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PART 1
ITEM 1 —BUSINESS

We are a leading manufacturer of water heaterdailers, serving a diverse mix of residential anchmercial end markets principally in the
United States (U.S.) with a strong and growingrimi¢ional presence. During the fourth quarter df2@e reorganized our management
reporting structure to reflect our current businestivities and reconsidered our reporting segmétistorical information has been revised to
reflect our new structure. Our company is compriseivo reporting segments: North America and RésWorld. Our Rest of World segme

is primarily comprised of China, India and EuroBeth segments manufacture and market comprehelirsdgeof residential gas, gas tankl
and electric water heaters and commercial watdirftgeaquipment. Both segments primarily serve thespective regions of the world. The
North America segment also manufactures and masketsialty commercial water heating equipment, eosthg and nc-condensing boilel
and water systems tanks. The Rest of World segaisntmanufactures and markets water treatment ptedorimarily for Asia.

On August 22, 2011, we sold our Electrical Prodbetsiness (EPC) to Regal Beloit Corporation (RB& )dpproximately $760 million in
cash and approximately 2.83 million shares of RB@mon stock valued at $140.6 million as of thaedBlue to the sale, EPC has been
reflected as a discontinued operation in the acemyipg financial statements for all periods presénEor further information about EPC,
Note 2 to the Consolidated Financial Stateme

The following table summarizes our sales from aantig operations. This summary and all other infation presented in this section should
be read in conjunction with the Consolidated Finan8tatements and Notes to Consolidated Finast&kments, which appear in Item 8 in
this document.

Years Ended December 31 (dollars in millions

2012 2011 2010 2009 2008
North America $1,430.¢ $1,289.! $1,155.. $1,135.¢ $1,245.:
Rest of World 542.t 455.¢ 368.¢ 256.t 223.(
Inter -segment (34.0 (34.6) (35.0 (17.9 (16.9)
Total Sales $1,939.0 $1,710.! $1,489.0 $1,375.( $1,451.

NORTH AMERICA

In our North America segment, sales increased fédrfent or $141.3 million in 2012 compared with pier year. Our Lochinvar brand

which we acquired in August 2011, incrementallyei$142.9 million to sales. The impact of the Loehr acquisition and higher volumes

of U.S. residential and commercial water heatetsclvwere partially offset by lower volumes of daskless and Canadian water heaters, are
the primary reasons for an increase in sales caedpaith the prior year.

We serve residential and commercial end markeuoitth America with a broad range of products inatad

Gas, gas tankless, and electric water heatésir residential and commercial water heaters dons&es ranging from 2.5 gallon (point-of-
use) models to 12,500 gallon appliances with vayrgfiiciency ranges. We offer electric, natural gad liquid propane models as well as
solar tanks and gas tankless units for today’sggnefficient homes. Our North American residentialtter heater sales in 2012 were
approximately $900 million or 63 percent of NortimArica revenues. Typical applications for our wgsters include residences,
restaurants, hotels and motels, laundries, caregashd small businesses.

Boilers.Our residential and commercial boilers range ie §imm 40,000 British Thermal Units (BTUs) to 5.@limn BTUs. Our commercial
boilers are used primarily in space heating apfiioa including hospitals, schools, hotels and ollige commercial buildings.

Other.Our North America segment also manufactures copger-boilers and expansion tanks, commercial syistems, swimming pool ai
spa heaters, and related products and parts.

A significant portion of the segment’s businesdasived from the replacement of existing produats] we believe that since 2008 the sale of
products to the North America residential new hoggionstruction market has represented less timgpeteent of the segment’s total
residential water heater sales.

We are the largest manufacturer and marketer adnbetaters in North America, and we have a leaslirage in both the residential and
commercial markets. As the leader in the residewtider heating market, we offer an extensive haigh-efficiency gas and electric water
heaters as well as boilers. In the commercial mavke believe our comprehensive product
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line including boilers and our high-efficiency prmis give us a competitive advantage in this portibthe water heating industry. Our
wholesale distribution channel includes more th20Q independent wholesale plumbing distributothwiore than 4,400 selling locations
serving residential and commercial end marketsal¥e sell our residential water heaters througtretesl channel. In this channel, our
customers include five of the seven largest natibasdware and home center chains, including Istagrding exclusive branding relationsh
with both Lowe’s Companies, Inc. and Sears, RoelaunckCo. Our boiler distribution channel is prihadomprised of manufacturer
representative firms.

We acquired Lochinvar for approximately $435 millizhich included an earn-out provision that resliltea payment of $13.5 million in
December 2012. Our Lochinvar brand is one of tadileg brands of residential and commercial boilethe U.S. Our Lochinvar branded
sales for the 12 months ended December 31, 2012 apgroximately $226 million. Sales of Lochinvaartmled products have grown at a r
percent compound annual growth rate over the iastyears.

In 2010, we acquired the rights from Takagi IndastCo., Ltd. of Fuji-City, Shizuoka, Japan (Takagd market gas tankless water heaters in
North America and entered into a l-term agreement with Takagi to supply gas tanklester heaters. As part of the venture, we took over
the management of Takagi's North American salesdastdbution organization. Through this ventures effer a full line of gas tankless

water heaters under our own brands in associatiintiie Takagi brand.

Our energy efficient product offerings continuébtoa sales driver of our business. Our Cycloneymiofmily continues to be an option for
commercial customers looking for high efficiencytaraheating with a short payback period throughrgyneavings. We offer the iCOMM
remote monitoring service that allows customengi¢a their Cyclone water heaters’ operation viaititernet allowing them to track the
energy usage and savings. In 2010, we introducgdemetial solar and heat pump water heaters itUtBe as well as other higher efficiency
water heating solutions to round out our energigieffit product offerings.

We sell our water heating products in highly contjpet markets. We compete in each of our targetacket segments based on product
design, quality of products and services, perforreaand price. Our principal water heating and baitanpetitors in the U.S. include Rheem,
Bradford White, Aerco, Weil-McLain, and HTP and nemous other boiler manufacturing companies.

REST OF WORLD

Sales in our Rest of World segment increased 1€&xdept, or $86.9 million, in 2012 compared with gn®r year. A 20.5 percent increase in
sales of A. O. Smith branded products in China44883 million was the primary source of the inceegssales.

We entered the Chinese water heater market thraygint venture in 1995, buying out our partneethyears later. Since that time, we have
been aggressively expanding our presence whiléibgilA. O. Smith brand recognition in the Chinessgidential and commercial markets.
We believe we are one of the leading suppliersatewheaters to the residential market in Chin#h wibroad product offering including
electric, gas, gas tankless, heat pump and soi&: un

In 2008, we established a sales office in Indialaegbn importing products specifically designedifalia from our Nanjing, China facility.
We began manufacturing water heaters in Indiaensgrtond quarter of 2010. Our sales in India irsg@4d.0.5 percent to $20.0 million in
2012.

In 2009, we purchased 80 percent of the watermreat business of Tianlong Holding Co., Ltd. of Hdtang, (Tianlong) and we are
operating the business as A. O. Smith (ShanghateiMaeatment Products Co. Ltd. (SWT). We manufactand through our current water
heater distribution channels, supply water treatmpeoducts such as reverse osmosis units to theaGbsidential and commercial markets, as
well as export markets throughout the world. In@04e purchased the remaining 20 percent intemeBiainlong.

Our primary competitor in China is Haier Appliancas<Chinese company, but we also compete with éajssiemens and Midea in the
electric water heater market and Rinnai and Namithe gas tankless water heater market. Additlpnale compete with numerous other
Chinese private and state-owned water heater atef taatment companies in China. In India, we cet@mpvith Bajaj, MTS-Racold and
Venus and numerous other companies.

In addition, we sell water heaters to the Europmah Middle Eastern markets which comprise less thaae percent of total company sales.
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RAW MATERIAL

Raw materials for our manufacturing operationangrily consisting of steel, are generally availdibden several sources in adequate
guantities. A portion of our customers are contralty obligated to accept price changes basedumtuhtions in steel prices. There has been
significant volatility in steel costs over the lastveral years.

RESEARCH AND DEVELOPMENT

To improve competitiveness by generating new prtxacd processes, we conduct research and develbptraur Corporate Technology
Center in Milwaukee, Wisconsin, our Global EngiriegtCenter in Nanjing, China, and at our operatougtions. Total expenditures for
research and development in 2012, 2011 and 2016 $&&.7 million, $42.7 million and $37.1 milliorespectively.

PATENTS AND TRADEMARKS

We own and use in our businesses various tradefteakie names, patents, trade secrets and licafgedo not believe that our business :
whole is materially dependent upon any such tradieni@de name, patent, trade secret or licenseieder, our trade name is important with
respect to our products, particularly in China,idgnahd the U.S.

EMPLOYEES
Our operations employed approximately 10,900 emg#syas of December 31, 2012, primarily non-union.

BACKLOG
Due to the short-cycle nature of our businessase b our operations sustain significant backlogs.

ENVIRONMENTAL LAWS

Our operations are governed by a variety of fedévatign, state and local laws intended to prateetenvironment. Compliance with the
environmental laws has not had and is not expaotédve a material effect upon the capital expenett, earnings, or competitive position of
our company. See ltem 3.

AVAILABLE INFORMATION

We maintain a website with the address www.aosouth. The information contained on our website isinduded as a part of, or
incorporated by reference into, this Annual ReporfForm 10-K. Other than an inves®own internet access charges, we make availads
of charge through our website our Annual ReporForm 10-K, quarterly reports on Form 10-Q, curmemiorts on Form 8-K and
amendments to these reports as soon as reasomablic@l after we have electronically filed suchtemil with, or furnished such material to,
the Securities and Exchange Commission (SEC).

The company is committed to sound corporate govexmand has documented its corporate governanctgasby adopting the A. O. Smith
Corporate Governance Guidelines. The Corporate fhanee Guidelines, Criteria for Selection of Diggst Financial Code of Ethics, the

A. O. Smith Guiding Principles, as well as the téiar for the Audit, Personnel and Compensation, iNating and Governance and the
Investment Policy Committees and other corporategmnce materials, may be viewed on the compamgtssite. Any waiver of or
amendments to the Financial Code of Conduct oAth@. Smith Guiding Principles also would be postedhis website; to date there have
been none. Copies of these documents will be sestbtkholders free of charge upon written requétite corporate secretary at the address
shown on the cover page of this Annual Report amFb0-K.



ITEM 1A —RISK FACTORS

You should carefully consider the risk factorsfeeth below and all other information containedliis Annual Report on Form 10-K,
including the documents incorporated by referebheégre making an investment decision regardingcoammon stock. If any of the events
contemplated by the following risks actually occuhgn our business, financial condition, or resaftoperations could be materially
adversely affected. As a result, the trading poiceur common stock could decline, and you may kdker part of your investment. The risks
and uncertainties below are not the only risksfg@ur company.

. The effects of the global economic downturn coaleela material adverse effect on our busir

The global economy is still showing signs of stressl could stall or reverse the course of anyvego If this were to occur it could
adversely affect consumer confidence and spendittgrnps which could result in decreased demanth&oproducts we sell, a delay in
purchases, increased price competition, or slodeption of energy efficient water heaters or bsilehich could negatively impact our
profitability and/or cash flow. In addition, a datzation in current economic conditions, includicrgdit market conditions, could negatively
impact our vendors and customers, which could tés@n increase in bad debt expense, customevemdbr bankruptcies, interruption or
delay in supply of materials, or increased matgmiades, which could negatively impact our abitibydistribute, market and sell our products
and our financial condition, results of operatiansl cash flows.

. A portion of our business could be affected byoavslg Chinese econon

Our sales growth of A. O. Smith branded productSlina has averaged approximately 25 percent marorer the past five years and we
anticipate growth of approximately 15 percent in20n 2013 we will complete construction on a fiacivhich will expand our
manufacturing capacity by 50 percent. If the Chénesonomy were to experience a significant slowdomurbanization was to stall, it could
adversely affect our financial condition, result®perations and cash flows.

. Failure to achieve one or more of our 2015 aspoas could negatively impact invest' interest in our common sto

We introduced our 2015 financial aspirations i 12012. We identified specific growth expectatiéarsour A. O. Smith branded products in
China, our U.S. residential and commercial watetdrs, our Lochinvar branded products, our wagstinent products and our products sold
in India. We identified earnings before interest #aixes (EBIT) margin aspirations for our North Aioa and Rest of World segments. We
included assumptions for growth in revenues andiegs from acquisitions in our 2015 aspirationsiufa to profitably grow as expected or
identify acquisition targets that meet our discipli investment criteria could negatively impact ability to achieve these aspirations. Failure
to achieve one or more of these aforementioned thréaetors could adversely affect the trading pa€eur common stock.

. A portion of our business could be adversely agfiétty a decline in new commercial construc

The recovery in commercial construction activityNarth America is fragile and commercial constratcould decline again after showing
small improvements in 2012. Though we believe thatmajority of the commercial business we senferiseplacement of existing products,
changes in the commercial construction market caffiett us.

. A material loss, cancellation, reduction, or delaypurchases by one or more of our largest custsreeuld harm our busine:

Net sales to our five largest customers represaypdoximately 36 percent of our 2012 net saleseWyeect that customer concentration \
continue for the foreseeable future. Our dependencsales from a relatively small number of custameakes our relationship with each of
these customers important to our business. We tassare that we will be able to retain our largestomers. Some of our customers me
the future shift their purchases of products toa@mpetitors. The loss of one or more of our largastomers, any material reduction or de
in sales to these customers, our inability to ss&ftdly develop relationships with additional custars, or our inability to execute on pricing
actions could have a material adverse effect orfinancial position, results of operations and cieis.
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. Our Lochinvar branded sal’ growth could stall resulting in lower than expectades and earnings from the acquisit

The compound annual growth rate of Lochinvar’s nesss has been nine percent over the past five yaegely due to the transition in the
boiler industry from lower efficiency, non-condemgiboilers to higher efficiency, condensing boilensl Lochinvar is a brand leader in
residential and commercial condensing boilers.0032 approximately five percent of the boilers solthe U.S. were condensing boilers and
by 2011, the percentage had grown to approxim&@lgercent. We expect the transition to continugclvwould result in approximately ten
percent growth in Lochinvar branded sales in 20i8far the foreseeable future after 2013. If tlamsition to higher efficiency, condensing
boilers stalls as a result of lower energy costetlaer recession occurs or our competitors’ teabgies surpass our technology, our growth
rate could be lower than expected.

. Because we participate in markets that are higllypetitive, our revenues could decline as we regporcompetitior

We sell all of our products in highly competitivearkets. We compete in each of our targeted mabested on product design, reliability,
quality of products and services, advanced teclyiedo product performance, maintenance costs aoel. We compete against manufactu
located, primarily, in North America and China. Spof our competitors may have greater financiakketing, manufacturing, research and
development and distribution resources than we .hateecannot assure that our products and servidlesontinue to compete successfully
with those of our competitors or that we will bdeato retain our customer base or improve or mairgar profit margins on sales to our
customers, all of which could materially and adegraffect our financial condition, results of ogtons and cash flows.

. Our business may be adversely impacted by prodafettt

Product defects can occur through our own prodecelbpment, design and manufacturing processdsaugh our reliance on third parties
for component design and manufacturing activiti#e. may incur various expenses related to produetctie including product warranty
costs, product recall and retrofit costs and prodability costs. While we maintain a reserve &ar product warranty costs based on certain
estimates and our knowledge of current events atiolnes, our actual warranty costs may exceed @earwe, resulting in current period
expenses and a need to increase our accruals faantacharges. In addition, the reputation of lm@nd may be diminished by product
defects and recalls. Further, our inability to cangroduct defect could result in the failure gfraduct line or the temporary or permanent
withdrawal from a product or market. Any of thesemts may have a material adverse impact on oanfial condition, results of operations
and cash flows.

. A substantial contribution to our financial resulias come through acquisitions and we may not letatidentify or complete futu
acquisitions, which could adversely affect our fatgrowth

Acquisitions we have made have had a significapisich on our results of operations. While we wilhtioue to evaluate potential acquisitic
and we intend to use a significant portion of casltand marketable securities for future acquisstiove may not be able to identify and
successfully negotiate suitable acquisitions, obfiaancing for future acquisitions on satisfactteyms, utilize cash flows from operations,
obtain regulatory approval for certain acquisitiomsotherwise complete acquisitions in the futlfrece complete any future acquisitions,
then we may not be able to successfully integradeatquired businesses or operate them profitatdgamplish our strategic objectives for
those acquisitions. If we complete any future asitjons in new geographies, our unfamiliarity witlsal regulations and market customs r
impact our ability to operate them profitably ohesve our strategic objectives for those acquisgidOur level of indebtedness may increase
in the future if we finance acquisitions with delvhich would cause us to incur additional inteegiense and could increase our vulneral
to general adverse economic and industry conditimaslimit our ability to service our debt or oltaidditional financing. We cannot assure
you that future acquisitions will not have a matkadverse effect on our financial condition, résof operations and cash flov

. If we are unable to develop product innovations angrove our technology and expertise, we could sstomers or market she

Our success may depend on our ability to adapgdionological changes in the water heating, boileraater treatment industry. If we are
unable to timely develop and introduce new produmt&nhance existing products, in response togihgmrmarket conditions or customer
requirements or demands, our competitiveness dmildaterially and adversely affected.
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. Our success is dependent on our ability to devatapsuccessfully introduce new products and to isegnd retain intellectual
property rights.

Our ability to develop and successfully market meaducts and to develop, acquire, and retain nacg#stellectual property rights is
essential to our continued success, but cannobmebsy be assured.

. A failure in our information technology infrastruce or applications could negatively affect our imess.

We depend on information technology to record amdgss customers’ orders, manufacture and shipuptedh a timely manner, and
maintain the financial accuracy of our businessms. We are in the process of implementing a dlBbgerprise Resource Planning (ERP)
system that will redesign and deploy new proceaadsa common information system across our plardgs @ period of several years. There
can be no certainty that this system will deliver expected benefits. The failure to achieve oafggmay impact our ability to (1) process
transactions accurately and efficiently and (2)aemin step with the changing needs of the tradechvcould result in the loss of

customers. In addition, the failure to either dedithe application on time, or anticipate the neapsreadiness and training needs, could lead
to business disruption and loss of customers arehres. Our information systems could also be patextrby outside parties intent on
extracting information, corrupting information, disrupting business processes. Such unauthorizeEsicould disrupt our business and
could result in the loss of assets.

. Retention of key personnel is important to our besss

Attracting and retaining talented employees is irtgoat to the continued success of our busineskirEdb retain key personnel, particularly
on the leadership team, would have a material effeour business and our ability to execute owiri®ss strategies in a timely and effective
manner.

. We increasingly manufacture and sell our productiside the U.S., which may present additional risksur busines

Approximately 35 percent of our 2012 net sales vedtributable to products manufactured and soldidatof the U.S., primarily in China a
Canada and to a lesser extent in India. Approxim&®00 of our 10,900 total employees as of Deam®i, 2012 were located in China. At
December 31, 2012, nearly $300 million of our castl marketable securities balances were locat€tiima. In 2010, we opened a
manufacturing plant in India. International opesas generally are subject to various risks, inelggolitical, religious, and economic
instability, local labor market conditions, the iogition of foreign tariffs and other trade resioos, the impact of foreign government
regulations, the effects of income and withholdiaxges, governmental expropriation, imposition aréase in withholding and other taxes on
remittances and other payments by foreign subgdiglabor relations problems, the imposition ofimnmental or employment laws, or
other restrictions by foreign governments and dififees in business practices. We may incur incoeessts and experience delays or
disruptions in product deliveries and paymentsonnection with international manufacturing and sdlet could cause loss of revenue.
Unfavorable changes in the political, regulatornyd dusiness climate could have a material advédfset®n our financial condition, results of
operations and cash flows or our ability to re@a¢rifunds to the U.S.

. Our international operations are subject to riskdated to foreign currencie

We have significant operations outside of the Upb8marily in China and Canada and to a lessemgxialia, and therefore, hold assets, incur
liabilities, earn revenues and pay expenses irriatyaf currencies other than the U.S. dollar. Tihancial statements of our foreign
subsidiaries are translated into U.S. dollars. Assalt, we are subject to risks associated witrang in foreign countries, including
fluctuations in currency exchange rates and inteetes, or hyperinflation in some foreign courdriEurthermore, we typically price our
products in our foreign operations in local curieacAs a result, an increase in the value of tt& dollar relative to the local currencies of
our profitable foreign subsidiaries could have gative effect on our profitability. In addition tmrrency translation risks, we incur a curre
transaction risk whenever one of our operating isiidgr$es enters into either a purchase or saleséretion using a currency different from the
operating subsidiarie$linctional currency. These risks in North America #sia may hurt our ability to generate revenue prrofits in thos
regions in the future or negatively impact revenaied earnings translated from foreign currencigs ihS. dollars.
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. We are subject to regulation of our internationgkeoations that could adversely affect our busireess results of operatior

Due to our global operations, we are subject toynhaws governing international relations, includihgse that prohibit improper payment:
government officials and restrict where we can dsitess, what information or products we can sufipbertain countries and what
information we can provide to a non-U.S. governmimiuding but not limited to the Foreign Corrigractices Act and the U.S. Export
Administration Act. Violations of these laws, whiahe complex, may result in criminal penaltiesamations that could have a material
adverse effect on our financial condition, resafteperations and cash flows.

. Our operations could be adversely impacted by nietprice volatility and supplier concentratic

The market prices for certain raw materials we pase, primarily steel, have been very volatilehim tecent past. Significant increases in the
cost of any of the key materials we purchase cimddease our cost of doing business and ultimatel)yd lead to lower operating earnings if
we are not able to recover these cost increasesghrprice increases to our customers. Historictilgre has been a lag in our ability to
recover increased material costs from custometbsttaat lag could negatively impact our profitalyilitn addition, in some cases we are
dependent on a limited number of suppliers for sofrthe raw materials and components we requitbémmanufacture of our products. A
significant disruption or termination of the supfilgm one of these suppliers could delay salesaneiase costs which could result in a
material adverse effect on our financial conditi@sults of operations and cash flows.

. Our underfunded pension plans require future pamsiantributions which could limit our flexibilitpimanaging our compar

Due to the significant negative investment retunn8008 and falling interest rates in recent yetims projected benefit obligations of our
defined benefit pension plans exceeded the fairevaf the plan assets by approximately $187 miliibBecember 31, 2012. Employees hired
after January 1, 2010 have not participated indefined benefit plan and benefit accruals for ttegamity of current salaried and non-union
hourly employees will stop at the end of 2014. Begig in 2008, our minimum required pension contiitns equal our target normal cost
plus a seven year amortization of any funding $albrbffset by any Employee Retirement Income Siggu\ct of 1974 (ERISA) credit
balance. We are forecasting that there will beatuired contributions to the plan in 2013, and wendt plan to make any voluntary
contributions. However, we cannot provide any amsce that contributions will not be required in fature. Among the key assumptions
inherent in our actuarially calculated pension mtigation and pension plan expense are the ditgate and the expected rate of return on
plan assets. If interest rates and actual ratestofn on invested plan assets were to decreasiicigtly, our pension plan obligations could
increase materially. The size of future requiredgi@n contributions could result in us dedicatirgulstantial portion of our cash flows from
operations to making the contributions which caudatively impact our flexibility in managing therapany.

