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Three Months ended

January 2,
2010

December 27,
2008

Electronic controls for zero emission and hybrid electric vehicles
 $3,866  $3,992 
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Accessory and aftermarket products and services
  2,099   2,388 
Total electronic controls segment revenues
 $5,965  $6,380 
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(7)           Research and development

The cost of research and development programs is charged against income as incurred and was as follows:

(in thousands of dollars)
Three Months ended

January 2,
2010

December
27,

2008
Research and development expense $676 $762
Percentage of sales 10.6 11.2

(8)           Employee benefit plans

Tech/Ops has defined benefit plans covering the majority of its U.S. and U.K. employees. There is also a small
defined contribution plan. The following table sets forth the components of the net pension cost:

(in thousands of dollars)
Three Months ended

January 2,
2010

December
27,

2008
Service cost $84 $92
Interest cost 310 276
Expected return on plan assets (237 ) (268 )
Amortization of net loss 68 -
Amortization of prior service cost 12 11
Net periodic benefit cost 237 111
Net cost of defined contribution plans $7 $9

The following table sets forth the movement in the liability for pension benefits in the three months ended January 2,
2010:

(in thousands of dollars)
Three Months ended

January 2,
2010

December
27,

2008
Liability for pension benefits at beginning of period $7,166 $378
Net periodic benefit cost 237 111
Plan contributions (97 ) (154 )
Amortization of prior service cost (12 ) (11 )
Effect of exchange rate changes 62 (34 )
Balance at end of period $7,356 $290

Tech/Ops did not contribute to its U.S. pension plan in the three months ended January 2, 2010; it presently
anticipates contributing $241,000 to fund its U.S. plan in the remainder of 2010. In addition, employer contributions
to the U.K. defined benefit plan were $97,000 in the first three months and are estimated to total $385,000 in 2010.
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(9)           Inventories

Inventories were comprised of:

(in thousands of dollars)

January 2,
2010

September
30,

2009
Raw materials $692 $676
Work-in-process 78 141
Finished goods 3,855 3,906

$4,625 $4,723

- 9 -
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(10)         Fair value of financial instruments

The Company's financial instruments consist mainly of cash and cash equivalents, short-term investments, accounts
receivable and accounts payable. The carrying amount of these financial instruments as of January 2, 2010 and
September 30, 2009, approximates fair value due to the short-term nature of these instruments. At January 2, 2010 the
Company had no financial assets or liabilities that are measured at fair value on a recurring basis.

(11)         Accrued expenses

Set out below is an analysis of other accrued expenses at January 2, 2010 and September 30, 2009, which shows
separately any items in excess of 5% of total current liabilities:

(in thousands of dollars)

January 2,
2010

September
30,

2009
Accrued compensation and related costs $532 $497
Warranty reserves 237 217
Other accrued expenses 659 897

$1,428 $1,611

(12)        Warranty reserves

The movement in warranty reserves was as follows:

(in thousands of dollars)
Three Months ended

January 2,
2010

December
27,

2008
Warranty reserves at beginning of period $217 $362
Decrease in beginning balance for warranty obligations settled during the period (6 ) (27 )
Other changes to pre-existing warranties - -
Foreign currency translation adjustment 1 (43 )
Net increase in warranty reserves for products sold during the period 25 14
Warranty reserves at end of period $237 $306

(13)        Subsequent events

In preparing these interim consolidated financial statements, the Company has evaluated, for the potential recognition
or disclosure, events or transactions subsequent to the end of the most recent quarterly period, through February 16,
2010, the issuance date of these financial statements. No material subsequent events were identified that require
recognition or disclosure in these financial statements.

Item 2    Management's Discussion and Analysis of Financial Condition and Results of Operations.

FORWARD LOOKING STATEMENTS
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Statements in this discussion and analysis about the Company’s anticipated financial results and growth, as well as
those about the development of its products and markets, are forward-looking statements that involve risks and
uncertainties that could cause actual results to differ materially from those projected. These include the risks discussed
under “Risk Factors” below and others discussed in this report.

CRITICAL ACCOUNTING ESTIMATES

As of January 2, 2010, there have been no material changes to the critical accounting estimates described in the
Company’s 2009 10-K. However, if the continuing worldwide economic troubles continue to have a negative effect on
our business, estimates used in future periods may vary materially from those included in the Company’s previous
disclosures.

