnification Agreement for Stephen Murray,
Timothy Walsh and Stephen V. McKenna (incorporated by reference to Exhibit 10.50 of the
Registration Statement on Form S-1 filed with the SEC on January 11, 2010).

Form of Generac Holdings Inc. Director Indemnification Agreement for Barry Goldstein,
John D. Bowlin and Edward A. LeBlanc (incorporated by reference to Exhibit 10.51 of the
Registration Statement on Form S-1 filed with the SEC on January 11, 2010).

Form of Generac Holdings Inc. Officer Indemnification Agreement (incorporated by
reference to Exhibit 10.52 of the Registration Statement on Form S-1 filed with the SEC on
January 11, 2010). '

Form of Generac Power Systems, Inc. Director Indemnification Agreement for Stephen
Murray, Timothy Walsh and Stephen V. McKenna (incorporated by reference to Exhibit 10.53
of the Registration Statement on Form S-1 filed with the SEC on January 25, 2010).

Form of Generac Power Systems, Inc. Indemnification Agreement for Barry Goldstein,

John D. Bowlin, Edward A. LeBlanc, Aaron Jagdfeld, York A. Ragen, Dawn Tabat, Clement
Feng, Allen Gillette, Roger Schaus, Jr. and Roger Pascavis (incorporated by reference to
Exhibit 10.54 of the Registration Statement on Form S-1 filed with the SEC on January 25,
2010).

List of Subsidiaries of Generac Holdings Inc.

Consent of Ernst & Young, Independent Registered Public Accounting Firm, relating to
Generac Holdings Inc.
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Exhibits
Number

Description

31.1*

31.2%

32.1%*

32.2%*

Certification of Chief Executive Officer pursuant to Rule 13a-14 Securities Exchange Act
Rules 13a-14(a) and 15d-14(a), pursuant to section 302 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Financial Officer pursuant to Rule 13a-14 Securities Exchange Act
Rules 13a-14(a) and 15d-14(a), pursuant to section 302 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted by
Section 906 of the Sarbanes-Oxley Act of 2002.

Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted by
Section 906 of the Sarbanes-Oxley Act of 2002.

*  Filed herewith.

**  Furnished herewith.

+ Indicates management contract or compensatory plan or arrangement.
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SIGNATURES

authorized.

Generac Holdings Inc.

By: /s/ AARON JAGDFELD

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly

Dated: March 7, 2011

indicated.

Signature Title

/s/ AARON JAGDFELD . . _ .
IR Chief Executive Officer and Director
A Aaron Jagdfeld

/s/ YORK A. RAGEN Chief Financial Officer and Chief
York A. Ragen Accounting Officer
/s/ JOHN D. BOWLIN )
- Director
John D. Bowlin
/s/ BARRY J. GOLDSTEIN )
- Director
Barry J. Goldstein
/s/ EDWARD A. LEBLANC .
Director
Edward A. LeBlanc
/s/ STEPHEN MURRAY .
Director
Stephen Murray
/s/ DAVID RAMON )
- Director
David Ramon
/s/ TIMOTHY WALSH .
Director

Timothy Walsh
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Aaron Jagdfeld
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons and on behalf of the Registrant in the capacities and on the dates

Date

March 7, 2011

March 7, 2011

March 7, 2011

March 7, 2011

March 7, 2011

March 7, 2011

March 7, 2011

-March 7, 2011
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GENERAC HOLDINGS INC. B

BOARD OF DIRECTORS

John D. Bowlin (1)(2)
Retired/Consultant

Director since 2006

Former President and Chief Executive
Officer, Miller Brewing Company

Barry J. Goldstein (1)

Retired — Director since 2009
Former Executive Vice President and
Chief Financial Officer, Office Depot,
Inc.

Aaron Jagdfeld

Chief Executive Officer and President
Generac Holdings Inc.