. We have significant goodwill and indefinite-livedaingible assets and an impairment of our goodwaillld cause a decline in our net
worth

Our total assets include significant goodwill andéfinite-lived intangible assets. Our goodwilluks from our acquisitions, representing the
excess of the purchase prices we paid over thedhie of the net tangible and intangible assetaegrired. We assess whether there has
been impairment in the value of our goodwill oréfidite-lived intangible assets during the fourtrager of each calendar year or sooner if
triggering events warrant. If future operating peniance at our businesses do not meet expectatvensiay be required to reflect a non-cash
charge to operating results for goodwill or ind&éHived intangible asset impairment. The recagnibf an impairment of a significant
portion of goodwill or indefinite-lived intangiblassets would negatively affect our results of djp@na and total capitalization, the effect of
which could be material. A significant reductionaar stockholders’ equity due to an impairment abdwill or indefinite-lived intangible
assets may affect our ability to maintain the debdapital ratio required under our existing daibaagements. We have identified the
valuation of goodwill and indefinite-lived intandgbassets as a critical accounting policy. See ‘Af@ment’s Discussion and Analysis of
Financial Condition and Results of Operations -ti€xi Accounting Policies—Goodwill and Indefinita«td Intangible Assets” included in
Item 7 of this Annual Report on Form 10-K.



. Our results of operations may be negatively impadte product liability lawsuits and clain

Our water heating, boiler and water treatment pctslaxpose us to potential product liability riskat are inherent in the design, manufac
sale and use of our products. While we currentlintain what we believe to be suitable product ligbinsurance, we cannot assure you that
we will be able to maintain this insurance on atakle terms, that this insurance will provide addquprotection against potential liabilities
or that our insurance providers will be able tonuditely pay all insured losses. In addition, wé-sedure a portion of product liability claims.
A series of successful claims against us could nadlieand adversely affect our reputation and financial condition, results of operations
and cash flows.

. Changes in regulations or standards could adveraéflgct our busines

Our products are subject to a wide variety of stagy regulatory and industry standards and requémrgs. These include energy efficiency,
environmental emissions, labeling and safety-rdla¢gjuirements. While we believe our products areenitly efficient, safe and
environment-friendly, a significant change to thesgulatory requirements, whether federal, foregjate or local, or otherwise to industry
standards could substantially increase manufagfuriists, impact the size and timing of demand torppoducts, or put us at a competitive
disadvantage, any of which could harm our busiaeskshave a material adverse effect on our finamciatliition, results of operations and
cash flow.

. New regulations related to conflict minerals coaldversely impact our busine

The Dodd-Frank Wall Street Reform and Consumerdetimn Act contains provisions to improve transpayeand accountability concerning
the supply of certain minerals, known as confliddenals, originating from the Democratic RepublicGmngo (DRC) and adjoining countrie
As a result, in August 2012 the SEC adopted andisalosure and reporting requirements for thosepamies who use conflict minerals
mined from the DRC and adjoining countries in thgwducts. These new requirements will require diligence efforts in 2013, with initial
disclosure requirements beginning in May 2014. €hveill be costs associated with complying with #hdgsclosure requirements, including
for diligence to determine the sources of confiitterals used in our products and other potentiahges to products, processes or sources o
supply as a consequence of such verification digts/iThe implementation of these rules could agbklgraffect the sourcing, supply and
pricing of materials used in our products. As thaay be only a limited number of suppliers offerfognflict free” conflict minerals, we
cannot be sure that we will be able to obtain reargsconflict minerals from such suppliers in stiffint quantities or at competitive prices.
Also, we may face reputational challenges if weedatne that certain of our products contain mireerat determined to be conflict free or if
we are unable to sufficiently verify the origing &l conflict minerals used in our products thrbube procedures we may implement.

. Certain members of the founding family of our comypand trusts for their benefit have the abilityinfluence all matters requiring
stockholder approve

We have two classes of common equity: our Commonok3ind our Class A Common Stock. The holders ah@on Stock currently are
entitled, as a class, to elect only one-third aftmeard of directors. The holders of Class A ComiBtock are entitled, as a class, to elect the
remaining directors. Certain members of the fougdamily of our company and trusts for their benéSimith Family) have entered into a
voting trust agreement with respect to shares ofddass A Common Stock and shares of our CommockStkey own. As of December 31,
2012 these members of the Smith Family own apprateéiy 60.0 percent of the total voting power of outstanding shares of Class A
Common Stock and Common Stock, taken togethersasgée class, and approximately 94.9 percent of/dieng power of the outstanding
shares of our Class A Common Stock, as a sepdeat® ©ue to the differences in the voting righgsaeen shares of our Common Stock and
shares of our Class A Common Stock, the Smith Raisiih a position to control to a large extent thikcome of matters requiring a
stockholder vote, including the adoption of amendi®i¢o our certificate of incorporation or bylawsapproval of transactions involving a
change of control. This ownership position may éase if other members of the Smith Family enter thé voting trust agreement, and the
voting power relating to this ownership positionyniacrease if shares of our Class A Common Stodd by stockholders who are not parties
to the voting trust agreement are converted intweshof our Common Stock. The voting trust agre¢meavides that in the event one of the
parties to the voting trust agreement wants todvitv from the trust or transfer any of its sharesuy Class A Common Stock, such share
our Class A Common Stock are automatically excharigeshares of our Common Stock held by the taghe extent available in the trust.
In addition, the trust will have the right to puade the shares of our Class A Common Stock an@@mmon Stock proposed to be
withdrawn or transferred from the trust. As a reghle Smith Family members that are parties tostiiang trust agreement have the ability to
maintain their collective voting rights in our coenry even if certain members of the Smith Familyidieto transfer their shares.
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ITEM 1B —UNRESOLVED STAFF COMMENTS
None.

ITEM 2 — PROPERTIES
Properties utilized by us at December 31, 2012 \asr®llows:

North America

This segment has 13 manufacturing plants locatéigérstates and two non-U.S. countries, of whithate owned directly by us or our
subsidiaries and two are leased from outside altiease terms generally provide for minimum teofnsne to 20 years and have one or r
renewal options. The terms of leases in effectetdinber 31, 2012 expire in 2014 and 2027.

Rest of World

This segment has six manufacturing plants locatélree non-U.S. countries, of which three are aldieectly by us or our subsidiaries and
three are leased from outside parties. Lease tgemsrally provide for minimum terms of one to 2@ngeand have one or more renewal
options. The terms of leases in effect at DecerBlbgR012 expire between 2013 and 2027.

Corporate and General

We consider our plants and other physical propettiebe suitable, adequate, and of sufficient prtde capacity to meet the requirements of
our business. The manufacturing plants operatargtng levels of utilization depending on the tygdeperation and market conditions. The
executive offices of the company, which are leased Jocated in Milwaukee, Wisconsin.

ITEM 3 —LEGAL PROCEEDINGS

We are involved in various unresolved legal acti@ninistrative proceedings and claims in ther@di course of our business involving
product liability, property damage, insurance cagey, exposure to asbestos and other substancastspatd environmental matters,
including the disposal of hazardous waste. Althoitiggnot possible to predict with certainty thet@ome of these unresolved legal actions or
the range of possible loss or recovery, we belibased on past experience, adequate reservessamdrine availability, that these unresolved
legal actions will not have a material effect om fimancial position or results of operations. Anmaletailed discussion of certain of these
matters appears in Note 16 of Notes to Consolidateancial Statements.

ITEM 4 — MINE SAFETY DISCLOSURES
Not applicable
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EXECUTIVE OFFICERS OF THE COMPANY

Pursuant to General Instruction of G(3) of FormKlLQhe following is a list of the executive officewhich is included as an unnumbered Item
in Part | of this report in lieu of being includedour Proxy Statement for our 2013 Annual Meetifigtockholders.

Name (Age) Positions Held Period Position Was Helc
Stephen S. Anderson (64) Senior Vice Preside- Manufacturing and Supply Cha 2011 to Prese
Senior Vice President — Manufacturing and Supplgi€@h A. O. Smith
Water Products Compal 2004 to 201
Randall S. Bednar (6( Senior Vice Presider- Chief Information Officel 2007 to Prese
Senior Vice Presidel- Information Technolog' 200¢
Vice Presiden- Information Technolog' 2001 to 200
Vice President and Chief Information Offic— Gates Corporatio 1996 to 200
Wilfridus M. Brouwer (54) Senior Vice Presidel 2013 to Prese
Presiden— A. O. Smith (China) Investment Co., LI 2013 to Prese
Senior Vice Presidel- Asia 2009 to 201
President and General Mana+ A. O. Smith (China) Investment Co., L 2009 to 201
Executive Project Lead— Akzo Nobel 2007 to 200
Vice President Decorative Coatings; President @parations — Akzo
Nobel 2005 to 200
Global Sub Business Unit Mana¢— Akzo Nobel 2004 to 200
Wei Ding (50) Senior Vice Presidel 2013 to Prese
President and General Manager — A. O. Smith (CRiviafer Heater Co.,
Ltd. 2013 to Prese
Senior Vice Presider- A. O. Smith Water Products Compa 2011 to 201
Vice Presiden- China— A. O. Smith Water Products Compa 2006 to 201
General Manage- A. O. Smith (China) Water Heater Co., L 1999 to 201
Robert J. Heideman (4 Senior Vice Presider- Chief Technology Office 2013 to Prese
Senior Vice Presidel- Engineering & Technolog 2011to 201
Senior Vice Presider- Corporate Technolog 2010 to 201
Vice Presiden- Corporate Technolog 2007 to 201
Director— Materials 2005 to 200
Section Manage 2002 to 200
Engineering Supervis— Kohler Company 2001

12



Name (Age)
Paul W. Jones (64)

John J. Kita (57

Charles T. Lauber (5(

Mark A. Petrarca (4¢

Ajita G. Rajendra (61

Steve W. Rettler (5¢&

James F. Stern (5

Positions Held

Period Position Was Hel

Executive Chairman of the Boa

Chairman and Chief Executive Offic

Chairman, President and Chief Executive Offi
President and Chief Operating Offic

Chairman and Chief Executive Offic- U.S. Can Compan
Executive Vice President and Chief Financial Offi
Senior Vice President, Corporate Finance and Chert
Vice President, Treasurer and Contro

Treasurer and Controlls

Assistant Treasure

Senior Vice President, Strategy and Plant

Senior Vice President — Group Chief Financial Gffie A. O. Smith Water

Products Compan

Senior Vice President — Chief Financial Officer ~@& Smith Water
Products Compan

Vice Presiden- Global Finance A. O. Smith Electrical Products Compa
Vice President and Controll- A. O. Smith Electrical Products Compa
Director of Audit and Ta:

Senior Vice Presidei- Human Resources and Public Affs

Vice Presiden- Human Resources and Public Affs

Vice Presiden- Human Resource- A. O. Smith Water Products Compa
President and Chief Executive Offic

President and Chief Operating Offic

Executive Vice Presidel

Presiden— A. O. Smith Water Products Compa

Senior Vice Presidel

Senior Vice Presider- Industrial Products Group, Kennametal |

Senior Vice Presider- Corporate Developmel

Vice Presiden- Business Developme

Executive Vice President, General Counsel and Sag

Partner Foley & Lardner LLF
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2013 to Prese
2011 to 201
2006 to 201
2004 to 200
1998 to 200

2011 to Prese
2006 to 201
1996 to 200
1995 to 199
1988 to 199

2013 to Prese

2011 to 201

2006 to 201
2004 to 200
2001 to 200
1999 to 200
2006 to Prese
2005 to 200
1999 to 200
2013 to Prese
2011 to 201
2006 to 201
2005 to 201
2005 to 200
1998 to 200
2006 to Prese
1998 to 200
2007 to Prese
1997 to 200



Name (Age)
William L. Vallett Jr. (53)

Kevin J. Wheeler (52

Positions Held

Period Position Was Hel

Senior Vice Presidel

Chief Executive Office— Lochinvar, LLC

Chief Executive Office— Lochinvar Corporatiol
Vice President Operatio- Lochinvar Corporatiol
Senior Vice Presidel

President and General Manager — North Americaaladid Europe Water
Heating

Senior Vice President and General Manager — Nontlerica, India and
Europe- A. O. Smith Water Products Compa

Senior Vice President and General Manager — U.&ilReA. O. Smith
Water Products Compal

Vice Presiden- Internationa— A. O. Smith Water Products Compa

Managing Directo— A. O. Smith Water Products Company B
14

2013 to Prese
2012 to Prese
1992 to 201
1987 to 199
2013 to Prese

2013 to Prese

2011to 201

2007 to 201
2004 to 200
1999 to 200



PART Il

ITEM 5 —MARKET FOR REGISTRANT 'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND IS SUER
PURCHASES OF EQUITY SECURITIES

On October 11, 2010, our board of directors dedlarthree-for-two stock split of our Class A Comn&inck and Common Stock in the form
of a 50 percent stock dividend to stockholderseebrd on October 29, 2010 and payable on Noventhe2d10. All references in this Item 5
to number of A. O. Smith shares or price per share been adjusted to reflect the split.

(a) Market InformationOur Common Stock is listed on the New York Stocklange under the symbol AOS. Our Class A CommookS
is not listed. Wells Fargo Shareowner Services,. NPAO. Box 64854, St. Paul, Minnesota, 55164-085%es as the registrar, stock
transfer agent and the dividend reinvestment agerur Common Stock and Class A Common St

Quarterly Common Stock Price Range

2012 1st Qtr. 2nd Qtr, 3rd Qtr. 4th Qtr.
High $47.0¢  $49.27  $58.91  $63.9¢
Low 40.4¢ 42.0¢ 46.9¢ 55.4t
2011 1st Qtr. 2nd Qtr, 3rd Qtr. 4th Qtr.
High $44.6¢ $44.8:- $44.7¢ $41.0¢
Low 37.5¢ 38.7¢ 31.9¢ 29.81

(b) Holders. As of January 31, 2013, the approxénmatmber of shareholders of record of Common SamckClass A Common Stock were
760 and 175, respectivel

(c) Dividends. Dividends declared on the commomlstre shown in Note 18 of Notes to Consolidatethitial Statements appearing
elsewhere herei

(d) Stock Repurchases. On December 14, 2007 atiebfuatified on December 14, 2010, our board téalors approved a stock
repurchase program authorizing the purchase of dpst million shares of our common stock. This kt@purchase authorization
remains effective until terminated by our boardiméctors. In 2012, we repurchased 426,490 shars average price of $51.60 per
share at a total cost of $22.0 million, and at Datwer 31, 2012, 461,921 shares remained on therexigipurchase authorizatic

ISSUER PURCHASES OF EQUITY SECURITIE

Maximum Numbe

Total Number of of Shares that me
Shares Purchased
Total Numbe Average yet be Purchased
Price Pai Part of Publicly Under the Plans «
of Shares Announced Plans
Perioc Purchaser per Shar or Program: Programs
October 1 — October 31, 2012 60,00( 59.1¢ 60,00( 610,02:
November + November 30, 201 148,10: 58.9¢ 148,10: 461,92:
December = December 31, 201 — — — 461,92:

(e) Performance Graph. The following informatiorthis Item 5 of this Annual Report on form 10-Knist deemed to be “soliciting
material” or to be “filed” with the SEC or subjeict Regulation 14A or 14C under the Securities ErgeaAct of 1934 or to the
liabilities of Section 18 of the Securities Excharfct of 1934, and will not be deemed to be incoaiped by reference into any filing
under the Securities Act of 1933 or the Securiigshange Act of 1934, except to the extent we $ipatly incorporate it by reference
into such a filing
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The graph below shows a five-year comparison ottimaulative shareholder return on our Common Stathk the cumulative total return of
the S&P Small Cap 600 Index and the Russell 1066xXnboth of which are published indices.

Comparison of Five-Year Cumulative Total Return
From December 31, 2007 to December 31, 2012
Assumes $100 Invested with Reinvestment of Dividend

320
300
280
260 -
240
220
200
180
160
140
120
100
80
B0

2007 2008 2009 2010 2011 2012

=d=3SMITH (& 0} CORP =8=ZAP SMALLCAR 600 INDEX =8=RUSSELL 1000 INDEX

Base
Period INDEXED RETURNS
Company/Inde; 12/31/0; 12/31/0¢ 12/31/0¢ 12/31/1( 12/31/1: 12/31/1.

A. O. SMITH CORP 100.( 86.( 129.¢ 173.2 185.2 205t
S&P SMALL CAP 600 INDEX 100.( 68.( 85. 107.¢ 108.¢ 126.1

RUSSELL 1000 INDEX 100.( 62.4 80.1 93.( 108.( 125.¢
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ITEM 6 —SELECTED FINANCIAL DATA

The data presented below includes the impact ofrerger transaction with Smith Investment Comp&I1Z Q) which closed on April 22,
2009 and was accounted for as a reverse acquisisioaquired by generally accepted accounting iples (GAAP). The primary accounting
impact is in the calculation of our earnings pearshbecause the accounting rules required theflS¥C@ adjusted average shares outstar
prior to closing. Although 2012, 2011 and 2010m@weimpacted, 2009 and previously reported years iapacted.

(dollars in millions, except per share amoul

Years ended December

2012 2011(M.) 2010C) 2009 ¥ 2008

Net sales— continuing operations $1,939.0 $1,710.¢ $1,489.0 $1,375.( $1,451.
Earnings (loss

Continuing operation 162.€ 111.2 57.1 60.5 472

Discontinued operatior (3.9 194t 54.4 29.1 30.1

Net earning: 158.7 305.7% 1115 89.€ 77.5

Net loss (earnings) attributable to noncontrollintgrest:

Continuing operation — — 0.2 (9.6) (35.0
Discontinued operatior — — — 1.3 (20.6)

Net earnings attributable to A. O. Smith Corpona $ 1585 $ 3057 $ 1113 $ 8lL: $§ 217
Basic earnings (loss) per share of common s@®)

Continuing operation $ 352 $ 241 $ 128 $ 14 $ 0.8¢

Discontinued operatior (0.0%) 4.22 1.1¢ 0.8¢ 0.67

Net earnings $ 34 $ 665 $ 244 $ 231 $ 1.5:
Diluted earnings (loss) per share of common s®)

Continuing operation $ 34¢ $ 23¢ $ 124 $ 14 $ 0.8¢

Discontinued operatior (0.0%) 4.1¢ 1.1¢ 0.8¢ 0.67

Net earnings $ 341 $ 657 $ 24z $ 23¢ $ 1.5:
Cash dividends per common sh® $ 072 $ 06C $ 054 $ 051 $ 04¢

December 3:
2012 2011 2010 2009 2008

Total assets $2,265.. $2,349.C $2,110.¢ $1,973.C $1,982.]
Long-term debi®) 225.1 443.( 242.¢ 232.1 317.c
Total stockholder equity 1,194.: 1,085.¢ 881. 789.¢ 663.2

@ |n August 2011, we sold EPC which is reflected iasahtinued operations for all periods preser

@ In August 2011, we acquired Lochinv

@) In October 2010, we declared a 50 percent stodketnd to holders of Common Stock and Class A ComBtock which is not
included in cash dividends. Basic and diluted esymiper share are calculated using the weightedgeehares outstanding which w
restated for all periods presented to reflect theksdividend.

@ In November 2009, we acquired an 80 percent intémethe water treatment business of Tianlonghifourth quarter of 2010, we
acquired the remaining 20 percent interest in tatentreatment business of Tianlong. We are opeydltie business as SW

®) Excludes the current portion of lc-term debt
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ITEM 7 — MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS
OVERVIEW

We are a leading manufacturer of water heaterdailers, serving a diverse mix of residential anchmercial end markets principally in the
U.S. with a strong and growing international pregeburing the fourth quarter of 2011, we reorgadinur management reporting structure
to reflect our current business activities. Higtatinformation has been revised to reflect our sawcture. Our company is comprised of two
reporting segments: North America and Rest of Wdlath segments manufacture and market compretetisas of residential and
commercial gas, gas tankless and electric watdetfed@oth segments primarily manufacture and ntankéineir respective region of the
world. Our Rest of World segment is primarily compd of China, India and Europe. The North Amesegment also manufactures and
globally markets specialty commercial water hea@ggipment, condensing and non-condensing boitatseater systems tanks. The Rest of
World segment also manufactures and markets waigntent products, primarily for Asia. On August 2011, we sold EPC to RBC for
approximately $760 million in cash and approxima®#B3 million shares of RBC common stock value@at0.6 million as of that date. Due
to the sale, EPC has been reflected as discontimpe@tions in the accompanying financial statemémtall periods presented. In 2012, s
for our North America segment were $1,430.8 millzord sales for our Rest of World segment were $bd#llion.

Sales of our Rest of World A. O. Smith branded pitsl in China grew significantly in 2012. We expsales of A. O. Smith branded
products in China to grow approximately 15 perder#013, as geographic expansion, market sharesggiowth in water treatment and
improved product mix due to new product introdusti@ontribute to our growth. Although the residainiind commercial replacement mai
contributed significantly to 2012 sales for our toAmerica segment, residential and commercial cemstruction remains fragile due to the
relatively low number of housing starts and sligdtovery of commercial construction activity. O@12 North America residential unit sales
were essentially flat compared to the prior yeat emmmercial unit sales showed mid-single digitwgto We expect the North America
residential water heater industry unit growth taobe to two percent for 2013, and we expect comiaddaradustry units to be flat. Lochinvar
branded products contributed approximately $22&anito our net sales in 2012, and we expect furtlades growth of Lochinvar branded
products of approximately ten percent in 2013, efriby sales of energy efficient products.

We recognized a pre-tax charge of $35.4 millio20A0 for expenses related to damages to our watgehmanufacturing facility located in
Ashland City, TN caused by flooding of the Cumbeddiver. This facility was temporarily shut dowmdaproduction of water heaters was
temporarily transferred to our other water heatanufiacturing facilities in the U.S., Canada and MexOur recovery from the impact of the
flood was essentially completed by year end 2018 168t some sales orders in 2010 due to the floodever, we retained all customers fi
which we lost orders.

We purchased the remaining 20 percent interest\ii 8om the former owner in the fourth quarter 6fl®. The progress of our water
treatment business has been slower than anticipatetb a number of unforeseen challenges. Wernedlosses in 2012, 2011 and 2010. We
continue to expect strong long term sales growtodpnities in the water treatment market in Chive introduced A. O. Smith branded
water treatment products into our China distributietwork during 2010, and the products have besdhreceived with sales more than
doubling to greater than $20 million in 2012.

During 2010, we began production of residentialen@ieaters for the Indian market at our new placaled near Bangalore, India. Our sales
in India increased 10.5 percent to $20.0 milliofiads in 2012.

In 2010, we acquired the rights from Takagi to neaidas tankless water heaters in North Americaesmered into a long-term agreement
with Takagi to supply gas tankless water heatesspdrt of the venture, we took over the managewfenakagi’'s North American sales and
distribution organization. Through this venture, efer a full line of gas tankless water heaterdarrour own brands in association with the
Takagi brand. In 2012, we estimate the industrg spiproximately 360,000 gas tankless water heatédsrth America, down from
approximately 420,000 units in the prior year.

On October 11, 2010, our board of directors dedlarthree-for-two stock split of our Class A Comn8inck and Common Stock in the form
of a 50 percent stock dividend to stockholderseabrd on October 29, 2010 and payable on Noventhe2a10.

We intend to take advantage of our strong balaheetdo execute on a number of our water-relatadiesfic initiatives. We will look to
continue to grow our core residential and commeéreéer heating, boiler and water treatment busies$n our existing operations in the t
growth regions of China and India. We will looke®pand into additional fast growing
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markets via acquisition or via using our existingmafacturing locations in China and India as exptatforms. We intend to expand our core
product lines in the areas of water heaters, ldad water treatment products through acquisitijons ventures or other business
relationships. Finally, we intend to pursue oppwittas in new and unique technologies as well a&mthemed adjacencies that will be
attractive to our customers and channel partnedsaglhleverage our core competencies to createettudder value.