- 10 -
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For example:

(i)  if the financial condition of any of the Company's customers deteriorates as a result of continuing business
declines, the Company may be required to increase its estimated allowance for bad debts;

(ii)  if actual future demand continues to decline more than previously projected, inventory write-downs may be
required; or

(iii)  significant negative industry or economic trends that adversely affect our future revenues and profits, or a
reduction of our market capitalization relative to net book value, among other factors, may change the estimated
future cash flows or other factors that we use to determine whether or not goodwill has been impaired and lead us
to conclude that an impairment charge is required.

All of these factors, and others resulting from the current economic situation, may have a material adverse impact on
the Company’s results.

OVERVIEW OF FIRST QUARTER

Results of Operations

Three months ended January 2, 2010

Due to the continuing economic recession some of our customers continue to experience substantially lower demand
for their products in construction, distribution and mining. This situation has resulted in a materially lower demand for
our products from these traditional customers, partially offset by increased demand from customers in transportation,
compared with the end of 2008 and the first quarter of 2009. The following table compares results by segment for the
first quarter of 2010 with the prior year period and shows the percentage changes in total and split between the
currency impact and volume changes:

Three months ended % change due to:

January 2,
 2010

December
27,

 2008 Total Currency Volume
Sales:
Controls - to external customers $5,965 $6,380 -6 % 4 % -10 %
Capacitors - to external customers 396 447 -11 % 7 % -18 %
Capacitors - inter-segment 7 5 40 % 19 % 21 %
Capacitors – total 403 452 -11 % 7 % -18 %
Total sales to external customers 6,361 6,827 -7 % 4 % -11 %
Gross Profit:
Controls 2,105 2,076 1 % 7 % -6 %
Capacitors 176 206 -15 % 6 % -21 %
Total 2,281 2,282 0 % 7 % -7 %
Selling research and administrative
expenses:
Controls 1,890 1,997 -5 % 5 % -10 %
Capacitors 155 154 1 % 8 % -7 %
Unallocated corporate expense 75 58 29 % 0 % 29 %
Total 2,120 2,209 -4 % 5 % -9 %
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Operating income:
Controls 215 79 172 % 48 % 124 %
Capacitors 21 52 -60 % 2 % -62 %
Unallocated corporate expense (75 ) (58 ) 29 % 0 % 29 %
Total 161 73 121 % 54 % 67 %
Other income and expense 85 (291 ) 129 % 121 % 8 %
Income (loss) before income taxes 246 (218 ) 213 % 179 % 34 %
Income taxes (87 ) 77 -213 % -64 % -149 %
Net income (loss) $159 $(141 ) 213 % 242 % -29 %

- 11 -
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Sales in the first quarter of 2010 declined by $466,000, or 7%, to $6,361,000 compared to $6,827,000 in the same
quarter last year. Foreign currency fluctuations increased reported sales in the first fiscal quarter by $269,000; this was
mainly due to a weaker U.S. Dollar compared to both the British Pound and the Euro in the prior year period.
Excluding the impact of foreign currency, shipment volumes were $735,000 lower than last year, caused by the
continued lower demand in the Company’s traditional markets partially offset by sales of the Company’s new Gen4 AC
product to new customers and new applications. In the controls business segment, volumes shipped were lower in
Europe and the Far East although a small increase in volume was seen in the United States compared to the first
quarter last year. The Company believes its traditional markets have now stabilized at these lower levels. Recent
improvement in order intake has been driven by new markets for the Company’s new and existing products. New
product introduction has led to customer gains in on-road vehicle applications since the beginning of the third quarter
of fiscal 2009; however, there cannot yet be any assurance that these gains will translate into increased sales. In the
capacitor business, volumes shipped were 18% lower than during the first quarter last year, which was largely due to
lower demand from customers in the industrial sector. Currency changes, mainly the weaker U.S. Dollar compared to
the British Pound, increased reported total sales in the capacitor business by $31,000, or 7%, from the first quarter of
2009.

Gross profit of $2,281,000 was 35.9% of sales in the first quarter compared to $2,282,000 or 33.4% of sales in the
same quarter last year. Cost savings realized in production-related overheads, lower material costs and foreign
currency fluctuations improved the gross margin percentage. Foreign currency fluctuations increased reported gross
profit by $158,000.