Director since 2006

Edward A. LeBlanc (3)

Founder, Focus Associates, LLC
Director since 2006

Former Chief Executive Officer, R & C
Division, Kidde PLC

Stephen Murray (3)

President and Chief Executive Officer

CCMP Capital Advisors, LLC
Director since 2006

David A. Ramon (1)

Managing Partner, Vaduz Partners

Director since 2010

Timothy Walsh (2)
Managing Director

CCMP Capital Advisors, LLC
Director since 2006

(1) Member of Audit Committee

{(2) Member of Compensation Committee
(3) Member of Nominating and Corporate

Governance Committee

EXECUTIVE OFFICERS

Aaron Jagdfeld - 76 years of service

Chief Executive Officer,
President and Director

York A. Ragen - 5 years of service
Chief Financial Officer

Dawn Tabat - 38 years of service
Chief Operating Officer

Terrence J. Dolan - 7 year of service

Senior Vice President, Sales

Allen Gillette - 73 years of service

Senior Vice President, Engineering
Roger Pascavis - 16 years of service

Senior Vice President, Operations

Roger Schaus, Jr. - 23 years of service

Senior Vice President, Service

Operations

SHAREHOLDER
INFORMATION

ANNUAL MEETING

The 2011 annual meeting

of stockholders of Generac
Holdings Inc. will be held on
Wednesday, June 8, 2011,

at 9:00 a.m. central time, at
the Marriott Milwaukee West,
W231 N1600 Corporate Court,
Waukesha, WI, 53186.

CORPORATE OFFICE
Generac Holdings Inc.
S45 W29290 Hwy. 59
Waukesha, WI 53189
262-544-4811
www.generac.com

TRANSFER AGENT AND
REGISTRAR

Computershare Trust Company, N.A.
PO Box 43070

NON-GAAP MEASURES

“Adjusted EBITDA’, “Adjusted Net Income”, “Net Debt”, “Net Debt Leverage Ratio”, “Unlevered Free Cash Flow”, and
“Free Cash Flow” are non-GAAP measures and should not be considered replacements for results under United States
Generally Accepted Accounting Principles (US GAAP). The presentation of this additional information is not meant to
be considered in isolation of, or as a substitute for, results prepared in accordance with US GAAP Please see our SEC
filings for additional discussion of the basis for Generac’s reporting of certain non-GAAP financial measures.

Providence, Rl 02940-3070

Toll free within the US:
800-962-4284

QOutside the US:

781-575-3120
web.queries@computershare.com
www.computershare.com/investor

INVESTOR RELATIONS
See ltem 6. Selected Financial Data included in this Annual Report for further discussion of “Adjusted EBITDA” and CONTACT
“Adjusted Net Income” and related reconciliations to US GAAP measures. York Ragen

Chief Financial Officer

Generac Holdings Inc.

545 W29290 Hwy. 59
Waukesha, Wi 53189
262-506-6064
investorrelations@generac.com

The following reconciliations are provided for the remaining non-GAAP measures listed above:

Net Debt and Net Debt Leverage Ratio Reconciliation
($’s in thousands) 2007

2008 LAY 2010

Long-term debt $1,280,750 | $1,121,437 | $1,052,463 | $ 657,229 INDEPENDENT AUDITORS
Current portion of long-term debt 9,500 9,500 [ 39,076 - 7D et M vyt
Less: Cash and cash equivalents (71,315) (81,229) [ (161,307) (78,583) Milwaukee, Wi 53202
= Net Debt 1,218,935 1,049,708 930,232 578,646 FORM 10-K
Our annual report on Form 10-K
| Divided by: Adjusted EBITDA | 158,148| 129,858| 150,087 | 156,249 | was fled with the Securities and

Exchange Commission and is
available online, or upon written
request to Generac Holdings Inc.
Investor Relations.

Free Cash Flow and Unlevered Free Cash Flow Reconciliation
($°s in thousands)

STOCK EXCHANGE
Generac Holdings Inc. common

2007 2008 2009 2010 i
stock is listed on the New York
Net cash provided by operating activities $38,513 $10,224 $74607 $114,481 Stock Exchange under the ticker
i bol GNRC.
Less: Expenditures for property and sym
o (13,191) (5,186) (4,525 (9,631)
= Free Cash Flow 25,322 5,038 70,082 104,850
Plus: Cash paid for interest | 101632] 109431]  75601] 36,796 GNRC

NYSE
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