Consistent with our stated strategy to expand ote product offering with new technologies, on Asig26, 2011, we acquired Lochinvar for
a base price of approximately $421 million, andageeed to pay an earn-out that resulted in a patyofe813.5 million to the former owners
of Lochinvar in December 2012. Lochinvar, one & ksading manufacturers of residential and comrakbailers in the U.S., fit squarely
within our stated strategic growth initiative topaxid our core water heating business. Sales ofiheghbranded products in 2012 were
approximately $226 million and have grown at a rppecent compound annual growth rate over theilssyears. The boiler market in the
U.S. has been transitioning to higher efficien@naensing boilers for the last several years. hl2@pproximately 30 percent of boilers sold
in the U.S. were condensing boilers, compared fiithpercent eight years ago. Our Lochinvar brand ieading brand of higher efficiency,
condensing boilers. We expect the transition inUt®. to higher efficiency boilers will continugtanthe foreseeable future and, as a resul
expect sales of Lochinvar branded products widlijkcontinue to grow approximately ten percent@i2 We paid for Lochinvar using a
combination of cash on hand and amounts that weWwed under our credit facility.

RESULTS OF OPERATIONS

Our sales in 2012 were a record $1,939.3 milliapassing 2011 sales from continuing operationslof #0.5 million by 13.4 percent. The
increase in sales was attributable mostly to salesir Lochinvar branded products. We acquired liogdr in August 2011, and sales of
Lochinvar branded products totaled $225.7 milliompared with $75.9 million in 2011. In addition hég sales of A. O. Smith branded
products in China grew 20.5 percent to $448.3 amilfior the year. Our sales from continuing operatiwere $1,489.3 million in 2010. The
$221.2 million increase in sales from 2010 to 2@AbE due to the $75.9 million of sales added fromLachinvar acquisition and increased
sales of A. O. Smith branded products in China Wigiew by 29.0 percent or $83.8 million. Pricingi@us related to higher material costs,
higher commercial water heater volumes and a &dlryof gas tankless products in North America etstributed to the increased sales in
2011.

Our gross profit margin in 2012 increased to 32&ent from 30.0 percent for continuing operation2011. The impact of the addition of
relatively higher margin sales of Lochinvar brangeoducts, increased sales of A. O. Smith brandedyzts in China and lower
manufacturing and warranty costs contributed tahilgher margin in 2012. Our gross profit margir201.0 was 29.9 percent, about equal to
2011. The impact of relatively higher margin saleétochinvar branded products and increased sdlés ©. Smith branded products in
China in 2011 was offset by a decline in marginater treatment products and higher material costs

Selling, general and administrative expense (SG&A3 $77.7 million higher in 2012 than in 2011. Tierease in SG&A was due to higher
selling and advertising costs in support of inceglagolumes in China, additional expenses from laykdr of Lochinvar operations and
increased pension expense. SG&A increased by $ddlicn from 2010 to 2011 resulting mostly from neenental selling costs to support
higher volumes in China and $15.9 million of adtitil expenses from operations supporting Lochibvands.

Pension expense in 2012 was $13.8 million compar&3.3 million and $10.5 million for continuing em@tions in 2011 and 2010,
respectively. The increase in pension expenseli2 #@m 2011 was due to decreases in the discatmtand expected rate of return on plan
assets. The decrease in pension expense in 200200 was due to earnings derived from $175 milbbcontributions made during 2011.

We purchased the remaining 20 percent interestiiit om the former owner in the fourth quarter 6flP. At the same time, we also settled
certain disputes with the former owner relativéht®e condition of SWT on the date of purchase. ®itlesnent resulted in a $5.0 million non-
taxable gain in 2010. Additionally, we incurredienpairment charge of $3.3 million related to théueeof trademarks we received as part of
the SWT acquisition in 2010. We moved the wateattreent operations to Nanjing, China to recognizesgyies associated with our strong
management team and the engineering center in ptamg water heater operations in that city. Assailt of the move announced in 2010,
recorded $1.8 million in moving costs during thartb quarter of 2010. The net impact of these fatigns associated with our SWT
operation was $0.1 million of pre-tax expense &structuring, impairment and settlement income0h®

Interest expense in 2012 was $9.2 million, compé&wvadterest expense for continuing operations38$nillion in 2011. Interest expense in
2011 and 2010 is net of the amount allocated twodisnued operations. Interest expense that coatlthe attributed to specific entities within
the company was allocated to EPC based on theafitiet assets to be sold to the sum of the catestell net assets and debt exclusive of
attributable to specific entities of the companieT2.4 million increase in continuing interest@exge from 2010 to 2011 included $1.9
million associated with the debt incurred relativehe Lochinvar acquisition with the remaindetlod increase being attributable to higher
interest rates.
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Other income of $34.3 million in 2012 was compris¢&27.2 million pretax gains on the sale of shares of RBC common gexsived fron
the sale of EPC, net of the impact of the RBC shahar with most of the remainder of 2012 net otineome resulting from interest income
on investments resulting from the sale of EPC.d\le¢r income was $19.8 million in 2011. We receigpgroximately 2.83 million shares of
RBC common stock as part of the proceeds for tleeacfdEPC on August 22, 2011 under an agreemehthaxecuted in December 2010.
The RBC share price appreciated in the first quaft@011 during which we entered into an equitfasacontract for 50 percent of the shares
that we expected to receive to protect a portiothefappreciation. The put strike price of the ggoollar was $63.29 and the call strike price
of the collar was $77.32. The RBC share price oceleer 31, 2011 was $50.97. The collar did notifyufalr hedge accounting and
therefore was adjusted to fair value through eginom continuing operations. At the end of 2ah#&, contract was marked to market under
accounting rules, resulting in a $17.9 million pag-gain during 2011. The market price of the shafeRBC common stock we received
increased by $1.36 per share from the date ofaleecd EPC until the end of 2011 resulting in a%illion pre-tax gain on the 50 percent of
shares covered by the collar contract. The regutiat gain on shares of RBC common stock activiitg1®.8 million in 2011 was recorded in
other income from continuing operations.

Our effective tax rate was 30.4 percent in 201 ymared with 31.1 percent and 23.3 percent for nairtg operations in 2011 and 2010,
respectively. The rate decline in 2012 from 201% dae to larger than anticipated tax deductiongltieg from our domestic production
activities deduction. The relatively low effectitax rate in 2010 was due to lower domestic earnasgs result of $35.4 million pre-tax flood
related expense as well as higher 2010 foreignregsmnwhich were in lower tax jurisdictions.

We achieved net earnings inclusive of discontinojeerations and nocentrolling interest of $158.7 million or $3.41 mkluted share in 201
compared with $305.7 million or $6.57 per dilutéduse in 2011 and $111.7 million or $2.42 per ddusdare in 2010. Our 2012 earnings
include discontinued operations after-tax losse®30® million, or $.08 per diluted share, relatedhe sale of EPC which occurred in 2011.
Included in discontinued operations was $6.4 millid expense representing the correction of arr enimarily due to our calculation of tax
due upon repatriation of undistributed foreign @ags. Additionally in continuing operations we reged after-tax gains totaling $21.7
million, or $.46 per diluted share, associated \li#h sale of our shares of RBC common stock, d kgflement with a component supplier
for our Canadian operations and the revisions teestimate of the Lochinvar earn-out obligationr @011 earnings include $194.5 million,
or $4.18 per diluted share, related to EPC, asagetin after-tax gain of $12.9 million, or $.28 giuted share, associated with our shares of
RBC common stock, a legal settlement with a compbsepplier for our U.S. operations and an incréasewarranty reserve associated \
the Canadian component supplier. Our 2010 earnimfisde an after-tax $21.6 million or $0.47 peuthld share charge for the flood of our
Ashland City, TN water heater plant in May 2010l as $54.4 million or $1.18 per diluted sharafrEPC.

North America

Sales for our North America segment were $1,430l&min 2012 or $141.3 million higher than salefs$1,289.5 million in 2011. The sales
increase in 2012 included $142.9 million of increrta sales from Lochinvar branded products resgifiom our acquisition of Lochinvar
completed on August 26, 2011. We also experienggteh volumes of U.S. residential and commercialewheaters which were offset by
lower gas tankless and Canadian water heater velubwe North America sales of $1,289.5 million Bil2 were $134.1 million higher than
sales of $1,155.4 million in 2010. The sales insesia 2011 included $75.9 million of sales of Laonkir branded products. Our commercial
water heater volumes were also higher in 2011 vaace of a regulatory change in Southern CaliforAienaterial related price increase
effective in April 2011 and a full year of salesgafs tankless products also contributed to incrksakes in 2011.

Operating earnings for North America were $199.Bioni in 2012 or $45.8 million higher than operaiaarnings of $154.0 million in 2011.
Our Lochinvar acquisition added $37.1 million ofiemental operating earnings in 2012. Higher UeSidential and commercial volumes
also contributed to the increase in 2012 earniAfgm included in 2012 is a $3.9 million pre-taxg&iom a settlement with a component
supplier for our Canadian operations which is méld in the “Restructuring, impairment and settletr{dxcome) expense-net” line in the
accompanying financial statements. This segmeft Dperating earnings also include a net $3.3anifavorable pre-tax adjustment to the
estimate of contingent consideration due to thmé&rowners of Lochinvar. The acquisition agreencemtemplated contingent consideration
based on achieving a specified level of sales ahirovar branded products from December 1, 201 lutfitdNovember 30, 2012 and the fair
value of the contingent payment was estimated #$1l6e8 million at the closing of the acquisitiorsbed on a forecasted 16 percent increase in
sales. The actual 15 percent sales increase résuléenet $3.3 million pre-tax gain in 2012 frone tdecrease in the contingent payment. This
earn-out adjustment is reflected as “Contingensiaration adjustment” in the accompanying finahstiatements.
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Operating earnings for North America were $154.0ioni in 2011 or $62.8 million higher than earningfs$91.2 million in 2010. Operating
earnings in 2010 were adversely impacted by agretarge of $35.4 million for flood damage to water heater manufacturing facility
located in Ashland City, TN in May 2010. This fagilwas temporarily shut down and production of evdteaters was transferred to our other
water heater manufacturing facilities in the UGanpada and Mexico. The total direct cost for thedldamage was $67.3 million and
included: repair of buildings and equipment, sleanup and restoration and writé-of inventory and fixed assets. Insurance prdseetalec
$31.9 million resulting in a net charge for dirlobd expenses of $35.4 million. Additional detaiprovided in Note 14 of the Notes to
Consolidated Financial Statements. Also, incluge®d11 was an $11.2 million ptax gain for recovery of costs and damages assacwith
a legal settlement relating to an issue with a camept part supplied by one of our vendors for o18.dperations. This gain is reflected in
“Restructuring, impairment and settlement (incom)ense-net” line in the accompanying financialesteents. The $11.2 million gain was
partially offset by $8.2 million of product warrgréxpense associated with a similar component ifEsusur Canadian operations and
recorded as cost of products sold in 2011. Theeas®d operating earnings in 2011 when comparedlid &xcluding the above items were
due primarily to $13.1 million of operating earningpntributed by our Lochinvar acquisition.

Rest of World

Sales for our Rest of World segment in 2012 wed2%5 million or $86.9 million higher than sales$#55.6 million in 2011 due to a higher
priced product mix in the region as a result ofdorct innovations with more robust features and fiessp@s well as pricing actions. Market
share gains derived from sales of A. O. Smith bedraroducts in China grew by $76.6 million and sédt& our non-A. O. Smith branded
water treatment business increased by $3.8 miili2012. Rest of World sales in 2011 were $86.Tionilhigher than sales of $368.9 million
in 2010. A. O. Smith branded products sales in Elgirew by $83.8 million and sales in India morentbaubled to $18.1 million in 2011.
Sales for our water treatment business were $18lidmmower in 2011 than 2010 primarily due to ffieiencies as a result of moving our
SWT manufacturing facility.

Rest of World operating earnings were $59.6 millin2012 compared to 2011 earnings of $42.7 millibme $16.9 million increase in
earnings in 2012 was driven by higher volumes o©ASmith branded products in China and reducesekesf $3.2 million for the non-A. O.
Smith branded water treatment business which wdimlhaoffset by larger losses in India due to neseduct introduction costs and brand
building expenses in the region. Rest of World epirg earnings were $42.4 million in 2010. Increbsarnings in 2011 for our A. O. Smith
branded products in China were offset by loss&MT of $10.6 million in 2011 compared to losse$®2 million in 2010.

The operating margins for our Rest of World segmvesre 11.0 percent, 9.4 percent and 11.5 perce2@ig, 2011 and 2010, respectively.
The increased margin in 2012 was favorably impabtethcreased volumes of A. O. Smith branded prtglicChina. The 2011 margin was
impacted by losses at SWT resulting from lowersaled costs associated with moving to a new matufag facility in 2011.

LIQUIDITY AND CAPITAL RESOURCES

Our working capital was $611.3 million at DecemBgr 2012 compared with $727.9 million and $209.8iom at December 31, 2011 and
December 31, 2010 respectively. The $116.6 miltienline in working capital in 2012 was primarilyedio the sale of our shares of RBC
common stock which were received as a result oflougstiture of EPC. The proceeds from the saleewsed to repay debt. The sale of the
shares more than offset a $57.0 million sales-edlatcrease in accounts receivable. The majorith@f$518.4 million increase in working
capital in 2011 was due to the receipt of cashsdrades of RBC common stock from the sale of EPG;iwtlosed in the third quarter, less
cash used in the acquisition of Lochinvar, and tesser extent, the increase in working capitated to the purchase of Lochinvar. As of
December 31, 2012, $457.1 million of cash, caslvedgnts and marketable securities were held byfanaign subsidiaries. The company
would incur a cost to repatriate these funds tdit® and has accrued $65.1 million for the reptitnh of these funds.

Operating cash provided by continuing operatiomind2012 was $171.2 million compared with $61.0iom during 2011 and $63.3 millic
during 2010. The improvement in cash flow in 201&swrimarily related to higher earnings and theaiatjin 2011 of pre-tax pension
contributions of approximately $175 million parljabffset by higher working capital requirementsgker earnings in 2011 and improved
working capital were more than offset by $175 roilliof pre-tax pension contributions, resultingawér operating cash flows in 2011 than in
2010. We expect cash provided by operating aa#viih 2013 to be between $200 and $220 million.

Our capital expenditures for continuing operatiaese $69.9 million in 2012, $53.5 million in 2014ca$53.5 million in 2010. Capital
expenditures in 2012 were higher than in 2011 m@salt of construction activity for a second wdteater manufacturing plant in Nanjing,
China to meet local demand. The new plant is exgkettt add 50 percent more capacity to our Chine@mwaater operations and to come on
line in mid-2013. In 2012, we also began constarctd expand our India plant to accommodate motemreeater models, in-source some
component manufacturing and meet local demand. /e a
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projecting 2013 capital expenditures of between &8 $90 million and 2013 depreciation and amaditimeof between $55 and $60 million.
We expect capital spending in 2013 to include axiprately $40 million to continue the constructiditioe new manufacturing plant in China
and complete the plant expansion in India.

In December 2012, we completed a $400 million rudtirency five year revolving credit facility witlngroup of eight banks. The facility has
an accordion provision which allows it to be inced up to $500 million if certain conditions (inding lender approval) are satisfied.
Borrowing rates under the facility are determingdhbr leverage ratio. The facility requires us taimtain two financial covenants, a leverage
ratio test and an interest coverage test, and we imecompliance with the covenants as of DecerBthep012.

The facility backs up commercial paper and credé borrowings, and it expires on December 12, 28&7a result of the long-term nature of
this facility, the commercial paper and credit In@rowings, as well as drawings under the facdity classified as long-term debt. At
December 31, 2012, we had available borrowing dgpat$236.3 million under this facility. We belie that the combination of cash,
available borrowing capacity and operating casw flall provide sufficient funds to finance our etirgy operations for the foreseeable future.

Our total debt declined to $243.7 million at Decem®1, 2012 compared with $461.6 million at Decen@dg 2011, due to the sale of our
shares of RBC common stock and cash flow genematiéee U.S. As a result, our leverage, as meaduyete ratio of total debt to total
capitalization, was 16.9 percent at the end of 2ipared with 29.8 percent at the end of 2011.

Our U.S. pension plan continues to meet all fundaguirements under ERISA regulations. We wereaeqtired to make a contribution to
our pension plan in 2012, and we did not make aiyntary contributions. We are forecasting thatehsill be no required contributions to
the plan in 2013, and we do not plan to make amyntary contributions. For further information onrgension plans, see Note 12 of the

Notes to Consolidated Financial Stateme

In December 2010, our board of directors ratifiscauthorization of a stock repurchase prograrhénaimount of 1.5 million shares of our
common stock. During 2012, we repurchased 426,48€es at an average price of $51.60 per sharetfdalsamount of $22.0 million. As of
December 31, 2012, a total of 461,921 shares rezdamthe existing repurchase authority.

We have paid dividends for 73 consecutive years patyments increasing each of the last 21 yearspaMktotal dividends of $.72 per share
in 2012 compared with $.60 per share in 2011.

Discontinued operations financial information isyided in Note 2 of the Notes to Consolidated FaialnfStatements.

Aggregate Contractual Obligations
A summary of our contractual obligations as of Deber 31, 2012, is as follows:

(dollars in millions) Payments due by peric

Less Tha More that

1-2 3-5

Contractual Obligation Total 1 year Years Years 5 years
Long-term debt $243.7 $ 18.€ $29.z $187.1 $ 8.8
Fixed rate interes 11.1 3.8 5.C 2.C 0.2
Operating lease 45.1 10.4 16.5 7.6 10.2
Purchase obligatior 100.¢ 100.C 0.4 — —
Pension and pc-retirement obligation 172.% 1.5 8.5 74.2 88.1
Total $572.6 $134.< $59.€ $271.¢ $107.

As of December 31, 2012, our liability for uncent&come tax positions was $1.3 million. Due to liigh degree of uncertainty regarding
timing of potential future cash flows associatethvihese liabilities, we are unable to make a nealsly reliable estimate of the amount and
period in which these liabilities might be paid.

We utilize blanket purchase orders to communicapeeted annual requirements to many of our supgplRequirements under blanket
purchase orders generally do not become commitigbdseveral weeks prior to our scheduled unit picitbn. The purchase obligation
amount presented above represents the value of tomants that we consider firm.

Recent Accounting Pronouncements

In September 2011, the FASB issued ASU No. 2011185ting of Goodwill for Impairment (Topic 350)ASU No. 2011-08 allows
companies to assess qualitative factors to determirether the two-step quantitative goodwill impeent test needs to be performed. Under
the option, an entity no longer would be requireddlculate the fair value of a reporting unit
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unless it determines, based on that qualitativesassent, that it is more likely than not that & Yalue is less than its carrying amount. The
ASU may change how a company tests goodwill foramment but should not change the timing or measarg of goodwill impairments.
ASU 2011-08 will be effective for the year endingd@mber 31, 2012. Adoption of this ASU did not hamempact on our consolidated
financial condition, results of operations or célskws.

In July 2012, the FASB issued ASU 2012-02, “Testimgefinite-Lived Intangible Assets for ImpairmémSU 2012-02 allows an entity to
first assess qualitative factors in determining thhheevents and circumstances indicate that itagerlikely-than not that an indefinite-lived
intangible asset is impaired. If an entity detemsithat it is not more-likely-than not that theefidite-lived intangible asset is impaired, then
the entity is not required to perform a quantitaimpairment test. ASU 2012-02 will be effective floe year ending December 31,

2013. Adoption of this ASU will not have an impact our consolidated financial condition, result®pérations or cash flows.

Critical Accounting Policies

Our accounting policies are described in Note Nates to Consolidated Financial Statements. Alstisdosed in Note 1, the preparation of
financial statements in conformity with accountprinciples generally accepted in the U.S. requinesuse of estimates and assumptions
about future events that affect the amounts redont¢he financial statements and accompanyingsaéieture events and their effects cannot
be determined with absolute certainty. Therefdre,determination of estimates requires the exeadigglgment. Actual results inevitably

will differ from those estimates, and such diffesesa may be material to the financial statements.

The most significant accounting estimates inheirettie preparation of our financial statementsudel estimates associated with the
evaluation of the impairment of goodwill and inaéte-lived intangible assets, as well as signifieestimates used in the determination of
liabilities related to warranty activity, produ@bility, and pensions. Various assumptions anérothctors underlie the determination of th
significant estimates. The process of determiniggificant estimates is fact-specific and takes im¢count factors such as historical
experience and trends, and in some cases, actteafaliques. We constantly reevaluate these sigmififactors and adjustments are made
when facts and circumstances dictate. Historicaltyual results have not significantly deviatedrfrihose determined using the estimates
described above.

Goodwill and Indefinite-lived Intangible Assets

In conformity with U.S. GAAP, goodwill and indefietlived intangible assets are tested for impaitra@nually, or more frequently if events
or changes in circumstances indicate that the @issight be impaired. We perform impairment revidarsour reporting units using a fair-
value method based on management’s judgments anchptions. The fair value represents the estimateaunt at which a reporting unit
could be bought or sold in a current transactiawben willing parties on an arnbsagth basis. The estimated fair value is then amegbwitr
the carrying amount of the reporting unit, inclugirecorded goodwill. We are subject to financiatement risk to the extent that goodwill
and indefinite-lived intangible assets become imgghiAny impairment review is, by its nature, highldgmental as estimates of future sales,
earnings and cash flows are utilized to determairevilues. However, we believe that we conductiahthorough and competent valuations
of goodwill and indefinite-lived intangible asseisd that there has been no impairment in goodw®d12. However, in the fourth quarter of
2010, we recorded a $3.3 million impairment chdogerademarks recorded as part of the SWT acdurisit

Product warranty

Our products carry warranties that generally rdng@ one to ten years and are based on termsthateaerally accepted in the market. We
provide for the estimated cost of product warraattthe time of sale. The product warranty provisgastimated based upon warranty loss
experience using actual historical failure rated estimated costs of product replacement. The bl@saused in the calculation of the
provision are reviewed on a periodic basis. At Bmearranty issues may arise which are beyonddtygesof our historical experience. While
our warranty costs have historically been withitcgkated estimates, it is possible that future aaty costs could differ significantly from
those estimates. We provide for any such warrastyds as they become known and estimable. Thatdloof the warranty liability

between current and long-term is based on the ¢agh@earranty liability to be paid in the next yeardetermined by historical product failure
rates.

Product liability

Due to the nature of our products, we are subgeptaduct liability claims in the normal coursebofsiness. We maintain insurance to reduce
our risk. Most insurance coverage includes selfiied retentions that vary by year. In 2012, we tadied a self-insured retention of $5.0
million per occurrence with an aggregate insurdimsit of $125.0 million per occurrence.
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We establish product liability reserves for oufge$ured retention portion of any known outstamgdmatters based on the likelihood of loss
and our ability to reasonably estimate such lokerd@ is inherent uncertainty as to the eventualuéien of unsettled matters due to the
unpredictable nature of litigation. We make estesdiased on available information and our bestjeig after consultation with appropriate
advisors and experts. We periodically revise estmbased upon changes to facts or circumstanaesld' use an actuary to calculate
reserves required for estimated incurred but nuanted claims as well as to estimate the effectdvierse development of claims over time
December 31, 2012 our reserve for product liabiigs $38.5 million.

Pensions

We have significant pension benefit costs thadasesloped from actuarial valuations. The valuatiilect key assumptions regarding,
among other things, discount rates, expected retu@mssets, retirement ages, and years of sefgesideration is given to current market
conditions, including changes in interest ratesiaking these assumptions. Our assumption for thea&d rate of return on plan assets was
8.50 percent in 2012 compared to 8.75 percent 11 20he discount rate used to determine net peripeinsion costs decreased to 4.90
percent in 2012 from 5.35 percent in 2011. In 2@48 forecasted rate of return on plan asset®& @ rcent and the discount rate is 4.05
percent.