Selling, research and administrative expenses in the first quarter of 2010 were $2,120,000, a reduction of $89,000, or
4%, compared to the same period last year. Foreign currency fluctuations increased operating expense by $118,000 or
5%, compared with the same quarter last year. Excluding the impact of currency fluctuations, selling, research and
administrative expenses were $207,000, or 9%, lower in the first quarter compared to the same period last year due
largely to restructuring actions taken in the second quarter of 2009 in addition to cost saving measures to preserve
cash and reduce operating expense.

There was an operating profit in the first quarter of $161,000, compared with $73,000 in the same period last year.
Lower shipment volumes reduced operating profit by $159,000 although this was more than offset by a reduction in
selling, research and administrative expenses of $207,000. Foreign currency fluctuations had an overall positive
impact of $40,000 in the quarter. In the capacitor business segment, there was an operating profit of $21,000
compared to $52,000 in the first quarter last year.

In the first quarter, interest expense was $2,000, a reduction of $5,000 compared to the prior year. Interest income was
$26,000 compared to $5,000 in the first quarter last year. There was a foreign currency gain of $61,000 in the first
quarter of 2010 compared to a loss of $289,000 in the same period last year. The foreign currency gain in the first
quarter of 2010 was due to the weaker U.S. Dollar compared to the British Pound and the Euro in the prior year
period.

The Company recorded a profit before income taxes of $246,000 in the first quarter of 2010 compared to a loss before
income taxes of $218,000 in the same period last year.There was a net profit for the quarter of $159,000 or $.05 per
share compared to a net loss of $141,000 and a loss of $.04 per share in the first quarter of 2009.

Financial Condition

While the Company has paid regular quarterly dividends in the past, due to the continuing uncertain economic
outlook, the Board of Directors continues to suspend the payment of dividends and will consider whether to resume
paying dividends on a quarter by quarter basis.
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Cash balances at the end of the first quarter of fiscal 2010 were $884,000, compared to $632,000 on September 30,
2009, an increase in cash of $252,000 in the first three months of fiscal 2010.

In the first three months of fiscal 2010, there was a net profit of $159,000 and operating activities generated $405,000
of cash. Excluding the impact of currency fluctuations, receivables increased by $1,457,000 which reduced cash
during the period; however, payables increased by $1,095,000 generating cash during the quarter. The number of days
sales in receivables decreased in the first three months of 2010 from 67 days at September 30, 2009 to 63 days at
January 2, 2010. Adjusted for the effects of currency, there was a decrease in inventories of $124,000 in the first three
months of 2010. Capital expenditures in the first three months were $100,000. Exchange rate changes decreased
reported cash by $53,000 in the first three months of 2010.

- 12 -
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The reserve for doubtful accounts reduced from $92,000 at September 30, 2009 to $41,000 at January 2, 2010 due to
the write off of an uncollectable account of $51,000 in the Company’s French subsidiary which had previously been
fully reserved.

The Company has no long-term debt but has overdraft facilities of approximately $1.6 million in the U.K. and
$140,000 in France. At the end of the first quarter of 2010, the Company had no borrowings against these overdraft
facilities. The U.K. overdraft facilities are secured by U.K. real estate property owned by the Company and the French
overdraft facilities are unsecured. In line with normal practice in Europe, both facilities can be withdrawn on demand
by the bank. Accordingly, management does not rely on their availability in projecting the adequacy of the Company’s
capital resources.

There were no significant capital expenditure commitments at January 2, 2010. It is estimated that the Company will
make contributions to its U.K. and U.S. defined benefit pension plans of approximately $626,000 in fiscal 2010;
should the Company suffer a material reduction in revenues in 2010 this commitment could adversely impact the
Company’s financial position. In the opinion of management, the Company’s requirements for working capital to meet
projected operational and capital spending in both the short and long term can be met by a combination of existing
cash resources, future earnings and existing borrowing facilities in Europe. However, the outlook remains uncertain,
given the continuing worldwide economic deterioration. Any material reduction in revenues will have a materially
adverse impact on the Company’s financial position, which would be exacerbated if any of the Company’s lenders
withdraws or reduces available credit. If the Company is unable to generate sufficient cash from operations and if the
bank overdraft facilities are withdrawn, the Company would need to raise additional debt or equity capital from other
sources to avoid significantly curtailing its business and materially adversely affecting its results.

Item 3     Quantitative and Qualitative Disclosures about Market Risk.

Foreign currency risk

The Company sells to customers throughout the industrialized world. The majority of the Company’s products are
manufactured in, or sourced from, the United Kingdom. In the first three months of 2010, approximately 60% of the
Company’s sales were made in U.S. Dollars, 21% were made in British Pounds and 19% were made in Euros. Over
75% of the Company’s cost of sales was incurred in British Pounds and Euros. This resulted in the Company’s sales and
margins being exposed to fluctuations due to the change in the exchange rates of the U.S. Dollar, the British Pound
and the Euro. The Company has trade accounts receivable and accounts payable denominated in both British Pounds
and Euros that are exposed to exchange fluctuations.

In addition, the translation of the sales and income of foreign subsidiaries into U.S. Dollars is also subject to
fluctuations in foreign currency exchange rates.

The following table provides information about the Company’s foreign currency accounts receivable, accounts payable
and firmly committed sales contracts outstanding as of January 2, 2010. The information is provided in U.S. Dollar
amounts, as presented in the Company’s consolidated financial statements. The table presents the amounts at which the
Company’s foreign currency accounts receivable, accounts payable and firmly committed sales contracts as of January
2, 2010 are expected to mature based on the exchange rate of the relevant foreign currency to U.S. Dollars at January
2, 2010:

(in thousands of dollars)
Expected
maturity or
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transaction
date
FY2010 Fair Value

On balance sheet financial instruments:
In $ U.S. Functional Currency
Accounts receivable in British Pounds 985 985
Accounts receivable in Euros 1,210 1,210
Accounts payable in British Pounds 326 326
Accounts payable in Euros 1,275 1,275
Anticipated Transactions
In $ U.S. Functional Currency
Firmly committed sales contracts
In British Pounds 835 835
In Euros 641 641
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Interest Rate Risk

The Company’s policy is to invest surplus funds in instruments with maturities of less than 12 months at both fixed and
floating interest rates. This investment portfolio is generally subject to general credit, liquidity, counterparty, market
and interest rate risks that may be exacerbated by the current global financial crisis. If the banking system or the fixed
income or credit markets continue to deteriorate or remain volatile, the values and liquidity of these investments could
be adversely affected. The Company did not have any surplus funds invested as of January 2, 2010.

The Company does not currently have any long-term interest-bearing debt. The Company incurs short-term
borrowings from time-to-time on its overdraft facilities in Europe at variable interest rates.

Item 4     Controls and Procedures.

(a)            Evaluation of disclosure controls and procedures. The Company’s principal executive officer and principal
financial officer, after evaluating the effectiveness of the Company’s “disclosure controls and procedures” (as defined in
the Securities Exchange Act of 1934 Rule 13a-15(e)), have concluded that, as of January 2, 2010, these disclosure
controls and procedures were effective.

(b)           Changes in internal control over financial reporting. Our principal executive officer and principal financial
officer have identified no change in the Company’s “internal control over financial reporting” (as defined in Securities
Exchange Act of 1934 Rule 13a-15(f)) that occurred during the period covered by this Quarterly Report on Form 10-Q
that has materially affected, or is reasonably likely to materially affect, the Company’s internal control over financial
reporting.

PART II. OTHER INFORMATION

Item 1     Legal Proceedings

None.

Item 1A   Risk Factors

In addition to the market risk factors set forth in Part 1A of our 2009 10-K and those relating to foreign currency and
interest rate risk set out in Part I, Item 3 above, the Company believes that the following represent the most significant
risk factors for the Company:

Capital markets are cyclical and weakness in the United States and international economies may harm our business

The Company’s customers are mainly manufacturers of capital goods such as fork lift trucks, aerial lifts and railway
signaling equipment. These markets are cyclical and depend heavily on worldwide transportation, shipping and other
economic activity. They are continuing to experience a significant decline in demand. Further, as our business has
expanded globally, we have become increasingly subject to the risks arising from adverse changes in global economic
conditions. Economic growth in the United States and other principal economies has slowed and macroeconomic
conditions have deteriorated worldwide, causing a general tightening in the credit markets, lower levels of liquidity,
increases in the rates of default and bankruptcy, and extreme volatility in credit and equity markets. These
developments have already had an adverse impact on the Company’s business and may materially negatively affect the
Company’s business, operating results or financial condition in a number of additional ways. For example, current or
potential customers may be unable to fund purchases or manufacturing of products, which could cause them to delay,
decrease or cancel purchases of our products or not to pay the Company or to delay paying for previously purchased
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products. In addition, the effect of the crisis on the Company’s banks and other banks may cause the Company to lose
its current overdraft facilities and be unable otherwise to obtain financing for operations as needed.