In developing our expected long-term rate of remssumption, we evaluate our pension @anirrent and target asset allocation, the exp
long-term rates of return of equity and bond indiaad the actual historical returns of our pengian. Our plan’s target allocation to equity
managers is approximately 60 percent, with the nedea allocated primarily to bond managers and allsatiocation to private equity
managers. Our actual asset allocation as of Deaedih@012, was 62 percent to equity managerse83pt to bond managers, four percent
to private equity managers and the remainder inapomarket instruments. We regularly review our acasset allocation and periodically
rebalance our investments to our targeted allogatioen considered appropriate. Our pension plaststical ten-year and 25-year
compounded annualized returns are 7.6 percent .8nok®cent, respectively. We believe that with tamget allocation and the expected long-
term returns of equity and bond indices as weblasactual historical returns, our 8.00 percenteegd return on assets for 2013 is
reasonable.

The discount rate assumptions used to determinesfyiension obligations at December 31, 2012 add 2&re based on the Aon Hewitt AA
Only Above Median yield curve, which was designgdion Hewitt to provide a means for plan sponsorgalue the liabilities of their
postretirement benefit plans. The AA Only Above liéedcurve represents a series of annual discoted feom bonds with AA minimum
average rating as rated by Moody'’s Investor Ser{hdeody’s), Standard & Poor’s (S&P) and Fitch. Tdiscount rate assumptions used to
determine future pension obligations at Decembe810 were based on the Hewitt top quartile yi@&lolve (HTQ). The HTQ was a
hypothetical double A yield curve represented Isg@es of annualized individual discount rates.Heaand issue underlying the HTQ was
required to have a rating of Aa or better by Mosdy' a rating of AA or better by S&P. Aon Hewitt lomger supports the previous yield
curve model and the AA Only Above Median yield caplosely follows the previous yield curve. We weitintinue to evaluate our actuarial
assumptions at least annually, and we will adjustassumptions as necessary.

We estimate that we will recognize approximately $2million of pension expense in 2013 compare$1t®.8 million in 2012. A majority of
the increase in 2013 expense is due to the decireéseh the discount rate and the expected reiarplan assets. Lowering the expected
long-term rate of return on assets by 25 basistp@iould increase our net pension expense for B§lpproximately $1.9 million. Lowering
the discount rate by 25 basis points would increase2013 net pension expense by approximately illdn.

In future filings we will also present Adjusted Bangs, Adjusted earnings per share (EPS) and AsljuSegment Operating Earnings which
exclude non-operating related pension costs ofdingpany’s pension plan comprised of interest @giected return on plan assets,
amortization of actuarial gains (losses) and cmizt and other one-time charges. The servicearastamortization of prior service cost
components of our pension plan will be includeddjusted Earnings, Adjusted EPS and Adjusted Seg@perating Earnings. We believe
that these components of pension cost better teftegoing operating related costs of providing pembenefits to the company’s employees.
In addition we have made changes to our pensianiptduding closing the plan to new entrants effecfanuary 1, 2010, and freezing the
plan for the majority of our existing participamective January 1, 2015 which we believe willrsfigantly decrease pension expense
beginning in 2015. As such, we believe that thesuess of Adjusted Earnings, Adjusted EPS and AdgiStegment Operating Earnings
provide management and investors with a useful oreasf our operational results. Other componentSARAP pension cost are mainly
driven by market performance, and the company nestigese separately from the operational perforeahits businesses. We have
prepared quarterly and annual reconciliations gisigd Earnings, Adjusted EPS and Adjusted Seg@petating Earnings and an annual
schedule of components of pension expense forghesy2010-2012, which are provided in the Suppléah&mancial Data document posted
in the Investor Relations section on our website.
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The following is a reconciliation of diluted eargsper share from continuing operations (GAAP)iteteld Adjusted EPS from continuing
operations (non-GAAP):

2013 Year Ended December :
Guidance 2012 2011 2010
Diluted EPS from continuing operations (GAAP) $3.00- $3.2( $3.4¢ $2.3¢ $1.24
Non-operating pension costs (income) per diluted shaeof tax 0.2t 0.0¢ (0.05) 0.0€
Adjusted EPS from continuing operatic $3.25- $3.4f  $3.5¢  $2.34 $1.3C

Outlook

With our strong North American replacement wateatbebusiness, growing Lochinvar branded boiletf@lan, and expanding global
presence particularly in China, we believe we agll positioned entering 2013. We believe businesglitions are continuing to improve
modestly in the U.S., and we remain optimisticgh@wvth exhibited by the housing market last yedk edirry over into this year as well. For
2013, we expect to achieve full-year GAAP earniofetween $3.00 and $3.20 per diluted share arjdséet Earnings of between $3.25
and $3.45 per diluted share both of which excligepotential impact from future acquisitions.

OTHER MATTERS
Environmental

Our operations are governed by a number of fedfnadign, state, local and environmental laws comiog the generation and managemet
hazardous materials, the discharge of pollutatitstire environment and remediation of sites owngethb company or third parties. We have
expended financial and managerial resources complyith such laws. Expenditures related to envirental matters were not material in
2012 and are not expected to be material in arglesirear. We have accrued amounts associated miiloamental obligations at various
facilities and we believe these reserves are seffico cover reasonably anticipated remediatistTAlthough we believe that our operati
are substantially in compliance with such laws araintain procedures designed to maintain compligthege are no assurances that
substantial additional costs for compliance wilt he incurred in the future. However, since the eséamws govern our competitors, we should
not be placed at a competitive disadvantage.

Market Risk

We are exposed to various types of market risksyasily currency. We monitor our risks in such ar@a a continuous basis and generally
enter into forward contracts to minimize such expes for periods of less than one year. We do mgage in speculation in our derivatives
strategies. Further discussion regarding derivatigguments is contained in Note 1 of Notes to $didated Financial Statements.

We enter into foreign currency forward contractsiiaimize the effect of fluctuating foreign currées. At December 31, 2012, we had net
foreign currency contracts outstanding of $76.8iaml Assuming a hypothetical ten percent movenieitihe respective currencies, the
potential foreign exchange gain or loss associaiddthe change in rates would amount to $7.7 onlliGains and losses from our forward
contract activities will be offset by gains anddes in the underlying transactions being hedged.

Our earnings exposure related to movements ingsteates is primarily derived from outstandingflog-rate debt instruments that are
determined by short-term money market rates. Atehdier 31, 2012, we had $163.7 million in outstagdioating-rate debt with a weighted-
average interest rate of 1.4 percent at year ergplthetical ten percent annual increase or deergsthe year-end average cost of our
outstanding floating-rate debt would result in amfpe in annual pre-tax interest expense of appi@eiyn $0.2 million.

Forward-Looking Statements

This filing contains statements that the compariietes are “forward-looking statements” within timeaning of the Private Securities
Litigation Reform Act of 1995. Forward-looking statents generally can be identified by the use aflezsuch as “may,” “will,” “expect,”
“intend,” “estimate,” “anticipate,” “believe,” “facast,” “guidance” or words of similar meaning. $&d¢orwardlooking statements are subj

to risks and uncertainties that could cause acasailts to differ materially from those anticipatsiof the date of this filing. Important factors
that could cause actual results to differ materifmbm these expectations include, among othegthithe following: difficulties in achieving
the disclosed global expansion opportunities rdl&deour Lochinvar branded products; weakenindnéntigh efficiency boiler segment in the
U.S.; the ability to execute our acquisition stggtesignificant volatility in raw material pricespmpetitive pressures on the company’s
businesses; inability to implement pricing actionstability in the company’s replacement markéisther weakening in U.S. residential or
commercial construction; timing of any recoveriedi.S. residential or commercial construction; rfer slowdown in the
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Chinese economy; foreign currency fluctuations; adderse general economic conditions and capitetehdeterioration. Forward-looking
statements included in this filing are made onlpfthe date of this release, and the companydguno obligation to update these statem
to reflect subsequent events or circumstancesullsequent written and oral forwdoibking statements attributed to the company, cs@e
acting on its behalf, are qualified entirely bygbecautionary statements.

ITEM 7A —QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK ET RISK
See “Market Risk” above.
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ITEM 8 —FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
A. O. Smith Corporation

We have audited the accompanying consolidated balsimeets of A. O. Smith Corporation as of Decer8hgR012 and 2011, and the rele
consolidated statements of earnings, comprehemnsiéngs, stockholders’ equity and cash flows #arheof the three years in the period
ended December 31, 2012. Our audits also inclugeditancial statement schedule listed in the irmtedkem 15(a). These financial
statements and schedule are the responsibilityeofdmpany’s management. Our responsibility ixgress an opinion on these financial
statements and schedule based on our audits.

We conducted our audits in accordance with thedstials of the Public Company Accounting OversighamBioUnited States). Those
standards require that we plan and perform the &mdbtain reasonable assurance about whethdindrecial statements are free of material
misstatement. An audit includes examining, on tldasis, evidence supporting the amounts and disids in the financial statements. An
audit also includes assessing the accounting ptexiused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thataodits provide a reasonable basis for our opinio

In our opinion, the financial statements referedlbove present fairly, in all material respedts, ¢onsolidated financial position of A. O.
Smith Corporation at December 31, 2012 and 201d tla consolidated results of its operations asmdash flows for each of the three years
in the period ended December 31, 2012, in confgrmith U.S. generally accepted accounting princdpklso, in our opinion, the related
financial statement schedule, when considerediatioa to the basic financial statements takenabale, presents fairly in all material
respects the information set forth therein.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@nited States), A. O. Smith
Corporation’s internal control over financial repiog as of December 31, 2012, based on critergbéished in Internal Control — Integrated
Framework issued by the Committee of Sponsoringa@imgtions of the Treadway Commission and our tegated February 27, 2013
expressed an unqualified opinion thereon.

Ernst & Young LLP

Milwaukee, Wisconsin
February 27, 2013
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CONSOLIDATED BALANCE SHEETS
December 31 (dollars in millions)

2012 2011
Assets
Current Assets
Cash and cash equivale $ 266.¢ $ 463.
Marketable securitie 196.( —
Receivable! 425.¢ 368.¢
Inventories 163. 168.¢
Deferred income taxe 33.2 24.¢
Investments — 162.¢
Other current asse 22.% 21t
Total Current Assets 1,107.: 1,208."
Net property, plant and equipme 345.7 315.
Goodwill 435.¢ 433.¢
Other intangible: 338.7 352.7
Other asset 36.2 38.t
Deferred income taxe 2.C —
Total Assets $2,265..  $2,349.(
Liabilities
Current Liabilities
Trade payable $ 328.¢ $ 302t
Accrued payroll and benefi 46.5 41.¢
Accrued liabilities 58.7 74.1
Product warrantie 43.2 43.7
Long-term debt due within one ye 18.€ 18.¢
Current liabilities— discontinued EPC operatio 3.1 31.t
Total Current Liabilities 499.( 512.:
Long-term debt 225.1 443.(
Deferred income taxe — 3.1
Product warrantie 86.4 88.1
Pos-retirement benefit obligatio 10.€ 11.€
Pension liabilities 190.1 139.
Other liabilities 52.1 56.¢
Long-term liabilities— discontinued EPC operatio 7.8 8.7
Total Liabilities 1,071.: 1,263.:
Commitments and contingenci — —
Stockholders Equity
Preferred Stoc — —
Class A Common Stock (shares issued 6,654,938 @5@,791) 33. 36.%
Common Stock (shares issued 41,021,973 and 40 ¥k 41.C 40.¢
Capital in excess of par val 654.¢ 652.5
Retained earning 855.1 729.¢
Accumulated other comprehensive i (320.5 (300.9)
Treasury stock at co (69.6) (72.9)
Total Stockholders' Equity 1,194.; 1,085.¢
Total Liabilities and Stockholders’ Equity $2,265.:  $2,349.(

See accompanying notes which are an integral pénese statements.
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CONSOLIDATED STATEMENT OF EARNINGS
Years ended December 31 (dollars in millions, ekpep share amounts)

2012 2011 2010
Continuing Operations
Net sales $1,939.0  $1,710.f  $1,489.
Cost of products sol 1,287.: 1,197.¢ 1,043.:
Gross profit 652.( 512.¢ 446.(
Selling, general and administrative exper 450.k 372.¢ 328.1
Flood related expen: — — 35.4
Restructuring, impairment and settlement (inconxpease- net (3.9 (11.2) 0.1
Contingent consideration adjustmu (3.9 — —
Interest expens 9.2 9.3 6.9
Other (income) expens net (34.9) (19.9 0.5
Earnings before provision for income ta: 233.¢ 161.t 74.4
Provision for income taxe 71.2 50.3 17.5
Earnings from Continuing Operations 162.€ 111.2 57.1
Discontinued Operations
Earnings from discontinued operations, less taxipion for income taxes of $15.5 in 2011 an
$16.2 in 201( — 43.C 54.4
(Loss)/gain on sale of discontinued EPC operatilass, tax provision of $6.3 in 2012 and $145.6
in 2011 (3.9 151.F —
Net Earnings 158.7 305.7 1115
Net loss attributable to noncontrolling intere
Continuing operation — — 0.2
Net earnings attributable to A. O. Smith Corporation $ 1585 $ 3057 $ 111.5
Net Earnings (Loss) Per Share of Common Stoc
Continuing Operation $ 352 $ 241 $ 1.2%
Discontinued Operatior (0.0¢) 4.22 1.1¢
Net Earnings attributable to A. O. Smith Corporation $ 34 $ 66 $ 244
Diluted Net Earnings (Loss) Per Share of Common Sek
Continuing Operation $ 34¢ $ 23¢ $ 1.2¢
Discontinued Operatior (0.0¢) 4.1¢ 1.1¢
Net Earnings attributable to A. O. Smith Corporation $ 341 $ 651 $ 24:
CONSOLIDATED STATEMENT OF COMPREHENSIVE EARNINGS
Years ended December 31 (dollars in millions)
2012 2011 2010
Net Earnings $158.7 $305.7 $111.5
Other comprehensive earnings (lc
Foreign currency translation adjustme 3.C (7.2 7.3
Unrealized net gain (loss) on cash flow derivathatruments, less related income tax (provision)
benefit of $(0.6) in 2012, $7.0 in 2011 and $0.2010 1.C (11.0 0.2
Change in pension liability less related incomeltarefit of $13.6 in 2012, $34.8 in 2011 and
$2.7 in 201C (22.9) (54.5 (5.6
Unrealized (loss) gain on investments less rel&rdenefit (provision) of $0.7 in 2012 and
$(0.7) in 2011 (1.2) 1.2 —
Comprehensive Earning $139.] $234.0 $113.(

See accompanying notes which are an integral pénese statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS
Years ended December 31 (dollars in millions)

Operating Activities
Net earning:
Loss (earnings) from discontinued operati
Adjustments to reconcile earnings from continuipgmtions to cash provided by operating activil
Depreciation and amortizatic
Loss on disposal of ass¢
Unrealized gain on investme
Net changes in operating assets and liabilitiesphacquisitions
Current assets and liabiliti
Noncurrent assets and liabiliti
Cash Provided by Operating Activities— continuing operations
Cash (Used in) Provided by Operating Activitie— discontinued operations
Cash Provided by Operating Activities
Investing Activities
Acquisition of businesse
Investment in marketable securit
Proceeds from sale of marketable secur
Proceeds on sale of ass
Capital expenditure
Cash Used in Investing Activities continuing operations
Cash Provided by (Used in) Investing Activitie— discontinued operations
Cash (Used in) Provided by Investing Activities
Financing Activities
Long-term debt incurre:
Long-term debt repai
Common stock repurcha
Net proceeds from stock option activ
Dividends paic
Cash (Used in) Provided by Financing Activities —antinuing operations
Cash Used in Financing Activitie— discontinued operations
Cash (Used in) Provided by Financing Activities
Net (decrease) increase in cash and cash equis
Cash and cash equivale-beginning of yea

Cash and Cash Equivalent-End of Year

See accompanying notes which are an integral pénese statements.
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2012 2011 2010
$158.7 $305.7  $111.F
3¢ (1945 (549
54.¢ 47.C 40.
1.1 1. 11.7
(7.2  (19.9 —
(36.7) 04 (375
16. (78.6) (8.6)
1712 61.C 63.2
(27.9) (2.9) 61.F
143.€ 58.7  124.f
(13.5)  (421.) (119
(311.9) — —
308.( — 4.€
— — 3.C
(69.9  (53.F)  (53.5)
(86.) (4746  (57.7)
— 600.: (8.9)
(86.) 1256  (66.5)
— 200.: 5.C
(218.9) — —
(22.0) (23.5) —
20.F 11.2 4.c
(33.9) 7.0 (24.9)
(2535 160z  (15.7)
(2535 160  (15.7)
(196.5)  344.F 42.€
463.2 118.¢ 76.
$266.C $463.. $118.¢




CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY
Years ended December 31 (dollars in millions)

Class A Common Stock

Balance at the beginning of the y:
Conversion of Class A Common Stc
Balance at the end of the y¢

Common Stock

Balance at the beginning of the y:
Conversion of Class A Common Stc
Balance at the end of the y¢

Capital in Excess of Par Value

Balance at the beginning of the y:

Buy out of Tianloncg

Conversion of Class A Common Stc
Issuance of share un

Vesting of share unil

Stock based compensation expe
Exercise of stock optior

Tax benefit from exercise of stock options and ingsbf share unit
Stock incentives and direct’ compensatiol
Balance at the end of the ye

Retained Earnings

Balance at the beginning of the y:

Net earning:

Cash dividends on stou

Balance at the end of the ye
Accumulated Other Comprehensive Los:
Balance at the beginning of the y:
Foreign currency translation adjustme

Unrealized net gain (loss) on cash flow derivatharuments, less related income tax (provision)

benefit of $(0.6) in 2012, $7.0 in 2011 and $0.2010

Change in pension liability less related incomeliarefit of $13.6 in 2012, $34.8 in 2011 and $8.7 i

2010

Unrealized (loss) gain on investments less incarééenefit (provision) of $0.7 in 2012 and $(017) i

2011
Balance at the end of the y¢

Treasury Stock
Balance at the beginning of the y:

Exercise of stock options, net of 167,258 sharezndered as proceeds and to pay taxes in

Stock incentives and direct’ compensatiol
Shares repurchas:

Vesting of share units, net of 27,561 shares sdard to pay taxes in 20.

Balance at the end of the y¢
Noncontrolling Interest

Balance at the beginning of the y:
Net earnings of Tianlon

Buy out of Tianlonc¢

Balance at the end of the y¢

Total Stockholders’ Equity
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2012 2011 2010
$ 362 $ 37<4 $ 30:
(3.0 (1.9) (1.9

$ 335 $ 365 $ 374
$ 404 $ 40z $ 39.¢
0.6 0.2 0.2

$ 41C $ 404 $ 40
$ 6525 $ 6557 $636.
— — 12.€
2.4 0.9 1.6
(3. (3.7) (3.1)
(ac (8.2) (1.6)
6.8 6.7 6.1
(11.9) (7.5) (1.2)
8.8 4.3 0.7

4.5 4.3 3.4

$ 6546 $ 652.F  $655.]
$ 7295 $ 4521 $365.
158.7 305.7 111.]
(33.5) (7.9 _ (25.0

$ 8551 $ 729.¢ $452.1
$(300.9 $(229.9 $(230.9
3.0 (7.2) 7.2
1.0 (11.0 (0.2)
(22.9) (54.5) (5.6)
(1.9) 1.2 —
$(320.5) $(300.9 $(229.9)
$ (729 $ (746 $ (79.9
19.7 15.2 4.€
0.2 0.4 0.2
(22.0) (23.5) —
4.9 10.C 0.4
$ (69.6) $ (729 $ (746
$ — $ — $ 19.1
— — (0.2)
— — (18.9)

$ — § — § —
$1,194.. $1,085.¢ $881.




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. Organization and Significant Accounting Policies

Organization. A. O. Smith Corporation (A. O. Smith or the compjisya manufacturer of water heaters and boileny,isg a diverse mix of
residential and commercial end markets principiallthe United States with a strong and growingrimagional presence. The company is
comprised of two reporting segments: North Amedand Rest of World. The Rest of World segment imprily comprised of China, India
and Europe. Both segments manufacture and marksgtretensive lines of residential gas, gas tankdadselectric water heaters and
commercial water heating equipment. Both segmemtsapily serve their respective regions of the woifhe North America segment also
manufactures and markets specialty commercial viegating equipment, condensing and ondensing boilers and water system tanks.
Rest of World segment also manufactures and mavkages treatment products, primarily in Asia.

On August 22, 2011, the company sold its Electiralducts business (EPC) to Regal Beloit CorpangiRBC) for approximately $760
million in cash and approximately 2.83 million sksuwof RBC common stock. Due to the sale, EPC has feported separately as a
discontinued operation. See Note 2 Discontinuedr@joms.

Consolidation. The consolidated financial statements include tomants of the company and its wholly owned subsig$ after elimination
of intercompany transactions.

Except when otherwise indicated, amounts reflectabe financial statements or the notes therdaiedo the company’s continuing
operations.

Use of estimates The preparation of financial statements in camity with accounting principles generally accepitethe United States
(U.S.) requires management to make estimates audngsions that affect the amounts reported in deempanying financial statements and
notes. Actual results could differ from those esties.

Fair value of financial instruments. The carrying amounts of cash, cash equivalentsketelnle securities, receivables, investments,ifigat
rate debt and trade payables approximated fairevaduof December 31, 2012 and 2011, due to thé sfadurities or frequent rate resets of
these instruments. The fair value of term notek wisurance companies was approximately $86.6anibis of December 31, 2012 compared
with the carrying amount of $80.0 million for thense date. The fair value is estimated based oemurates offered for debt with similar
maturities.

Foreign currency translation. For all subsidiaries outside the U.S., with theepton of its Mexican operation, two of its Chinesm-
operating companies, and a Dutch raperating company the company uses the local atyras the functional currency. For those opera:
using a functional currency other than the U.Sladphssets and liabilities are translated into. d@lars at year-end exchange rates, and
revenues and expenses are translated at weightedegvexchange rates. The resulting translatiarsadgnts are recorded as a separate
component of stockholders’ equity. The Mexican agien, the two Chinese non-operating companiegtadutch non-operating company
use the U.S. dollar as the functional currencyn&aind losses from foreign currency transactioasrmiuded in net earnings.

Cash and cash equivalentsThe company considers all highly liquid investtsenith a maturity of three months or less wherchased to
be cash equivalents.

Marketable securities. The company considers all highly liquid investitsemith maturities greater than 90 days when puetido be
marketable securities. At December 31, 2012, timepamy’s marketable securities consisted of bank tleposits with original maturities
ranging from 180 days to 12 months and are locatéavestment grade rated banks in China.

Inventory valuation. Inventories are carried at lower of cost or marketst is determined on the last-in, first-out (L)A®ethod for a
majority of the company’s domestic inventories, ethcomprise 64 percent and 65 percent of the coypéotal inventory at December 31,
2012 and 2011, respectively. Inventories of foreighsidiaries and supplies are determined usin§rtien, first-out (FIFO) method.

Property, plant and equipment.Property, plant and equipment are stated at cagird2iation is computed primarily by the straighel
method. The estimated service lives used to conmgeytecciation are generally 25 to 50 years fordaugs, three to 20 years for equipment
and three to seven years for software. Maintenanderepair costs are expensed as incurred.
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1. Organization and Significant Accounting Policies (ontinued)

Gooduwill and other intangibles.Goodwill and indefinite-lived intangible assets atg¢ amortized but are reviewed for impairment on a
annual basis. Separable intangible assets prin@ityprised of customer relationships that are pettkd to have an indefinite life are
amortized on a straight-line basis over their eatad useful lives which range from ten to 25 years.