The Company relies on a small number of key customers for a substantial portion of its revenues.

Ten customers accounted for 53% of the Company’s revenues in the first quarter of 2010 and the largest customer
accounted for 8% of revenues. Although we have had business relationships with these customers for many years,
there are no long-term contractual supply agreements in place. Accordingly our performance could be adversely
affected by the loss of one or more of these key customers.

- 14 -
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The Company has substantial sales and operations outside the United States that could be adversely affected by
changes in international markets.

A significant portion of our operations is located, and a significant portion of our business comes from, outside the
United States. Accordingly, our performance could be adversely affected by economic downturns in Europe or the Far
East as well as in the United States. A consequence of significant international business is that a large percentage of
our revenues and expenses are denominated in foreign currencies that fluctuate in value versus the U.S. Dollar.
Significant fluctuations in foreign exchange rates can and do have a material impact on our financial results, which are
reported in U.S. Dollars. Other risks associated with international business include: changing regulatory practices and
tariffs; staffing and managing international operations, including complying with local employment laws; longer
collection cycles in certain areas; and changes in tax and other laws.

Single source materials and sub-contractors may not meet the Company’s needs.

The Company relies on certain suppliers and sub-contractors for its requirements for most components,
sub-assemblies and finished products. In the event that such suppliers and sub-contractors are unable or unwilling to
continue supplying the Company, or to meet the Company’s cost and quality targets or needs for timely delivery, there
is no certainty that the Company would be able to establish alternative sources of supply in time to meet customer
demand.

Damage to the Company’s or sub-contractors’ buildings would hurt results.

In the electronic controls segment, the majority of the Company’s finished product is produced in three separate plants
in Poland, Mexico and China; these plants are owned by sub-contractors. The capacitor business is located in a single
plant in Wales. In the event that any of these plants was to be damaged or destroyed, there is no certainty that the
Company would be able to establish alternative facilities in time to meet customer demand. The Company does carry
property damage and business interruption insurance but this may not cover certain lost business due to the long-term
nature of the relationships with many customers.

Product liability claims may have a material adverse effect

The Company’s products are technically complex and are installed and used by third parties. Defects in their design,
installation, use or manufacturing may result in product liability claims against the Company. Such claims may result
in significant damage awards, and the cost of any such litigation could be material.

Item 2     Unregistered Sales of Equity Securities and Use of Proceeds

None.

Item 3     Defaults upon Senior Securities

None.

Item 4     Submission of Matters to a Vote of Security Holders

None.

Item 5     Other Information
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None.

Item 6     Exhibits

See Exhibit Index immediately preceding the exhibits.
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SIGNATURES

Pursuant to the requirements 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 authorized.

TECH/OPS
SEVCON, INC.

Date: February 16, 2010By: /s/ Paul N.
Farquhar
Paul N. Farquhar
Chief Financial
Officer (Principal
Financial Officer)

INDEX OF EXHIBITS

ExhibitDescription

3.1 Certificate of Incorporation of the registrant (incorporated by reference to Exhibit (3) (a) to the Company’s
Quarterly Report on Form 10-Q for the quarter ended July 3, 2004).

3.2 By-laws of the registrant (incorporated by reference to Exhibit 3.2 to the Company’s Current Report on Form
8-K filed on September 19, 2008).

31.1 Certification of Principal Executive Officer pursuant to section 302 of the Sarbanes-Oxley Act of 2002 (filed
herewith).

31.2 Certification of Principal Financial Officer pursuant to section 302 of the Sarbanes-Oxley Act of 2002 (filed
herewith).

32.1 Certification of Principal Executive Officer and Principal Financial Officer pursuant to section 906 of the
Sarbanes-Oxley Act of 2002 (filed herewith).

- 16 -

Edgar Filing: CITIZENS & NORTHERN CORP - Form 4

Explanation of Responses: 18



Edgar Filing: CITIZENS & NORTHERN CORP - Form 4

Explanation of Responses: 19