Impairment of long-lived and amortizable intangible assetsProperty, plant and equipment and intangible assgifect to amortization are
reviewed for impairment whenever events or chamgegcumstances indicate that the carrying amouey not be recoverable. If the sum of
the expected undiscounted cash flows is less ti@narrying value of the related asset or grougsséts, a loss is recognized for the
difference between the fair value and carrying gatithe asset or group of assets. Such analysessarily involve significant judgment.

Derivative instruments. Accounting Standards Codification (ASC) 815 Derivvas and Hedging (formerly Statement of Financtah8ards

No. (SFAS) 133), as amended, requires that alzdgvie instruments be recorded on the balance shéair value and establishes criteria
designation and effectiveness of the hedging matiips. The accounting for changes in the fawevalf a derivative instrument depends on
whether it has been designated and qualifies astaopa hedging relationship and further, on gheetof hedging relationship. For those
derivative instruments that are designated andfgwed hedging instruments, the company must deségtihe hedging instrument, based upon
the exposure hedged, as a fair value hedge, aasthéidge, or a hedge of a net investment in agoreperation.

The company designates that all of its hedgingumnsents, except for its equity collar contract tiegto shares of RBC common stock, are
cash flow hedges. For derivative instruments thadasignated and qualify as a cash flow hedge lieelging the exposure to variability in
expected future cash flows that is attributabla f@rticular risk), the effective portion of thargar loss on the derivative instrument is
reported as a component of other comprehensivedes®f tax, and is reclassified into earningthimsame line item associated with the
forecasted transaction and in the same periodriwgseduring which the hedged transaction affeatsiags. The amount by which the
cumulative change in the value of the hedge mae tifsets the cumulative change in the value ehikdged item (i.e., the ineffective
portion) is recorded in earnings, net of tax, ia preriod the ineffectiveness occurs.

The company utilizes certain derivative instrumeaatenhance its ability to manage currency expoasmell as raw materials price risk. The
company had previously utilized a derivative instamt to manage equity investment volatility. Defivainstruments are entered into for
periods consistent with the related underlying expes and do not constitute positions independahbse exposures. The company does
enter into contracts for speculative purposes.cmracts are executed with major financial inititus with no credit loss anticipated for
failure of the counterparties to perform.

Foreign Currency Forward Contrac

The company is exposed to foreign currency exchasges a result of transactions in currenciegiothan the functional currency of certain
subsidiaries. The company utilizes foreign currefocward purchase and sale contracts to manageothélity associated with foreign
currency purchases, sales and certain intercomgpangactions in the normal course of businesschahcurrencies include the Canadian
dollar, Mexican peso and Euro.

Gains and losses on these instruments are recor@d@dumulated other comprehensive loss, net ¢fulatd the underlying transaction is
recorded in earnings. When the hedged item iszesdligains or losses are reclassified from accuedilather comprehensive loss to the
statement of earnings. The assessment of effeetbechior forward contracts is based on changesifotfivard rates. These hedges have been
determined to be effective.

The majority of the amounts in accumulated othenm@hensive loss for cash flow hedges is expectéa reclassified into earnings within
one year and all of the hedges will be reclassifiéal earnings no later than December 2013. Cotstratated to the company’s discontinued
operation that were to expire after the expectediaty date no longer qualified for hedge accountingrefore, the change in valuation from
the announcement of the sale to August 22, 20%B @& million and $0.4 million were recorded in éags from discontinued operations in
the years ended December 31, 2011 and 2010, respect
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1. Organization and Significant Accounting Policies (ontinued)

The following table summarizes, by currency, thetractual amounts of the company’s foreign currefocyard contracts:

December 31 (dollars in million: 2012 2011
Buy Sell Buy Sell
British pound $— $ 23 $— $—
Canadian dolla — 36.¢ — 36.¢€
Euro 23.2 2.C 16.1 1.2
Mexican pesc 12.5 — 16.5 —
Total $35.5 $41.1 $32.¢€ $37.¢

Commodity Futures Contracts

In addition to entering into supply arrangementthimnormal course of business, the company, pilyrfar its discontinued operation prior
disposition, also entered into futures contractiixtthe cost of certain raw material purchasemgpally copper and aluminum, with the
objective of minimizing changes in cost due to nearice fluctuations. The hedging strategy fori@eimg this objective is to purchase
commodities futures contracts on the open mark#tet.ondon Metals Exchange (LME) or over the ceunbntracts based on the LME.

With one of its brokers, the company is requiredhtike cash deposits on unrealized losses on cortyrdetivative contracts that exceed
$10.0 million.

The minimal aftetax gain of the effective portion of the contraassof December 31, 2012 was recorded in accumutdited comprehensiy
loss, and will be reclassified into cost of produsbld in the period in which the underlying trastsm is recorded in earnings. The effective
portion of the contracts will be reclassified witline year. Contracts related to the company’'sdistued operation that expired after the
expected closing date no longer qualified for hegigounting; therefore the change in valuation ftbenannouncement of the sale to
August 22, 2011 was minimal and was recorded iniegs from discontinued operations in the yearsdridecember 31, 2011 and 2010,
respectively. Commodity hedges outstanding at Déeerdl, 2012 total approximately 0.2 million poudgopper.

Equity Collar Contrac

As discussed in Note 2, on August 22, 2011, thepaoy sold EPC to RBC and received approximatel@ ghlion shares of RBC common
stock. The RBC share price appreciated in the dusirter of 2011 during which the company entenédl &an equity collar contract for 50
percent of the RBC shares to protect a portiomaf &ppreciation. The put strike price of the ggadllar was $63.29 and the call strike price
of the collar was $77.32. The RBC share price oceleer 31, 2011 was $50.97. The collar did notifyufalr hedge accounting and
therefore was adjusted to fair value on a quartealyis through earnings from continuing operatidiee company was required to make cash
or stock deposits on unrealized losses on theyeqaitar that exceeded $25.0 million. The mark t@rket accounting for the RBC shares and
hedge continued until the equity collar contragiieed in March 2012 with no value.

The impact of derivative contracts on the compafipancial statements is as follows (dollars inlimiis):

Fair value of derivative instruments designatetexdging instruments under ASC 815 in continuingrafens:

Fair Value
December 31 (dollars in million: Balance Sheet Locatic 2012 2011
Foreign currency contracts Other current asse $ 1.7 $ 1.8
Accrued liabilities (0.5 (1.6
Commodities contraci Accrued liabilities — (0.7
Total derivatives designating as hedging instrum $ 1.z $ (0.9
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1. Organization and Significant Accounting Policies (ontinued)

Fair value of derivatives not designated as hedgisfguments under ASC 815 in continuing operations

Fair Value
December 31 (dollars in million: Balance Sheet Locati 2012 2011
Equity collar contract Investment $ — $ 17.€
Total derivatives not designated as hedging instnis $ — $ 17.¢
The effect of derivative instruments on the Statenoé Earnings for continuing and discontinued agiens.
Year ended December 31 (dollars in millions)
Location of
(loss) gain
reclassified
from
Accumulated
Other Amount of (loss) Location of gair
Amount of (loss) Comprehensive gain reclassified recognized in
Derivatives in gain recognized in Loss into from Accumulated earnings on Amount of gain
ASC 815 cash other comprehensive earnings Other Comprehensive derivative recognized in earnings
flow hedging loss on derivative (effective Loss into earnings (ineffective on a derivative
relationships (effective portion portion) (effective portion portion) (ineffective portion’
2012 2011 2012 2011 2012 2011
Foreign currency contracts Cost of
$ 07 $ 3E productssol $ (0.7 $ 0.2 N/A $ — $ —
Discontinuer Discontinue:
operations — 6.C operations — —
Gain on sale
of EPC — 52 N/A — —
Commodities contracts Cost of
Cost of products
(0.7) (3.0) products sol (0.2 (0.1) sold — —
Discontinuet Discontinue:
operations — 7.C  operations — 0.1
Gain on sale
of EPC — 1.8 N/A — —
$ 0€ $ OF $ (0.8 $ 21cC $ — $ 0.1
Location of gain recognized in earnil Amount of loss (gain) recognized
Derivatives not designated as a hedging from continuing operations on in earnings from continuing
instrument under ASC 81 derivative operations on derivativ
2012 2011
Equity collar contract Other expense (incom- net $  17.¢ $ (17.9)
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1. Organization and Significant Accounting Policies (ontinued)

Fair Value Measurements.The company adopted ASC 820 Fair Value MeasurenagrdtDisclosures (formerly SFAS 157) on January 1,
2008. ASC 820, among other things, defines faiu@akstablishes a consistent framework for meagfiain value and expands disclosure for
each major asset and liability category measuréairatalue on either a recurring basis or nonrengrbasis. ASC 820 clarifies that fair value
is an exit price, representing the amount that didvel received to sell an asset or paid to tramshability in an orderly transaction between
market participants. As such, fair value is a mabased measurement that should be determined basgessumptions that market
participants would use in pricing an asset or lighiAs a basis for considering such assumpti&&C 820 establishes a three-tier fair value
hierarchy, which prioritizes the inputs used in swdng fair value as follows: (Level 1) observainlputs such as quoted prices in active
markets; (Level 2) inputs, other than the quoteédgsrin active markets, that are observable eithectly or indirectly; and (Level 3)
unobservable inputs in which there is little ormarket data, which require the reporting entitgéwelop its own assumptions.

Assets and liabilities measured at fair value @aseld on the market approach which are prices dmed mlevant information generated by
market transactions involving identical or compéeaissets or liabilities.

Continuing assets measured at fair value on aniegupasis are as follows (dollars in millions):

Fair Value Measurement Usil December 31, 20: December 31, 20:
Quoted prices in active markets for identical asset

(Level 1) $ 197.2 $ 144.;
Significant other observable inputs (Level — 17.¢
Total investments and net derivative contr: $ 197.2 $ 162.(

There were no changes in our valuation techniqaed to measure fair values on a recurring basasrasult of adopting ASC320.

Revenue recognitionThe company recognizes revenue upon transfer@fwhich occurs upon shipment of the product todhstomer
except for certain export sales where transfeitlefaccurs when the product reaches the customsirdtion.

Contracts and customer purchase orders are uskdlegomine the existence of a sales arrangemengpialgidocuments are used to verify
shipment. The company assesses whether the sgtls®is fixed or determinable based upon the payregms associated with the
transaction and whether the sales price is sutjaetfund or adjustment. The company assessext@aiiéty based on the creditworthiness of
the customer as determined by credit checks angsisaas well as the customer’'s payment histong, @does not require collateral on sales in
most cases. The allowance for doubtful accounts$#aa million and $3.4 million at December 31, 2@t 2011, respectively.

Accruals for customer returns for defective prodaret based on historical experience with similpesyof sales. Accruals for rebates and
incentives are based on pricing agreements aniikar&o sales volume. Changes in such accrualsbheagquired if future returns differ from
historical experience or if actual sales volumdeds from estimated sales volume. Rebates andtinesrare recognized as a reduction of
sales.

Shipping and handling costs billed to customerdrariided in net sales and the related costs atedad in cost of products sold.

Advertising. The majority of advertising costs are charged terafions as incurred and amounted to $69.2 milB&8.9 million and $47.9
million during 2012, 2011 and 2010, respectivehcliided in total advertising costs are expensescaded with store displays for A. O.
Smith branded products in China that are amort®eat 12 to 24 months which totaled $15.8 millioh3# million and $9.2 million during
2012, 2011 and 2010, respectively.

Research and developmenResearch and development costs are charged tdtioperas incurred and amounted to $51.7 millior2.$4
million and $37.1 million during 2012, 2011 and 20tespectively.

Product warranties. The company’s products carry warranties that gdigei@nge from one to ten years and are basedramstthat are
generally accepted in the market. The company dscatiability for the expected cost of warrantlated claims at the time of sale. The
allocation of our warranty liability between curtemd long-term is based on expected warranty slainbe paid in the next year as
determined by historical product failure rates.
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1. Organization and Significant Accounting Policies (ontinued)

The following table presents the company’s produetranty liability activity in 2012 and 2011:

Years ended December 31 (dollars in millic 2012 2011

Balance at beginning of year $131.¢ $112.2
Lochinvar acquisition (see Note — 5.E
Expense 54.1 64.€
Net increase in warranty reserve due to settlel — 7.5
Claims settlec (56.9) (58.9)
Balance at end of ye: $129.¢ $131.¢

See Note 4 for discussion on the increase in warr@serve due to settlement and the increase iremy expense and reserve associated
with component issues with a supplier for the conyfmCanadian operations.

Environmental costs.The company accrues for costs associated with@mwviental obligations when such costs are probatdeeasonably
estimable. Costs of estimated future expendituresiat discounted to their present value. Recosa@ienvironmental costs from other
parties are recorded as assets when their resaiptisidered probable. The accruals are adjustitissand circumstances change.

Stock-based compensationiThe company follows ASC 718 Compensation — Stock@nsation (formerly SFAS 123(R)). Compensation
cost is recognized using the straight-line methag the vesting period of the award. ASC 718 atspires the benefits of tax deductions in
excess of recognized compensation cost to be expad a financing cash flow, rather than as anatipgrcash flow as required under prior
literature. Excess tax deductions of $8.8 milli$4,3 million and $0.7 million were recognized célsfws provided by financing activities in
2012, 2011 and 2010, respectively.

Earnings per share of common stockThe company is not required to use the two-clagbaoakeof calculating earnings per share since its
Class A Common Stock and Common Stock have equigattid rights. The numerator for the calculatiomas$ic and diluted earnings per

share is net earnings. The following table setthftire computation of basic and diluted weight&d+rage shares used in the earnings per

calculations:

2012 2011 2010
Denominator for basic earnings per share — weightedage shares

outstanding 46,197,60 46,119,03 45,743,24
Effect of dilutive stock options, restricted staakd share unit 356,45: 455,58t 419,46¢
Denominator for diluted earnings per sh 46,554,06 46,574,61 46,162,71

On October 11, 2010, the company’s board of dirsaeclared a three-for-two stock split of the camps Class A Common Stock and
Common Stock in the form of a 50 percent stockd#iad to stock holders of record on October 29, 2idpayable on November 15, 2010.
Shares held in treasury by the company were noadte by the split. All references in the finanai@tements to number of shares
outstanding, price per share, per share amountstankl based compensation data have been retrelgatastated to reflect the split for all
periods presented.

ReclassificationsCertain amounts from prior years have been refladso conform with current year presentation.

Recent Accounting Pronouncements

In September 2011, the Financial Accounting Stassi&oard (“FASB”) issued Accounting Standards UpdafASU”) No. 2011-08, Testing
of Goodwill for Impairment (Topic 350)”. ASU No. 22-08 allows companies to assess qualitative fattodetermine whether the two-step
guantitative goodwill impairment test needs to befgrmed. Under the option, an entity no longer lddae required to calculate the fair va
of a reporting unit unless it determines, basethahqualitative assessment, that it is more likien not that its fair value is less than its
carrying amount. The ASU may change how a compastg goodwill for impairment, but should not chatigetiming or measurement of
goodwill impairments. ASU 20108 was effective for the year ended December 312 28doption of this ASU did not have an impacttba
company’s consolidated financial condition, resofteperations or cash flows.
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1. Organization and Significant Accounting Policies (ontinued)

In July 2012, the FASB issued ASU 2012-02, “Testimgefinite-Lived Intangible Assets for ImpairmémSuU 2012-02 allows an entity to
first assess qualitative factors in determining thlheevents and circumstances indicate that itagerlikely-than not that an indefinite-lived
intangible asset is impaired. If an entity detemsithat it is not more-likely-than not that theefidite-lived intangible asset is impaired, then
the entity is not required to perform a quantitatimpairment test. ASU 2012-02 will be effective floe year ending December 31, 2013.
Adoption of this ASU will not have an impact on tb@mpany’s consolidated financial condition, resolt operations or cash flows.

2. Discontinued Operations

On August 22, 2011, the company completed thecfd#C to RBC for $759.9 million in cash and appmee¢ely 2.83 million shares of RE
common stock. Included in the $759.9 million ofltésa final working capital adjustment of $7.4 it which was paid to the company by
RBC in January 2012. The value of the RBC sharebenlate of the closing of the sale was $140.6anilSee Note 13 for further discuss
regarding the company’s investment in RBC stock0t2, the company paid $31.2 million in incomeetand $3.6 million of other sale
related payments. In 2011, the company paid $12@l®n in income taxes and $21.4 million in comsians and other sale related
payments.

Included in the 2011 gain on sale of EPC was aitiaddl income tax accrual due to the company’®di&m that certain foreign earnings
derived from the sale of EPC were not considere@thprently reinvested by the company. The accruakisided in long term deferred
income taxes in continuing operations. Also incllidethe 2011 gain on sale is a $10.9 million galated to cumulative translation
adjustments associated with EPC’s foreign subsétiam the fourth quarter of 2012, the companyréed expense of $3.9 million on the
gain on sale of EPC. Included in 2012 was $6.4ionilbf expense representing the correction of aor grimarily due to the company’s
calculation of taxes due upon repatriation of umitigted foreign earnings. The correction was naterial to any previously reported
financial period or to the year ended Decembe2812 and as a result has been reported as thetonref the error in the year ended
December 31, 2012. This correction was offset bigange in estimate related to other reserves agedaivith EPC of $2.5 million.

The results of EPC including all prior years haeeibreported separately as discontinued operations.

The components of the net assets of EPC discomntioperations were current liabilities-net of $3.dlion and $31.5 million in 2012 and
2011, respectively and long-term liabilities-net$df8 million and $8.7 million in 2012 and 2011spectively related to discontinued EPC
operations consisting primarily of certain retaipedduct liabilities, employee obligations suchnaskers’ compensation and disability and
income tax liabilities associated with EPC.

The condensed statement of earnings of discontiEf] operations is:

Years ended December 31 (dollars in millio 2011 2010
Net sales $531.¢ $701.¢
Cost of products sol 415.¢ 544.(
Gross profit 116.2 157.¢
Selling, general and administrative exper 61.5 84.2
Restructuring and othi — 0.1
Interest expens 2.2 3.€
Other income- net (6.0 (0.7)
58.t 70.€
Provision for income taxe 15.F 16.2
Net earnings $ 43.C $ 54.¢
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2. Discontinued Operations (continued

Consolidated interest expense not directly atteble to other operations was allocated to discaptirEPC operations based on the ratio of
EPC net assets to be sold to the sum of consalidegteassets plus consolidated debt not diredifjpatable to other operations.

The cash flow provided by discontinued EPC openatis as follows:

Years ended December 31 (dollars in millic

2012 2011 2010
Operating Activities
(Loss) earning $ (3.9 $ 43.C $54.¢
Adjustments to reconcile earnings to net cash pexvby discontinued operati
activities:
Depreciation and amortizatic — 16.5 26.1
Gain on sale of asse — (4.9 (0.2
Net changes in operating assets and liabil
Current assets and liabiliti (22.€) (56.2) (23.9)
Noncurrent assets and liabiliti (0.9 0.€ 4.t
Other — (1.9) —
Cash (Used in) Provided by Discontinued Operating étivities (27.9 (2.3 61.t
Investing Activities
Capital expenditure — (10.5 (14.9)
Proceeds on sale of ass — 6.1 5.5
Proceeds from sale of operatic — 752.t —
Payments associated with s — (147.9) —
Cash Provided by (Used in) Discontinued Investing &tivities — 600.2 (8.9
Cash Flow (Used in) Provided by Discontinued Operains $(27.4) $ 597.¢ $52.7

In the second quarter of 2011, the company so#tidity in China and recognized a gain of $4.8 il

3. Acquisitions

On August 26, 2011, the company acquired 100 peafahe shares of Lochinvar Corporation (Lochinyarprivately held manufacturer of
high-efficiency boilers used in commercial and residdrdpplications located in Lebanon, Tennessee atld@ion of Lochinvar expanded 1
company’s product offerings and gave the compangsto proven higafficiency boiler technology. Results from Lochineae included il
the North America segment except for a relativedyniaterial amount from a Lochinvar subsidiary in thdted Kingdom which is in the
company’s Rest of World segment.

The company paid an aggregate cash purchase peicef $1.5 million of cash acquired, of $421.1limil. In addition, the company incurred
acquisition costs of approximately $5.5 million.dém the purchase agreement for the Lochinvar aitiguisthe company agreed to make a
contingent payment of up to an additional $35.0Qiamlin cash based on the amount by which Lochirsedes between December 1, 2011 and
November 30, 2012 exceed $216.0 million. As ofdbguisition date and December 31, 2011, the fdirevaf the contingent payment h

been estimated at $16.8 million. In December 2812 contingent payment totaling $13.5 million waad® to the former owners of
Lochinvar. The contingent consideration adjustnuéi$i3.3 million was recognized as pre-tax earningz012.

The following table summarizes the allocation af f@lue of the assets acquired and liabilitiesias=d at the date of acquisition. Of the
$258.3 million of acquired intangible assets, $508illion has been assigned to tradenames thatarsubject to amortization and $152.5
million has been assigned to customer lists whiehb&ing amortized over 19 years, and the remai2ng million has been assigned to non-
compete agreements and patents which are beingiaetbover ten years.
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3. Acquisition (continued)

August 26, 2011 (dollars in million

Current assets, net of cash acqu $ 54.C
Property, plant and equipme 41.¢
Intangible asset 258.:
Other asset 0.1
Goodwill 111.¢

Total assets acquire 465.7
Current liabilities 24.:
Long-term liabilities £

Total liabilities assume 27.¢

Net assets acquire $437.¢

For income tax purposes, the transaction has bemuated for as an asset purchase, resulting ifuth@mount of goodwill and intangible
assets, totaling $369.7 million, being deductilleificome tax purposes.

Lochinvar’s results of operations have been indlidethe company’s financial statements from Aud@&t2011, the date of acquisition.
Revenues and pre-tax earnings associated with heahin 2012 were $225.7 million and $51.1 millioespectively. Revenues and pre-tax
earnings associated with Lochinvar included in apens from the acquisition date through Decemifdrizotaled $75.9 million and $5.6
million, respectively which included $13.0 milliarf operating earnings less $5.5 million of acqiositcosts included in selling, general and
administrative expense and $1.9 million of intersgiense.

The following table represents the pro forma unegdiesults of continuing operations for the conypfn the years ended December 31,
2011 and 2010, respectively, assuming consummafitime purchase of Lochinvar as of January 1 ohgaar. (dollars in millions except ¢
share data):

Years ended December {

2011 2010
Net sales $1,835.¢ $1,664.(
Earnings from continuing operatio 122t 71.t
Earnings per common sha
Basic $ 2.6¢€ $ 1.5€
Diluted $ 2.68 $ 1.5t

The pro forma results have been prepared for irdtional purposes only and include adjustments poedgation expense of acquired plant
and equipment, amortization of intangible assdismthan goodwill and tradenames, increased irttesggense on acquisition related debt,
and certain other adjustments, together with rdlateome tax effects of such adjustments. Thesdgona results do not purport to be
indicative of the results of operations that wolitle occurred had the purchases been made ashEdhming of the periods presented or of
the results of operations that may occur in thartut

In November 2009, the company acquired a majonitgrest in the water treatment business of Tianldolgling Co. Ltd. (Tianlong) of Hong
Kong, with operations based in Shanghai, Chinaelpn formed company, A. O. Smith (Shanghai) Wateratment Products Co., Ltd.
(SWT), holds the assets of the business, which faatures and supplies reverse osmaosis units aredl oidter treatment products to the
China residential and commercial markets as wedg@®rt markets around the world.
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3. Acquisition (continued)

The company acquired an 80 percent interest in 8¥\Altotal cost of $76.7 million, including fixedtfire payments of $5.7 million, subjec
reductions for claims the company could make iféhere any breaches of the representations andnt&s made by the selling shareholder
under the acquisition agreement. As required uAGE 805 the company recorded 100 percent of thevédile of the assets and liabilities as
of the date of acquisition, with the 20 percentamntrolling interest recorded in the equity sectidthe company’s balance sheet. The
acquisition value exceeded the fair value of theetssacquired by $90.6 million, of which $55.4 ioill was recorded as goodwill and $42.2
million was recorded as intangible assets in thet BEWorld segment. In addition, $7.0 million cffdrred tax liabilities associated with the
intangible assets were recorded. In 2010, the cagnpede a goodwill adjustment of $1.1 million rethto an inventory valuation. The
company purchased the remaining 20 percent interé3V/T for $6 million from the former owner in tiieurth quarter of 2010. The
difference between the amount paid and the caryage of the noncontrolling interest was recortteddditional paid-in capital. The $5.7
million future payment mentioned above was not mhid to breaches of representations and warrantigtsvas recognized as a gain as pe
a settlement with the former owner (see Note 4).

In July 2010, the company purchased the U.S. aasetthe right to market and sell tankless watatdrs in North America from Takagi
Industrial Co, Ltd (Takagi) of Fuji-city, Shizuokdapan for $5.5 million. Through the venture, tbepany offers a full line of tankless water
heaters under its own brands in association withTdikagi brand. The company’s Takagi activity iduded in the North America segment.

In the fourth quarter of 2010, the company purctidbe remaining 50 percent share of its China jeémture that manufactures configilers
for the residential market in China for $0.3 miflioThe joint venture was formed in December, 2007.

The acquisitions were accounted for under the @mgelaccounting method, and accordingly, the restitiperations are included in the
company’s financial statements from the date ofigitipn.

4. Restructuring, Impairment, Other Charges and Settlenent Income
Restructuring, Impairment and Settlement Incomé

On November 15, 2012, the company entered int@yegeaent settling a legal action that had commenaoetune 14, 2011, in the United
States District Court for the Eastern District oiskburi seeking recovery of costs and damagesadae tssue in the company’s Canadian
operations with a component part supplied by a werld the fourth quarter of 2012, the company rded a pre-tax gain of $3.9 million
relating to the settlement. In the second quaift@0al, the company recorded an $8.2 million wasrgmovision for future costs associated
with this issue. This activity is included in th@fth America segment.

On May 5, 2011, the company entered into an agreesattling a legal action that the company comradran June 30, 2009, in Tennessee
State Court, seeking recovery for costs and daméwes$o an issue in the company’s U.S. operatigttsavcomponent part supplied by the
vendor. Under the terms of the settlement agreertemvendor and the vendor’s supplier made a $3ilon cash payment to the company.
The settlement reimbursed the company for pass goswiously incurred and satisfied in full a reredile recorded by the company, and the
company increased its warranty reserve for futostscassociated with the affected components opaoyproducts by $7.5 million. In the
second quarter of 2011, the company recorded #agrgain of $11.2 million for the reimbursementefated costs incurred in prior years.
This activity is included in the North America segmh

In 2010, the company recognized a $3.3 million impant charge related to SWT's trademarks. The @m@announced plans to move the
water treatment operations to Nanjing, China togeize synergies associated with the company’aigtneanagement team and the
engineering center in place at the companyater heater operations in that city. A restrmistucharge of $1.8 million was recognized rela
to the move for severance, lease termination aset ampairment costs. The charges were largely kg a $5.0 million gain on settlemen
disputes with the prior owner relative to breachiiepresentations and warranties regarding thditon of SWT on the date of purchase.
This activity is included in Rest of World segment.
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4. Restructuring, Impairment, Other Charges and Setement Income (continued)

The following table presents an analysis of the gany’'s restructuring, impairment and settlemengémes as of and for the years ended

December 31, 2012 and 2011 (dollars in millions):

Severanc
Costs

Balance at December 31, 2010 $ 11

Payment: (1.2

Income recognize

Settlement incom —
Balance at December 31, 20 $ —
Income recognize —
Settlement incom —
Balance at December 31, 20 $ —

5. Statement of Cash Flow:
Supplemental cash flow information is as follows:

Years ended December 31 (dollars in millio

Net change in current assets and liabilities, hecquisitions:
Receivable:
Inventories
Other current asse
Trade payable
Accrued liabilities, including payroll and benei
Income taxes payab

6. Inventories

December 31 (dollars in million:
Finished products
Work in proces:

Raw materials
Inventories, at FIFO co:
LIFO reserve

Settlemer

Income

$

(11.9)
11.2

2012

2011

$ 0.6 .
(0.6) 1.7)

|
©~ o7
1Th 17
&
|

Other Total

2010

$(57.0)

5.C 4.7

(0.9)

26.4 27.4

3.C

(13.

$(28.)  $(33.9

(32.0

(4.5) (1.5)

23.2

(1.8) (0.7)
9 2.7 6.6

$(36.7) $ 04

$(37.5)

2012

2011

$ 74.4
12.C
100.C

$ 85.€
10.€
98.¢

186./
23.C

195.]
26.7

$163.4

$168.4

The company recognized after-tax LIFO (income) esgeof $(1.1) million, $0.4 million and $0.3 milfian 2012, 2011 and 2010,

respectively.

7. Property, Plant and Equipment

December 31 (dollars in million:
Land

Buildings

Equipment

Software

Less accumulated depreciation and amortize
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2012 2011
$ 11.€ $ 117
194.: 166.¢
455.¢ 418.7
18.¢ 16.€
680.¢ 614.C
334.¢ 298.7
$345.7 $315.8




8.  Goodwill and Other Intangible Assets
Changes in the carrying amount of goodwill during years ended December 31, 2012 and 2011, cahsistiee following:

(dollars in millions) North Americi Rest of Worli Total

Balance at December 31, 2010 $ 267. $ 56.4 $323.¢
Acquisition of businesses (see Note 108.¢ 2.€ 111.¢
Currency translation adjustme (1.9 0.7 (1.9
Balance at December 31, 20 $ 374.¢ $ 58.¢ $433.¢
Currency translation adjustme 1.5 0.1 1.€
Balance at December 31, 20 $ 376. $ 59.C $435.4

The carrying amount of other intangible assets istet of the following:

2012 2011
Gross Gross
Carrying Accumulate: Carrying Accumulate:

December 31 (dollars in million: Amount Amortizatior Net Amount Amortizatior Net
Amortizable intangible asse

Patents $ 68 $ 449 $ 24 $ 6£ 3 36 $ 3.2

Customer list: 231.( (41.2) 189.6  231. (27.5)  203.¢
Total amortizable intangible ass: 237.¢ (45.6€ 192.2 237.¢ (31.0 206.¢
Indefinite-lived intangible asse

Trade name 146.5 — 146.5 145.¢ — 145.¢
Total intangible asse $384.: $ (45.6) $338.7 $383.7 $ (31.0) $352.7

Amortization of other intangible assets of $14.@ion, $9.6 million, and $7.1 million was recorded2012, 2011 and 2010, respectively. In
the future, the company expects amortization ta@pmate $14.7 million annually and the intangibksets will be amortized over a weigt
average period of 16 years.

As a result of the sale of EPC and change in managereporting, the company reconsidered its segneeorting in the fourth quarter of
2011. These changes did not have a significantébgrahow the company evaluates goodwill or otht@rigible assets for impairment. The
company concluded that no goodwill impairment edsat the time of the annual impairment tests whiehe performed in the fourth quart
of 2012, 2011 and 2010. No impairments of otharigtble assets were recorded in 2012 and 2011016,2he company recognized an
intangible asset impairment charge related to SWA3EB million (see Note 4).
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9. Debt and Lease Commitment:

December 31 (dollars in million: 2012 2011
Bank credit lines, average year-end interest rb88% for 2012 and 6.8% for

2011 $ 94 $ 6.2
Revolving credit agreement borrowings, average-gearinterest rate of 1.3% for

2012 and 1.8% for 201 115.C 330.(
Commercial paper, average year-end interest rate2é6 for 2012 and 1.3% for

2011 39.5 27.1
Term notes with insurance companies, expiring thinc2018, average year-end

interest rate of 6.0% for 2012 and 5.9% for 2 49.¢ 68.2
Canadian term notes with insurance companies, iagginrough 2018, average

yearend interest rate of 5.3% for 2012 and 2 30.2 29.4

243.7 461.¢€

Less lon+term debt due within one ye 18.€ 18.€
Long-term debi $225.1 $443.(

In December 2012, the company completed a $40@mithulti-year multi-currency revolving credit agraent with a group of eight banks,
which expires on December 12, 2017. The facility Aa accordion provision which allows it to be eased up to $500 million if certain
conditions (including lender approval) are satifiBorrowings under the company’s bank credit liamd commercial paper borrowings are
supported by the revolving credit agreement. Assalt of the long-term nature of this facility, tbemmercial paper and credit line
borrowings are classified as long-term debt at Ddssr 31, 2012 and 2011. At its option, the compaajntains either cash balances or pays
fees for bank credit and services.

Scheduled maturities of long-term debt within eatthe five years subsequent to December 31, 264 2safollows:

Years ending December 31 (dollars in millio Amount
2013 $ 18.¢
2014 14.¢
2015 14.€
2016 14.€
2017 172.%

Future minimum payments under non-cancelable opgriases relating mostly to office, manufacturamgl warehouse facilities total $45.1
million and are due as follows:

Rent expense, including payments under operatagelk was $18.3 million, $16.1 million and $13.¥iam in 2012, 2011 and 2010,

respectively.

Interest paid by the company including discontinapdrations was $9.4 million, $11.5 million and Slfillion in 2012, 2011 and 2010,

respectively.

Years ending December 31 (dollars in millio
2013

2014

2015

2016

2017

Thereaftel
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Amount
$10.4
9.4
7.1
5.C
2.6
10.c



10. Stockholders Equity

The company’s authorized capital consists of thnékon shares of Preferred Stock $1 par valueniidion shares of Class A Common Stock
$5 par value, and 60 million shares of Common Stickar value. The Common Stock has equal dividigds with Class A Common Sto
and is entitled, as a class, to elect tmed of the Board of Directors and has 1/10th yuge share on all other matters. Class A Commook

is convertible to Common Stock on a one for onésbas

During 2012, 2011 and 2010, there were 595,853,9530and 364,520 shares, respectively, of Clasemr@on Stock converted into
Common Stock. Regular dividends paid on the A. fitli$ Corporation Class A Common Stock and CommariSamounted to $0.72, $0.
and $0.54 per share in 2012, 2011 and 2010, regekyct

In December 2007, the company’s Board of Directuthorized, and ratified on December 14, 2010ptirehase of 1.5 million shares of its
outstanding Common Stock. 426,490 shares were asechin 2012 at a total cost of $22.0 million. 689, shares were purchased in 2011 at
a total cost of $23.5 million. No shares were pasgd in 2010.

At December 31, 2012, 32,595 and 1,430,972 shdr€kss A Common Stock and Common Stock, respdgtiveere held as treasury stock.
At December 31, 2011, 32,595 and 1,817,815 sh&r€kss A Common Stock and Common Stock, respdgtfiveere held as treasury stock.

Accumulated other comprehensive loss is as follows:

December 31 (dollars in million: 2012 2011
Cumulative foreign currency translation adjustments $ 19t $ 16.F
Unrealized net gain (loss) on cash flow derivathstruments less related

income tax (provision) benefit of $(0.5) in 20121$0.1 in 201! 0.7 (0.9
Pension liability less related income tax benefi$217.9 in 2012 and $204.1

2011 (340.%) (318.9
Unrealized net gain on investments less relateshirectax provision of $(0.7 — 1.2

$(320.5)  $(300.9)

11. Stock Based Compensatiol

The company adopted the A. O. Smith Combined Iieer@ompensation Plan (the “plan”) effective Jagugr2007. The plan is a
continuation of the A. O. Smith Combined Executiwveentive Compensation Plan which was originallpraped by shareholders in 2002. At
the company’s annual meeting of stockholders oril Agr 2009, an amendment to the plan was approvéttrease the authorized shares of
Common Stock under the plan by 1,875,000. The numighares available for granting of options aarshunits at December 31, 2012, was
1,633,354. Upon stock option exercise, restrictedksgrant, or share unit vesting, shares are dsfoen Treasury stock.

Total stock based compensation cost recognize@12,2011 and 2010 was $6.8 million, $5.7 milliowd 5.4 million, respectively.

Stock options

The stock options granted in 2012, 2011 and 20¥@ hahree year pro rata vesting from the datearfitg Stock options are issued at exercise
prices equal to the fair value of Common Stocktendate of grant. For active employees, all optgnasited in 2012, 2011 and 2010 expire
ten years after date of grant. Stock option comagors recognized in 2012, 2011 and 2010 was $3liBmi$2.8 million and $2.2 million,
respectively. Included in the stock option expers®gnized in 2012, 2011 and 2010 is expense adsdavith the accelerated vesting of
stock option awards for certain employees who eidine retirement eligible or become retirementielegduring the vesting period.
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11. Stock Based Compensation (continuec

Changes in option shares, all of which are ComntonkSwere as follows:

. (dollars in
We;’%rrltg(rgxg. Years Ended December An;;glg“rzgz)te
Exercise Prict 2012 2011 2010 Intrinsic Value
Outstanding at beginning of year $ 24 .8¢ 1,421,86 1,623,10 1,630,75
Granted
2012—%$44.16 to $45.97 per sha 191,00(
2011—%$43.12 to $44.12 per sha 178,20(
201(—$27.93 per shar 237,00(
Exercised
2012—%16.43 to $43.12 per sha (843,41) $ 18.4
2011—%$15.99 to $27.93 per sha (364,08) 7.7
201(—$9.04 to $25.84 per sha (240,80 3.3
Forfeited
2012—%$27.93 to $45.97 per sha (4,08?)
2011—%$19.00 to $43.12 per sha (15,357
201(—$19.00 to $27.93 per sha (3,849
Outstanding at end of year
(2012—$%$15.99 to $45.97 per shai 33.4: 765,36 1,421,86 1,623,10
Exercisable at end of year 26.0¢ 409,65t 989,93! 951,03!

The aggregate intrinsic value for the outstandimg) @xercisable options as of December 31, 20122s73million and $15.2 million,
respectively. The average remaining contractualfof outstanding and exercisable options is gjghts and seven years, respectively.

The following table summarizes weighted-averagermftion by range of exercise prices for stockasioutstanding and exercisable at
December 31, 2012:

Options Weighted-
Options Weighte«- Exercisable Weighte«- Average
Outstanding i Remaining
Average December 3. Average Contractue
Range of December 31 Exercise Exercise
Exercise Price 2012 Price 2012 Price Life
$15.99 to $19.47 142,00( $ 18.6( 142,00( $ 18.6( 7 year:
$21.34 to $24.0; 48,00: 23.7¢ 48,00: 23.7¢ 6 year:
$25.84 to $45.9 575,36t 37.9(C 219,65! 31.3i 9 year:
__16536 409,65

The weighted-average fair value per option at tite df grant during 2012, 2011 and 2010, usind@laek-Scholes optiopricing model, wa
$16.52, $16.51 and $10.19, respectively. Assumptieere as follows:

2012 2011 2010
Expected life (years) 6.2 6.4 6.4
Risk-free interest rat 2.C% 3.€% 3.€%
Dividend yield 1.4% 1.2% 1.€%
Expected volatility 39.4% 38.4% 38.71%

The expected life is based on historical exercedgalior and the projected exercise of unexercismk ®ptions. The risk free interest rate is
based on the U.S. Treasury yield curve in effedhendate of grant for the respective expectedlifine option. The expected dividend yield
is based on the expected annual dividends divigatdgrant date market value of our common stdbk. expected volatility is based on the
historical volatility of our common stock.
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11. Stock Based Compensation (continuec

Restricted stock and share ur

Participants may also be awarded shares of restrgtbck or share units under the plan. The compgeanyted 83,930, 75,625 and 101,873
share units under the plan in 2012, 2011 and 2@spgectively. Compensation expense was recognaatlly over the vesting period.

The share units were valued at $3.9 million, $3ilion and $2.9 million at the date of issuance&@12, 2011 and 2010, respectively, and
be recognized as compensation expense ratabljttevéinree-year vesting period. Compensation expeh$8.6 million, $2.9 million and
$3.2 million was recognized in 2012, 2011 and 20&8pectively. Included in share based compens&tierpense associated with the
accelerated vesting of share unit awards for aedgaiployees who either are retirement eligibleemrdme retirement eligible during the
vesting period.

A summary of share unit activity under the plaassollows:

Number of Weighte-Average

Units Grant Date Valu

Outstanding at January 1, 2012 286,55¢ $ 27.3¢
Grantec 83,93( 45.9]
Vested (132,979 18.8(
Forfeited/cancelle: (3,009 37.4%
Outstanding at December 31, 2( 234,50¢ $ 38.7¢

Total compensation expense for share units nategetgnized is $2.7 million at December 31, 2012 Weighted average period over which
the expense is expected to be recognized is 17hmont

12. Pension and Other Posretirement Benefits

The company provides retirement benefits for a.lémployees including benefits for employees efijmusly owned businesses which w
earned up to the date of sale. The company alstwwaforeign pension plans, neither of which ardarial to the company’s financial
position.

The company has a defined contribution plan whiglcmes 100 percent of the first one percent ofrdmrtons made by participating
employees and matches 50 percent of the next éveept of employee contributions. The company hésodefined contribution plans for
certain hourly employees which provide for matchtognpany contributions.

The company also has a defined benefit plan farigal employees and its non-union hourly workfoinehe fourth quarter of 2009, the
company announced employees hired after Janu@@1D, will not participate in the defined benefam and benefit accruals for the majc
of current salaried and non-union hourly employeiisstop at the end of 2014. This change resultea plan curtailment and reduced the
plan’s liability by $12.3 million. No curtailmentagn was recognized because the reduction in ltghilas offset by existing unrecognized
losses. An additional company contribution willibade to the defined contribution plan in lieu oftjggpation in a defined benefit plan. The
company also has defined benefit and contributlangfor certain union hourly employees.

The company has unfunded defined-benefit posteratint plans covering certain hourly and salariegleyees that provide medical and life
insurance benefits from retirement to age 65. @ehtaurly employees retiring after January 1, 199@, subject to a maximum annual benefit
and salaried employees hired after December 313,598 not eligible for post-retirement medical dfs.
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12. Pension and Other Posretirement Benefits (continued)

Obligations and Funded Status
Pension and Post-Retirement Disclosure Informatiotnder ASC 715

The following tables present the changes in beoéfigations, plan assets and funded status foredtimpension and post-retirement plans
and the components of net periodic benefit costs.

Pension Benefit Pos-retirement Benefit
Years ended December 31 (dollars in millio 2012 2011 2012 2011
Accumulated Benefit Obligation (ABO) at December 3: $978.% $ 895.1 N/A N/A
Change in projected benefit obligations (PBO)
PBO at beginning of ye: $(906.5) $(862.9) $ (12.7) $ (149
Service cos (7.9 (9.7 (0.7 (0.7
Interest cos (43.€ (44.]) (0.5) (0.7)
Participant contribution — — (0.3 0.3
Plan amendmen — (1.6 — —
Actuarial (loss) gain including assumption chan (90.3 (52.0 1.1 1.€
Benefits paic 60.t 60.4 1.1 1.4
Curtailment — 2.C — —
PBO at end of yee $(987.5) $(906.5) $ (11.49 $ (12.9)
Change in Fair Value of Plan Asset
Plan assets at beginning of y: $ 768.€ $ 640.¢ $ — $ —
Actual return on plan asse 91.2 11.2 — —
Contribution by the compar 1.2 176.¢ 0.8 1.1
Participant contribution — — 0.3 0.3
Benefits paic (60.5) (60.4) (1.0) (1.9
Plan assets at end of ye $ 800.¢ $ 768.¢ $ — $ —
Funded status $(187.2) $(137.9 $ (119 $ (129
Amount recognized in the balance she¢
Current liabilities $ — $ — $ (08 $ (1)
Non-current liabilities (187.2) (137.9 (10.6) (11.6)
Net pension liability at end of ye $(187.9*  $(137.9* $ (1149 $ (12.9)
Amounts recognized in Accumulated Other Comprehense Loss Before

Tax

Net actuarial loss (gait $ 567.¢ $ 532.( $ B5H $ (2.9
Prior service cos (8.7) (8.9 — —
Total recognized in accumulated other compreheriess $ 559.¢ $ 523.1 $ B5H $ (2.9

* |n addition, the company has recorded a liabilityd foreign pension plan of $2.9 million and $miflion at December 31, 2012 and 20
respectively and an accumulated other compreheiwsgeof $2.3 million and $2.1 million at DecemBBdry, 2012 and 2011, respective
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12. Pension and Other Posretirement Benefits (continued)

Pension Benefit Pos-retirement Benefit

Years ended December 31 (dollars in millio 2012 2011 2010 2012 2011 2010
Net periodic benefit cost
Service cos $ 7€ $ 91 $ 8€ $01 $02 $0.2
Interest cos 43.5 44.2 46.7 0.5 0.7 0.8
Expected return on plan ass (68.¢) (70.€) (61.€) — — —
Amortization of unrecognizel

Net actuarial los 32.1 24.4 17.7 (0.4 (0.4 (0.9

Prior service cos (0.8 (0.9 (0.9 — — —
Curtailment and other o-time charge: — (1.3 — — (2.1) —
Definec-benefit plan cos 13.€ 4. 10 $0.2 316 $0.€
Various U.S. defined contribution plans ¢ 5.C 5.€ 5.€

$18. ¢ 102 $16.=

Other Changes in Plan Assets and Projected Benefiibligation Recognized in
Other Comprehensive Loss

Net actuarial loss (gait $68.C $109.: $25.4 $1.1) $02 $(2))
Amortization of net actuarial (loss) ge (32.7) (24.9 (a7.9) 0.4 0.4 0.4
Prior service cos — 2.€ —
Amortization of prior service co: 0.€ 0.¢ 0.¢ — (0.) (0.3
Total recognized in other comprehensive | 36.7 88.¢€ 8.€ (0.7) 0.5 (1.9
Total Recognized in Net Periodic Cost (Benefit) an®ther Comprehensive

Loss $50. $93F $19.1 $0.5) $1.1) $1.2

The estimated net actuarial loss and prior semict for the pension plans that will be amortizexif accumulated other comprehensive loss

into net periodic benefit cost during 2013 are $4tiillion and $(0.9) million, respectively. The iesated net actuarial loss and prior year
service cost for the post-retirement benefit pltwas will be amortized from accumulated other coslgnsive loss into net periodic benefit
cost during 2013 are each less than $0.3 millianpérmitted under ASC 715 (formerly SFAS 87 andgeaph 53 of SFAS 106), the
amortization of any prior service cost is deterrdinging a straight-line amortization of the costothe average remaining service period of
employees expected to receive benefits under #re pl

The 2012 and 2011 after tax adjustments for addtiminimum pension liability resulted in other gomhensive loss of $22.4 million and
$54.5 million, respectively.

* Includes $(1.6) million and $0 million of defindmknefit plan (expense) income and $0.9 million &bh@ million of defined contribution
plans expense that were included in earnings friscodtinued operations for 2011 and 2010, respelgti
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12. Pension and Other Posretirement Benefits (continued)

Assumptions
Actuarial assumptions used to determine benefigabibns at December 31 are as follows:

Pension Benefit Pos-retirement Benefit

2012 2011 2012 2011
Discount rate 4.05% 4.9(% 4.05% 4.9(%
Average salary increas 4.0(% 4.0(% 4.0(% 4.0(%

Actuarial assumptions used to determine net peribenefit cost for the year ended December 31sfellaws:

Pension Benefit Pos-retirement Benefit
Years ended December 2012 2011 2010 2012 2011 2010
Discount rate 49(% 53% 58(% 49(% 53=2% 5.8%
Expected lon-term return on plan asse 8.5(% 8.7% 8.7%% n/e n/e n/e
Rate of compensation incree 40% 4.0% 4.0(% 4.00% 4.0% 4.0(%

In developing the expected long-term rate of reagsumption, the company evaluated its pensiorigplarget and actual asset allocation and
expected long-term rates of return of equity anddbimdices. The company also considered its pensamis historical ten-year and 25-year
compounded annualized returns of 7.6 percent dhdé&cent, respectively.

Assumed health care cost trend rates
Assumed health care cost trend rates as of Dece®dbare as follows:

2012 2011
Health care cost trend rate assumed for next year 10.0(% 10.0(%
Rate to which the cost trend rate is assumed tiingethe ultimate trend rati 5.0(% 5.0(%
Year that the rate reaches the ultimate trend 2017 201¢

A one-percentage-point change in the assumed heséhcost trend rates would not result in a maltéripact on the company’s consolidated
financial statements.

Plan Assets
The company’s pension plan weighted asset allatatis of December 31 by asset category are asvfollo

Asset Categor 2012 2011
Equity securities 62% 55%
Debt securitie: 33 37
Private equity 4 5
Other 1 3

T To06
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Asset Categor
Short-term investments

Equity Securities
Common stock
Preferred stock
Commingled equity fund
Fixed Income Securitie
U.S. Treasury securitie
Government agency securiti
Corporate asset backed securi
Corporate collateralized mortgage backed
securities and collateralized mortgage
obligations
Other fixed income securitie
Commingled fixed income func
Other types of investmen
Private equity
Total fair value of plan asset investme

Nonr-investment plan asse
Total plan assel

Asset Categor
Short-term investments

Equity Securitie:
Common stock
Preferred stock
Commingled equity fund
Fixed Income Securitie
U.S. Treasury securitie
Government agency securiti
Corporate asset backed securi
Corporate collateralized mortgage backed
securities and collateralized mortgage
obligations
Other fixed income securitie
Commingled fixed income func
Other types of investmen
Private equity
Total fair value of plan asset investme

Nonr-investment plan asse
Total plan assel

12. Pension and Other Posretirement Benefits (continued)
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December 31, 201

The following tables present the fair value measwet of the company’s plan assets as of Decemhe&@@P and 2011 (dollars in millions):

Quoted Prices in
Active Markets fo

Identical Contrac

(Level 1)
$ —
300.2
90.1
$ 390.:

Significant Othe
Observable Inpu
(Level 2)

$ _
178.3
3.2
49.2
120.¢
$ 351.4

December 31, 201

Significant Non-
observable Inpu

(Level 3)
$ 23.c
0.3
34.4
$ 58.C

Quoted Prices in
Active Markets fo

Identical Contrac

(Level 1)
$ —
267.¢
74.¢
$ 342.

Significant Othe
Observable Inpu
(Level 2)

$ _
146.1
3.7
0.2
1.2
92.2
106.€
$ 350.(

Significant Non-
observable Inpu

(Level 3)
$ 39.7
0.2
34.7
$ 74.€



12. Pension and Other Posretirement Benefits (continued)

The following table presents a reconciliation o thir value measurements using significant unoladde inputs (Level 3) as of December

2012 and 2011 (dollars in millions):

Balance at December 31, 2010

Actual return (loss) on plan asse
Relating to assets still held at the reporting «
Relating to assets sold during the pel
Purchases, sales and settlem:

Balance at December 31, 20

Actual return (loss) on plan asse
Relating to assets still held at the reporting «
Relating to assets sold during the pel
Purchases, sales and settlem

Balance at December 31, 20

Other Fixel
Private

Short Tern Income
Investment Securities Equity Total
$ 12.7 $ 0.z $37.7 $ 50.¢€
— — (4.4) (4.4)
— — 9.8 9.6
27.C - (8.4) 18.€
$ 39.7 $ 0.2 $34.7 $74.¢€
— 0.1 0.3 04
— — 3.8 3.6
(16.4) — (4.4) (20.6)
$ 23.: $ 0.3 $34.4 $ 58.(

The company'’s investment policies employ an appreetereby a diversified blend of equity and bongestments is used to maximize the
long-term return of plan assets for a prudent lefeisk. Equity investments are diversified acrdesestic and non-domestic stocks, as well
as growth, value, and small to large capitalizatidond investments include corporate and goverhisues, with short-, mid- and long-
term maturities, with a focus on investment gradermvpurchased. The company’s current allocatiaytoty managers is between 60 to 65
percent with the remainder allocated primarily éemtts and a small allocation to private equity mansignd cash. Investment and market
risks are measured and monitored on an ongoing Basiugh regular investment portfolio reviews, @alriability measurements and

periodic asset/liability studies.
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12. Pension and Other Posretirement Benefits (continued)

The company’s actual asset allocations are iniitle target allocations. The company regularly es¥s its actual asset allocation and
periodically rebalances its investments to thedseg allocation when considered appropriate.

There was no company stock included in plan asdddecember 31, 2012.

Cash Flows
The company was not required to and did not malgecantributions in 2012 and is not required to maleontribution in 2013.

Estimated Future Payments
The following benefit payments, which reflect extgetfuture service, as appropriate, are expectée fmaid:

Postretiremen

Years ending December 31 (dollars in millio Pension Benefi Benefits

2013 $ 60.4 $ 0.¢
2014 59.¢ 0.8
2015 65.4 0.8
2016 60.€ 0.8
2017 64.7 0.8
2018- 2022 308.1 3.8

13. Investment in Shares of RBC Common Stoc

As discussed in Note 2, the company received appaiely 2.83 million shares of RBC common stoclpag of the proceeds of its sale of
EPC to RBC. The value of those shares at Decenthe203 1 was $144.4 million. One half of the compashares of RBC common stock
were classified as available for sale securitiebwmare recorded at fair value with an unrealizadrabx gain of $1.2 million included in other
comprehensive earnings as of December 31, 2011cdingany entered into an equity collar contractlierremaining half of its shares of
RBC common stock which were classified as tradexusties. Those shares were also recorded atdhie. See Note 1 for further discuss
regarding the equity collar. During the first qearof 2012, the company sold all of its shares BER-ommon stock for net proceeds of
$187.6 million or an average price of $66.19 parehNet pre-tax gains of $27.2 million were reearih other (income) expense-net in the
consolidated statement of earnings in the firsttgunaf 2012. The net pre-tax $27.2 million gainsveamprised of $43.2 million of gains on
the sale of the shares of RBC common stock, thegration of a $1.9 million gain previously recogeizin other comprehensive loss at
December 31, 2011 and the write off of $17.9 millithe value of the collar at December 31, 201k $187.6 million of net proceeds
received in 2012 were used to pay down debt.

14. Ashland City, TN Facility Flood

Starting May 3, 2010, production at the compangtgést water heater manufacturing plant locatesshiand City, TN was temporarily shut
down due to flooding of the Cumberland River. Wditeater production was shifted to other compangtplibcated in the United States,
Canada and Mexico. The company resumed productittreashland City, TN plant in June 2010. The ietfeom the flood was essentially
completed by year end 2010.
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14. Ashland City, TN Facility Flood (continued)
As of December 31, 2010, the company recorded ftetated expense of $35.4 million, net of insurgmaEeeds, consisting of the followir

(dollars in millions)

Repair or write off of buildings and equipme $ 36..
Net inventory los: 16.4
Site cleanup and restorati 14.¢

67.2
Less: insurance procee 31.€
Total flood related expen: $ 35.4

The buildings and equipment of the Ashland City, diaint sustained damages due to the flooding. A3eaember 31, 2010, restoration of
manufacturing equipment was complete and officespeas nearing completion. The carrying value xaddiassets destroyed in the flood
written off, totaling $14.0 million. An addition&22.1 million was expensed to repair and refurbisimaged equipment to pre-flood
condition.

The net inventory loss, totaling $16.4 million, lumed the cost of raw materials, work-in-process fmished goods inventories that were not
able to be used or sold due to flood damage.

Site cleanup and restoration began as soon a®btitewaters subsided. The company engaged outsitteactors to pump out water and cl
and sanitize the facilities and the grounds ofrtfamufacturing facility prior to access by compaeyspnnel. Employees normally engaged in
the production of water heaters were utilized m ¢feanup and repair of the facility and equipmassessment and recovery of inventories
and other aspects of the site restoration. Intexndlexternal costs associated with site restoratnal cleanup totaled $14.8 million.

Insurance proceec

In 2010, the company maintained property damagebasihess interruption insurance coverage appkctabits Ashland City, TN plant
totaling $30 million. The company also had fedéi@dd insurance policies and $1.9 million was rem@d. The company received total
insurance proceeds of $31.9 million.

Government Assistance

In addition, the company received assistance flmrState of Tennessee as well as local governmagealcies as incentive to reinvest in the
Ashland City facility. Those incentives were in floem of grants, future tax credits and the purehafscertain property. The benefits,
collectively, totaled approximately $7 million i®20, of which $1.4 million of income was recordactdst of goods sold in the third quarter
of 2010. In the fourth quarter of 2010, $5.6 milliwas recorded including $1.3 million in cost obds sold, $2.3 million in other income and
$2.0 million as an offset to direct flood relateghenses.

15. Income Taxes
The components of the provision (benefit) for ineotaxes from continuing operations consisted ofdHewing:

Years ended December 31 (dollars in millio 2012 2011 2010
Current:
Federa $51.5 $(28.0) $(2.9
State 7.2 (5.2 24
Internationa 17.C 4.¢ 14.1
Deferred:
Federa (3.9 63.2 7.C
State 4.€ 11.¢ 0.t
Internationa (5.9 3.4 (3.9

$71.2 $50.3 $17.%
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15. Income Taxes (continued

The provision for income taxes differs from the U&leral statutory rate due to the following items

Years ended December 2012 2011 2010
Provision at U.S. federal statutory rate 35.(% 35.(% 35.(%
State income and franchise taxes, net of federagfii 3.3 3.2 1.€
International income tax rate different (5.6) 4.3 (13.9
U.S. manufacturing crec (2.7 — —
Research tax credi — (0.6) (0.4
State tax credit — (2.3 —
Other (0.2) 0.1 0.5

30.4% 31.1% 23.5%

Components of earnings from continuing operaticafeie income taxes were as follows:

Years ended December 31 (dollars in millio 2012 2011 2010
u.S. $158.¢ $117.¢ $12.4
Internationa 75.2 43.7 62.C

$233.¢ $161.5 $74.4

Total income taxes paid by the company includirsgaintinued operations amounted to $103.0 millidrd,7$2 million, and $12.3 million in
2012, 2011 and 2010, respectively.

Included in the 2011 gain on sale of EPC was aitiaddl income tax accrual due to the company’®di&m that certain foreign earnings
derived from the sale of EPC were not considergthpaently reinvested by the company. In the fogttarter of 2012, the company recor
discontinued operations expense of $6.4 milliomesenting the correction of an error primarily doés calculation of taxes due upon
repatriation of undistributed foreign earnings. Toerection was not material to any previously rége financial period or to the year ended
December 31, 2012 and as a result has been reatheé correction of an error in the year endecebBer 31, 2012. As of December 31,
2012, the company has $61.9 million accrued foedtsmate of the tax costs due upon repatriatiaamaistributed foreign earnings it
considers to be not permanently reinvested. At Bbee 31, 2012, the company had undistributed fore@rnings of $663.0 million, of
which $392.0 million are considered permanentipvested. No U.S. income tax provision or foreigthiolding tax provisions have been
made on foreign earnings that remain permanenityested. Determination of the amount of unrecogphideferred tax liability on the
undistributed earnings considered permanently ested is not practicable. In addition, no provisiomenefit for U.S. income taxes has been
made on foreign currency translation gains or lesAs of December 31, 2012, $457.1 million of casl cash equivalents were held by our
foreign subsidiaries.

The tax effects of temporary differences of asanttliabilities between income tax and financigloring are as follows:

December 31 (dollars in million:

2012 2011
Assets Liabilities Assets Liabilities
Employee benefits $ 90.2 $ — $ 71F $ —
Product liability and warrantie 57.2 — 60.€ —
Inventories — 2.4 — 3.3
Accounts receivabl 11.2 — 9.€ —
Property, plant and equipme — 35.7 — 35.1
Intangibles — 32.¢ — 29.1
Environmenta 3.2 — 3.3 —
RBC stock and colle — — — 8.5
Undistributed foreign earning — 65.1 — 56.t
Tax loss and credit carryove 15.2 — 17.C —
All other iLg — 0.4 —
Valuation allowanct (7.9 — (8.9 —
$171.3 $ 136.] $154.( $132.F
Net asse $ 35.2 $21F
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15. Income Taxes (continued

These deferred tax assets and liabilities areifilsdsn the balance sheet as current or long-teased on the balance sheet classification of

the related assets and liabilities as follows:

December 31 (dollars in million: 2012 2011

Current deferred income tax assets $33.2 $24.¢
Long-term deferred income tax (liabilities) ass 2.C (3.0
Net asse $35.2 $21.5

A reconciliation of the beginning and ending amaurittax loss carryovers, credit carryovers andatidn allowances follows:

December 31 (dollars in million:

Net Operating Losses and Tax Cre: Valuation Allowance:

2012 2011 2012 2011
Beginning balance $ 17.C $ 16.C $ 84 $ 1.¢
Additions 2.C 10.c 3.C 6.€
Reductions (3.9 (9.9 (4.0 (0.7)
Ending balanc: $ 15.5 $ 17.C $ 74 $ 84

The company has foreign net operating loss carmngamat expire in 2014 through 2020, a foreigndaedit carryover that expires in 2021,
and state and local net operating loss carryobatsexpire between 2013 and 2030.

A reconciliation of the beginning and ending amoeaininrecognized benefits is as follows:

(Dollars in millions) 2012 2011
Balance at January 1 $18 $2.C
Additions based on tax positions related to theaniryeal — —
Reductions for tax positions of prior yei (0.5) (0.2
Balance at December : $1.3 $1.6

The amount of unrecognized tax benefits that,agbgmized, would affect the effective tax rate is9h@illion. The company recognizes
potential interest and penalties related to unreizegl tax benefits as a component of tax expensBesember 31, 2012 there was $0.2
million of interest and penalties accrued. It iicpated there will be a $0.2 million decreaséatal amount of unrecognized tax benefits in
the next 12 months. The company’s U.S. federalriretax returns for 2008-2012 are subject to alitie. company is subject to state and
local income tax audits for tax years 2000-2012 §bmpany is subject to non-U.S. income tax exatioins for years 2006-2012.
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16. Commitments and Contingencies

The company is a potentially responsible partydrjubicial and administrative proceedings initiatedbehalf of various state and federal
regulatory agencies seeking to clean up sites whaele been environmentally impacted and to recoasts they have incurred or will incur
as to the sites.

The company has established reserves for theaittsnsurance proceeds and potential recovery fininth parties are available to cover a
portion of the compang’ potential liability. The company believes thay amvironmental claims for these sites in excegge®sérves, insuran
proceeds and indemnified amounts will not have tera effect on its financial position or resutiSoperations.

The company is subject to various claims and peniiwsuits for product liability and other mattarssing out of the conduct of the
company’s business. With respect to product lighdiaims, the company has self-insured a portioitsgroduct liability loss exposure for
many years. The company has established reseniel ivbelieves are adequate to cover incurredrdai-or the years ended December 31,
2012 and 2011, the company had $125 million of peddlability insurance for individual losses ina@ss of $5 million. The company
periodically reevaluates its exposure on claimslanguits and makes adjustments to its reservap@®priate. The company believes, based
on current knowledge, consultation with counsetcahte reserves and insurance coverage, that thenoei of such claims and lawsuits will
not have a material adverse effect on the compdimgdscial position, results of operations or céistws.

17. Operations by Segmen

Prior to the sale of EPC the company had identifienl segments, Water Products Company and EPC.résuét of the sale of EPC and a
change in management reporting, the company rederesl its segment reporting in the fourth quarté&0d1 and determined that it is
comprised of two reporting segments: North Amesdnd Rest of World. The Rest of World segment imprily comprised of China, India
and Europe. Both segments manufacture and markgtretensive lines of residential gas, gas tankdadselectric water heaters and
commercial water heating equipment. Both segmentsapily serve their respective regions of the woffhe North America segment also
manufactures and markets specialty commercial wegating equipment, condensing and rondensing boilers and water system tanks.
Rest of World segment also manufactures and maweages treatment products, primarily in Asia.

The accounting policies of the reportable segmargshe same as those described in the “Summaigoificant Accounting Policies”
outlined in Note 1. Operating earnings, definedh®/company as earnings before interest, taxegrgetorporate and corporate research and
development expenses, was used to measure therpanfce of the segments.

Earnings Net Sales

Years ended December 31 (dollars in millio 2012 2011 2010 2012 2011 2010
North America $199.6 $154.C $91.z $1,430.% $1,289. $1,155.
Rest of Worlc 59.€ 42.7 42.4 542t 455.¢ 368.¢
Inter-segmen — (0.2) (0.7) (34.0 (34.6) (35.0
Total segment- operating earning $259.« $196.f $132.¢ $1,939.0 $1,710. $1,489.
Corporate (16.9 (25.7) (51.6)

Interest expens (9.2 (9.3 (6.9

Earnings before income tax 233.¢ 161.t 74.4

Provision for income taxe (71.2) (50.9) (17.9)

Earnings from continuing operatio $162.¢ $111.2 $ 57.1

In 2012, sales to the North America segmetwo largest customers were $284.0 million andd$ gnillion which represented 15 percent
ten percent of the company’s net sales, respegtileR011, sales to the North America segment lavgest customers were $273.1 million
and $194.7 million which represented 16 percentingdercent of the company’s net sales, respegtit@2010, sales to the North America
segment’s two largest customers were $237.9 millioth $177.3 million which represent 16 percent BAgercent of the comparsyhet sale:
respectively.
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17. Operations by Segment (continued
Assets, depreciation and capital expenditures by gment

Depreciation and Capital

Amortization Expenditures

Total Assets (Years Ended (Years Ended

(December 31 December 31 December 31
(dollars in millions) 2012 2011 2010 2012 2011 2010 2012 2011 2010
North America $1,306.. $1,319.. $ 868.5 $39.5 $33.¢ $30.z $24.7 $31.€ $37.6
Rest of Worlc 420.2 342.¢ 299.7 14.5 12.4 10.C 40.: 20.t 13.¢
Corporate asse 538.¢ 687.4 271.C 1.C 0.7 0.€ 4.6 1.4 1.¢

EPC discontinued operatio — — 671.¢ — — — — — —

Total $2,265.. $2,349.C $2,110.¢ $54.€ $47.C $40.6 $69.¢ $53.F $53.E

The majority of corporate assets consist of caabh) @quivalents, marketable securities and deféroetne taxes.

Net sales and long-lived assets by geographic loicat

The following data by geographic area includessadts based on product shipment destination amgdlieed assets based on physical
location. Long-lived assets include net propertgnpand equipment and other long-term assetsanygillved assets of previously owned
businesses.

Long-lived Assets Net Sales
(December 31 (Years Ended December &
(dollars in millions) 2012 2011 2010 2012 2011 2010
United States $219.1 $218.2 $173.Z United State: $1,241.( $1,094.. $ 960.¢
China 99.¢ 70.7 57.1 China 461.2 382.2 304.¢
Canadz 20.4 20.€ 22.z Canade 150.1 160.2 160.¢
Other Foreigr 35.¢ 32.C 31.z Other Foreig 87.C 73.€ 64.1
Total $375.C $341.6 $283.7 Total $1,939.0 $1,710.! $1,489.
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18. Quarterly Results of Operations (Unaudited)

(dollars in millions, except per share amou|

1st Quarte 2nd Quarte 3rd Quartel 4th Quartel
2012 2011 2012 2011 2012 2011 2012 2011

Net sales $468.¢ $417.. $484.2 $405.0 $462.7 $412.C $524.. $475.¢
Gross profit 149.1 127.( 160.t 111.¢ 156.¢ 118.5 185.¢ 155.(
Earnings (loss

Continuing operation 47.t 24.2 35.C 28.€ 37.C 26.€ 43.1 31.t

Discontinued operatior — 16.¢ — 21.7 — 155.¢ (3.9 0.€

Net earnings $475 $41C $35C $505 $37.C $182: $39.z ¢ 321
Basic earnings (loss) per shi

Continuing operation 1.0 0.52 0.7¢ 0.62 0.8( 0.5¢ 0.9: 0.6¢

Discontinued operatior — 0.37 — 0.47 — 3.3¢€ (0.0¢) 0.01

Net 1.0¢ 0.8¢ 0.7€ 1.0¢ 0.8( 3.94 0.8t 0.6¢
Diluted earnings (loss) per she

Continuing operation 1.0z 0.52 0.7t 0.62 0.7¢ 0.5¢ 0.9: 0.6¢

Discontinued operatior — 0.3€ — 0.4€ — 3.3¢ (0.0¢) 0.01

Net 1.02 0.8¢ 0.7t 1.0¢ 0.7¢ 3.91 0.8 0.6¢
Common dividends declart 0.1¢ 0.1< 0.1¢€ 0.14 0.2C 0.1¢€ 0.2C 0.1¢

Net earnings per share are computed separatebafdr period and, therefore, the sum of such qiyper share amounts may differ from
total for the year.

ITEM 9 —CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL DISCLOSURE
None.

ITEM 9A —CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our Clagécutive Officer and Chief Financial Officer, lee@valuated the effectiveness of our
disclosure controls and procedures (as such tedafised in Rules 13a-15(e) under the SecuritieshBRrge Act of 1934, as amended (“the
Exchange Act”) as of the end of the period covdrgthis report. Based on such evaluations, our f@Eiecutive Officer and Chief Financial
Officer have concluded that, as of the end of qaefiod our disclosure controls and procedures fieeteve in recording, processing,
summarizing, and reporting, on a timely basis, rimfation required to be disclosed by us in the repihiat we file or submit under the
Exchange Act, and that information is accumulatedl @mmunicated to the Chief Executive Officer &idef Financial Officer, as
appropriate, to allow timely discussions regardieguired disclosure.
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Management Report on Internal Control Over Financid Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over finaha@orting, as such term is defined in
Exchange Act Rule 13a-15(f). Our management, vighparticipation of our Chief Executive Officer a@ief Financial Officer, has
evaluated the effectiveness of our internal cortver financial reporting based on the Internal @afintegrated Framework issued by the
Committee of Sponsoring Organizations of the Tred@ommission. Based on this evaluation, our mamagé has concluded that, as of
December 31, 2012, our internal control over finaheporting was effective.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or @¢tmisstatements. Also, projections of any
evaluation of effectiveness to future periods atgexct to risk that controls may become inadeghatause of changes in conditions, or that
the degree of compliance with the policies or pdoces may deteriorate.

Ernst & Young LLP, an independent registered pusaticounting firm, has audited our consolidatedrfaial statements and the effectiveness
of internal controls over financial reporting asi#cember 31, 2012 as stated in their report wisiaicluded herein.

Changes in Internal Control Over Financial Reporting

There has not been any change in the companyhaiteontrol over financial reporting during theayended December 31, 2012 that has
materially affected, or is reasonable likely to emilly affect, the company’s internal control o¥imancial reporting.

ITEM 9B —OTHER INFORMATION
None
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Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholders
A.O. Smith Corporation

We have audited A.O. Smith Corporation’s interraiteol over financial reporting as of December 3112, based on criteria established in
Internal Control—Integrated Framework issued by@oenmittee of Sponsoring Organizations of the TwesdCommission (the COSO
criteria). A.O. Smith Corporation’s managementeisponsible for maintaining effective internal cohtwver financial reporting, and for its
assessment of the effectiveness of internal cootret financial reporting included in the accompagyManagement's Report on Internal
Control over Financial Reporting. Our responsipilit to express an opinion on the company’s intezaatrol over financial reporting based
on our audit.

We conducted our audit in accordance with the stedsdof the Public Company Accounting Oversighti8d&/nited States). Those stande
require that we plan and perform the audit to abtaasonable assurance about whether effectivenalteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal cordx@r financial reporting, assessing the
that a material weakness exists, testing and etnadutihe design and operating effectiveness ofiraiecontrol based on the assessed risk, anc
performing such other procedures as we consideredssary in the circumstances. We believe thaawdit provides a reasonable basis for
our opinion.

A company'’s internal control over financial repodiis a process designed to provide reasonableaassuregarding the reliability of
financial reporting and the preparation of finahsiatements for external purposes in accordantiegeinerally accepted accounting
principles. A company’s internal control over firgad reporting includes those policies and proceduhat (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainly reflect the transactions and dispositionshef assets of the company; (2) provide
reasonable assurance that transactions are recasdeztessary to permit preparation of financékstents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the company; and (Bjige reasonable assurance regarding preventiomely detection of unauthorized
acquisition, use, or disposition of the companygseds that could have a material effect on then@iizh statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or @¢taisstatements. Also, projections of any
evaluation of effectiveness to future periods afgect to the risk that controls may become inadégibecause of changes in conditions, or
that the degree of compliance with the policieprocedures may deteriorate.

In our opinion, A.O. Smith Corporation maintain@dall material respects, effective internal cohtreer financial reporting as of
December 31, 2012, based on the COSO criteria.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@/nited States), the consolidated
balance sheets of A.O. Smith Corporation as of Bées 31, 2012 and 2011, and the related consotiddééements of earnings,
comprehensive earnings, stockholdesuity, and cash flows for each of the three yaatlse period ended December 31, 2012 and ourt
dated February 27, 2013 expressed an unqualifisdoopthereon.

Ernst & Young LLP

Milwaukee, Wisconsin
February 27, 2013
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PART IlI

ITEM 10 —DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNA NCE

The information included under the headings “Etatf Directors” and “Board Committees” in our défive Proxy Statement for the 2013
Annual Meeting of Stockholders (to be filed witletBecurities and Exchange Commission under RegnladA within 120 days after the
end of the registrard’fiscal year) is incorporated herein by referefite information required regarding Executive Gdfie of the company
included in Part | of this Annual Report on FormK @nder the caption “Executive Officers of the Gmany.”

We have a separately designated Audit Committestoch Gene C. Wulf, Gloster B. Current, Jr., Mark$nith and Idelle K. Wolf serve,
with Mr. Wulf, as Chairperson. All members are ipdedent under applicable SEC and New York Stock&mge rules; Ms. Wolf and
Mr. Wulf are “audit committee financial experts” &ccordance with SEC rules.

We have adopted a Financial Code of Ethics apgkdabour principal executive officer, principahéincial officer and principal accounting
officer. As a best practice, this code has beenwdred by all other company officers and key finahand accounting personnel as well. In
addition, we have adopted a general code of busit@sduct for our directors, officers and all engeles, which is known as the A. O. Smith
Guiding Principles. The Financial Code of Ethitg A. O. Smith Guiding Principles and other compeosporate governance matters are
available on our website at www.aosmith.cowie are not including the information containedoom website as a part, of or incorporating it
by reference into, this Form 10-K. We intend tacltise on this website any amendments to, or waivens, the Financial Code of Ethics or
the A. O. Smith Guiding Principles that are reqdite be disclosed pursuant to SEC rules. There baga no waivers of the Financial Code
of Ethics or the A. O. Smith Guiding Principleso&tholders may obtain copies of any of these catgogovernance documents free of
charge by writing to the Corporate Secretary atithdress on the cover page of this Form 10-K.

The information included under the heading “Commtwith Section 16(a) of the Securities Exchangg i our definitive Proxy Stateme
for the 2013 Annual Meeting of Stockholders (tdfiled with the Securities and Exchange Commissindar Regulation 14A within 120 de
after the end of the registrant’s fiscal yearnisorporated herein by reference.

ITEM 11 —EXECUTIVE COMPENSATION

The information included under the headings “Exeeu€ompensation,” “Director Compensation,” “Repafthe Personnel and
Compensation Committee” and “Compensation Commitie=rlocks and Insider Participation” in the compa definitive Proxy Statement
for the 2013 Annual Meeting of Stockholders (tdfitkedd with the Securities and Exchange Commissioder Regulation 14A within 120 de
after the end of the registrant’s fiscal yearnisorporated herein by reference.

ITEM 12 —SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information included under the headings “PpatiStockholders” and “Security Ownership of Dimstand Management” in our
definitive Proxy Statement for the 2013 Annual Miegiof Stockholders (to be filed with the Secustand Exchange Commission under
Regulation 14A within 120 days after the end ofriagistrant’s fiscal year) is incorporated hergirréference.
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Equity Compensation Plan Information
The following table provides information about @guity compensation plans as of December 31, 2012.

Number of securities

be issued upon the
exercise of outstandil Weighted-average exercise
price of outstanding optior

options, warrants and
Plan Categor rights
Equity compensation plans approved by

warrants and right

security holder: 1,069,19® 33.432
Equity compensation plans not approved by

security holder: — —
Total 1,069,19! 33.4:%

()

share units
@

®

Number of securities
remaining available fi

future issuance under

equity compensation
plans (excluding

securities reflected in
the first column

1,633,350

1,633,35
Consists of 765,367 shares subject to stock optk8¥ 506 shares subject to employee share urit§ &322 shares subject to director

Represents the weighted average exercise pricetstamding options and does not take into accoutstanding share unit
Represents securities remaining available for isseiander the A. O. Smith Combined Incentive Corspgan Plan. If any awards

lapse, expire, terminate or are cancelled withssuance of shares, or shares are forfeited ungeaveard, then such shares will becc
available for issuance under the A. O. Smith Combilmcentive Compensation Plan, hereby increasiegntimber of securities

remaining available

ITEM 13 —CERTAIN RELATIONSHIPS, RELATED TRANSACTIONS AND DIR ECTOR INDEPENDENCE

The information included under the headings “Dioedhdependence and Financial Literacy”, “CompednsaCommittee Interlocks and
Insider Participation” and “Procedure for ReviewRslated Party Transactions” in our definitive Br&tatement for the 2013 Annual
Meeting of Stockholders (to be filed with the Sétieis and Exchange Commission under Regulationd#tin 120 days after the end of the

registrant’s fiscal year) is incorporated hereirréfgrence.

ITEM 14 —PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information included under the heading “Repdthe Audit Committee” in our definitive Proxy $anent for the 2012 Annual Meeting
of Stockholders (to be filed with the Securitiesl &xchange Commission under Regulation 14A witt#a days after the end of the

registrant’s fiscal year) required by this Itemid4ncorporated herein by reference.
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PART IV

ITEM 15 —EXHIBITS, FINANCIAL STATEMENT SCHEDULES
(&) The following documents are filed as part of thisnlial Report on Form -K:

1. Financial Statements of the Comps

Form 10-K
Page Numb
The following consolidated financial statement#ofD. Smith
Corporation are included in Item
Consolidated Balance Sheets at December 31, 2@l 2Gir1 28
For each of the three years in the period ende@iber 31, 201z
— Consolidated Statement of Earnir 29
— Consolidated Statement of Comprehensive Earr 29
— Consolidated Statement of Cash Flc 30
— Consolidated Statement of Stockhol¢ Equity 31
Notes to Consolidated Financial Staterr 32-58
2. Financial Statement Schedt
Schedule I- Valuation and Qualifying Accoun 68

Schedules not included have been omitted becaageatie not applicable.

3.  Exhibits — see the Index to Exhibits on pages 8¢ of this report. Each management contracoorpensatory plan or
arrangement required to be filed as an exhibihi®report on Form 10-K are listed as Exhibits 1®aough 10(m) in the Index to
Exhibits.

Pursuant to the requirements of Rule 14a-3(b)(1&eSecurities Exchange Act of 1934, as amengedyill, upon request and
upon payment of a reasonable fee not to exceedtbat which such copies are available from thmifges and Exchange
Commission, furnish copies to our security holddrany exhibits listed in the Index to Exhibits.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regitthas duly caused this report to be
signed on behalf of the undersigned, thereunto dutiiorized.

A. O. SMITH CORPORATION

Date: February 27, 2013 By: /s/ Paul W. Jone

Paul W. Jone
Executive Chairman ¢
the Board of Director

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bal®wf February 27, 2013 by the
following persons on behalf of the registrant amthie capacities and on the dates indicated.

Name and Title

PAUL W. JONES
Executive Chairman of the Board of Directors

AJITA G. RAJENDRA
Director
President and Chief Executive Offic

JOHN J. KITA
Executive Vice President and Chief Financial Office

DANIEL L. KEMPKEN
Vice President and Controller

RONALD D. BROWN
Director

GLOSTER B. CURRENT, Jr.
Director

WILLIAM P. GREUBEL
Director

MATHIAS F. SANDOVAL
Director

BRUCE M. SMITH
Director

MARK D. SMITH
Director

IDELLE K. WOLF
Director

GENE C. WULF
Director
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Signature

/s/ Paul W. Jone

Paul W. Jone

/s! Ajita G. Rajendri

Ajita G. Rajendre

/s/ John J. Kit:

John J. Kite

/s/ Daniel L. Kempkel

Daniel L. Kempker

/s/ Ronald D. Browr

Ronald D. Browr

/s/ Gloster B. Current, J

Gloster B. Current, J

/s/ William P. Greube

William P. Greube

/s/ Mathias F. Sandov

Mathias F. Sandov:

/s/ Bruce M. Smitt

Bruce M. Smitt

/s/ Mark D. Smitt

Mark D. Smith

/s/ Idelle K. Wolf

Idelle K. Wolf

/s] Gene C. Wul

Gene C. Wul



INDEX TO EXHIBITS

Exhibit
Numbet

(2)(0)

(2)(ii)

(2)(iii)

(3)(0)

(3)(ii)

(4)

(10)

(@)

(b)

(©

Descriptior

Agreement and Plan of Merger, dated as of Dece®2008, among A. O. Smith Corporation, SICO Actjais, LLC,
Smith Investment Company and Smith Investment Camph& C, incorporated by reference to the currepbréon Form 8-
K dated December 9, 20C

Asset and Stock Purchase Agreement, dated as eihier 12, 2010, by and between A. O. Smith Cormraind Regal
Beloit Corporation, incorporated by reference ® ¢hirrent report on Forn-K dated December 12, 201

Shareholder Agreement, dated August 22, 2011, lsetve O. Smith Corporation and Regal Beloit Corgtiorg incorporate
by reference to the current report on Foi-K dated August 22, 201

Amended and Restated Certificate of Incorporatiof.d. Smith Corporation as amended April 22, 2068orporated by
reference to the current report on For-K dated April 22, 200¢

By-laws of A. O. Smith Corporation as amended Apti] 2006, incorporated by reference to the qusirteport on Form 10-
Q for the quarter ended June 30, 2(

Amended and Restated Certificate of IncorporatioA.dd. Smith Corporation as amended April 22, 2G88orporated by
reference to the quarterly report on Forn-Q for the quarter ended June 30, 2(

Amended and Restated Credit Agreement, dated Bsacgmber 12, 2012, among A. O. Smith CorporatiarQ Amith
Enterprises Ltd., A. O. Smith International Holdsng.V., and the financial institutions and ageragypthereto, incorporated
by reference to the current report on Foi-K dated December 12, 201

The corporation has instruments that define thietsigf holders of long-term debt that are not bdilegl with this
Registration Statement in reliance upon ltem 6q4{ki)i) of Regulation S-K. The Registrant agreedurnish to the
Securities and Exchange Commission, upon requasies of these instrumen

Material Contract:

(@)
(b)
(©
(d)
(€)
(f)

(9)

A. O. Smith Combined Incentive Compensation Placgiporated by reference as Exhibit A to the PiStatement filed on
March 5, 2009 for the 2009 Annual Meeting of Staalklers.

A. O. Smith Corporation Executive Life InsurancarRlas amended January 1, 2009, incorporated érerafe to the annual
report on Form 1-K for the fiscal year ended December 31, 2(

A. O. Smith Nonqualified Deferred Compensation Pkdopted December 1, 2008, incorporated by reéeremthe annual
report on Form 1-K for the fiscal year ended December 31, 2(

A. O. Smith Corporation Executive Supplemental RemPlan, as amended January 1, 2009, incorpobgteeference to the
annual report on Form -K for the fiscal year ended December 31, 2(

A. O. Smith Corporation Executive Incentive Comim Award Agreement, incorporated by referencénéoForm S-8
Registration Statement filed by the corporationjoly 30, 2007 (Reg. No. 3-144950).

Offer Letter to Paul W. Jones, dated December 93 2iicorporated by reference to the annual repoform 10-K for the
fiscal year ended December 31, 20

Offer Letter to Ajita G. Rajendra, dated Septen@&r2004, incorporated by reference to the anrepnt on Form 10-K for
the fiscal year ended December 31, 2(
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INDEX TO EXHIBITS (continued)

Exhibit
Numbet

(21)
(23)
(31.1)
(31.2)

(32.1)
(32.2)
(101)

(h)
(i)
()
(k)
()

(m)

Descriptior

Amendment to Offer Letter to Ajita G. Rajendra Dhtebruary 25, 2009, incorporated by referencéeannual report on
Form 1(-K for the fiscal year ended December 31, 2(

Summary of Directors’ Compensation incorporatedédfgrence to the quarterly report on Form 10-Qlerquarter ended
June 30, 2012

A. O. Smith Corporation Incentive Compensation AdvAgreement, entered into with Paul W. Jones, daeember 5,
2008, incorporated by reference to the annual tepoForm 1-K for the fiscal year ended December 21, 2(

A. O. Smith Corporation Senior Leadership Severdtlaa, incorporated by Reference to the quartegprt for Form 10-Q
for the quarter ended June 30, 2C

Form of A. O. Smith Corporation Special Retentiomakd Agreement, incorporated by reference to ttertquy report on
Form 1(-Q for the quarter ended March 31, 20

Stockholder Agreement dated as of December 9, 2f¥iieen A. O. Smith Corporation and each Smitlestment
Company stockholder who becomes a signatory theretorporated by reference to the current repoifform 8-K dated
December 9, 200t

Subsidiaries
Consent of Independent Registered Public Accourking.
Certification by the Chief Executive Officer, pussu to Section 302 of the Sarba-Oxley Act, dated February 27, 20:

Certification by the Executive Vice-President arfuef Financial Officer, pursuant to Section 302t Sarbane®xley Act,
dated February 27, 201

Written Statement of the Chief Executive Officerfuant to 18 U.S.C. Section 13!
Written Statement of the Chief Financial Officer$uant to 18 U.S.C. Section 13!

The following materials from A. O. Smith Corporatie Annual Report on Form 1R-for the fiscal year ended December
2012 are furnished herewith, formatted in XBRL (@hdive Business Reporting Language): (i) the Cadesteld Balance
Sheets as of December 31, 2012 and 2011, (ii) t¢msdidated Statement of Earnings for the threesyeaded December .
2012, (iii) the Consolidated Statement of ComprehenEarnings for the three years ended Decemhet@P, (iv) the
Consolidated Statement of Cash Flows for the theaes ended December 31, 2012, (v) the Consolidsteément of
Stockholder' Equity for the three years ended December 31, 208vi) the Notes to Consolidated Financial Stateis
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A. O. SMITH CORPORATION

SCHEDULE Il - VALUATION AND QUALIFYING ACCOUNTS
(Dollars in millions)

Years ended December 31, 2012, 2011 and 2010

Charged t
Balance ¢
Costs an Acquisitior Balance ¢
Beginning¢
o Expenses of Dedugctions End of
Description of Year 1 Businesse 2 Year
2012:
Valuation allowance for trade and notes receiv. $ 34 $ 1€ $ — $ (0.9 $ 4.2
Valuation allowance for deferred tax ass 8.4 3.C — (4.0 7.4
2011:
Valuation allowance for trade and notes receiv. $ 3E $ 0.E $ 032 $ (1.2 $ 34
Valuation allowance for deferred tax ass 1.¢ 6.€ — (0.2) 8.4
2010:
Valuation allowance for trade and notes receiv. 3.4 0.z — (0.2) 3.t
Valuation allowance for deferred tax ass iLE 0.4 — — 1.¢

Provision based upon estimated collect
Uncollectible amounts/expenditures or adjustmeh&sged against the reser
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SUBSIDIARIES: The following lists all subsidiaries and affiliateBA. O. Smith Corporation.

Name of Subsidiar

AOS Holding Compan

A. O. Smith International Corporatic
Flame Guard Water Heaters, |i
Lochinvar, LLC

SICO Acquisition, LLC

Takagi— A. O. Smith Tankless Water Heater Company L

American Water Heater Compa
State Industries, In

A. O. Smith Holdings (Barbados) SF
Winston Park Insurance Company L

A. O. Smith Enterprises Lt

A. O. Smith (China) Investment Co., L
A. O. Smith (China) Water Heater Co., L
A. O. Smith (China) Water Products Co., |

A. O. Smith (Shanghai) Water Treatment Products Cd.

Nanjing A. O. Smith Gas Appliance Co., L

A. O. Smith I'eau chaude S.a.r

A. O. Smith Warmwass-Systemtechnik Gmbl
A. O. Smith (Hong Kong) Limite:

A. O. Smith India Water Heating Private Limit

A. O. Smith Electric Motors (Ireland) Lt
A. O. Smith Holdings (Ireland) Ltc

Productos de Agua, S. de R.L. de C

A.O. Smith Electrical Products B.

A.O. Smith Holdings Il B.V

A.O. Smith International Holdings B.\
A.O. Smith Products v.o.

A.O. Smith Water Products Company B

A. O. Smith Water FZI

Lochinvar Limited

Exhibit 21

Jurisdiction in Which
Incorporatec

Delaware
Delaware
Delaware
Delaware
Delaware
Delaware

Nevada
Tennesse

Barbados
Barbados

Canadse

China
China
China
China
China

France
Germany
Hong Kong
India

Ireland
Ireland

Mexico

The Netherland
The Netherland
The Netherland
The Netherland
The Netherland

United Arab Emirate
United Kingdom



Exhibit 23

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference inRbgistration Statements (Form S-8 Nos. 333-92329,92428, 333-144950 and 333-
170436) pertaining to the A. O. Smith Corporati@ng-Term Executive Incentive Compensation PlanAh®. Smith Combined Executive
Incentive Compensation Plan and the A. O. Smith Ginad Incentive Compensation Plan and in the rélptespectuses of our reports dated
February 27, 2013, with respect to the consolidfitehcial statements and schedule of A. O. SmilpGration, and the effectiveness of
internal control over financial reporting of A. Smith Corporation, included in this Annual Rep&iim 10-K) for the year ended
December 31, 2012.

ERNST & YOUNG LLP

Milwaukee, Wisconsin
February 27, 2013



Exhibit 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
I, Ajita G. Rajendra, certify that:

1.
2.

I have reviewed this annual report on Forr-K of A. O. Smith Corporatior

Based on my knowledge, this report does notaioriny untrue statement of a material fact or dongttate a material fact necessary to
make the statements made, in light of the circuntgtsiunder which such statements were made, nigtadisg with respect to the
period covered by this repo

Based on my knowledge, the financial statemamtsother financial information included in thipoegt, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirag @defined in Exchange Act Rules
13e&15(f) and 15-15(f)) for the registrant and hay

a) Designed such disclosure controls and procedaresused such disclosure controls and procedaoites designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregzh

b) Designed such internal control over financial réipgr or caused such internal control over finaheaorting to be designed un
our supervision, to provide reasonable assurargadiang the reliability of financial reporting atfie preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

c) Evaluated the effectiveness of the registrattisslosure controls and procedures and presentéisineport our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyéport based on such
evaluation; an

d) Disclosed in this report any changes in thestegit’s internal control over financial reportititat occurred during the registrant’s

most recent fiscal quarter (the registrant’s fotigbal quarter in the case of an annual repo#) tlas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; a

The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registre’s auditors and the audit committee of the regit's board of directors

a) All significant deficiencies and material weagses in the design or operation of internal corvel financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmahcial information; an

b)  Any fraud, whether or not material, that invadwaanagement or other employees who have a sigmifiole in the registrant’s
internal control over financial reportin

Date: February 27, 2013

/s! Ajita G. Rajendr:

Ajita G. Rajendr:
President and Chief Executive Offic



Exhibit 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
I, John J. Kita, certify that;

1.
2.

I have reviewed this annual report on Forr-K of A. O. Smith Corporatior

Based on my knowledge, this report does notaioriny untrue statement of a material fact or dongttate a material fact necessary to
make the statements made, in light of the circuntgtsiunder which such statements were made, nigtadisg with respect to the
period covered by this repo

Based on my knowledge, the financial statemamtsother financial information included in thipoegt, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirag @defined in Exchange Act Rules
13e&15(f) and 15-15(f)) for the registrant and hay

a) Designed such disclosure controls and procedaresused such disclosure controls and procedaoites designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pregzh

b) Designed such internal control over financial réipgr or caused such internal control over finaheaorting to be designed un
our supervision, to provide reasonable assurargadiang the reliability of financial reporting atfie preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

c) Evaluated the effectiveness of the registrattisslosure controls and procedures and presentéisineport our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyéport based on such
evaluation; an

d) Disclosed in this report any changes in thestegit’s internal control over financial reportititat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fotigbal quarter in the case of an annual repo#) tlas materially affected, or is
reasonably likely to materially affect, the regast’s internal control over financial reporting; a

The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatimernal control over financial
reporting, to the registre’s auditors and the audit committee of the regit's board of directors

a) All significant deficiencies and material weagses in the design or operation of internal corvel financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmahcial information; an

b)  Any fraud, whether or not material, that invadwaanagement or other employees who have a sigmifiole in the registrant’s
internal control over financial reportin

Date: February 27, 2013

/s/ John J. Kit:

John J. Kite
Executive Vice President and Chief Financial Offi



Exhibit 32.1

Certification Pursuant to 18 U.S.C. Section 1350,
As Adopted Pursuant to Section 906 of the Sarb&ndsy Act of 2002

In connection with the Annual Report of A. O. Smitbrporation (the “Company”) on Form 10-K for thecal year ended December 31,
2012, as filed with the Securities and Exchange @@sion on the date hereof (the “Report”). |, AjdaRajendra, President and Chief
Executive Officer of the Company, certify, pursuamil8 U.S.C. 81350, as adopted pursuant to §9@tecBarbanes-Oxley Act of 2002, that
to the best of my knowledge:

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc
(2) The information contained in the Report faphesents, in all material respects, the finan@alition and results of operations of the
Company.

Date: February 27, 2013
/s/ Ajita G. Rajendr:

Ajita G. Rajendr:
President and Chief Executive Offic

This certification accompanies this Report purstar@ection 906 of the Sarbanes-Oxley Act of 2082 shall not be deemed filed by the
Company for purposes of Section 18 of the Secarifiechange Act of 1934, as amended.

A signed original of this written statement reqdit®y Section 906 has been provided to the Compadyn| be retained by the Company
furnished to the Securities and Exchange Commissidts staff upon request.



Exhibit 32.2

Certification Pursuant to 18 U.S.C. Section 1350,
As Adopted Pursuant to Section 906 of the Sarb&ndsy Act of 2002

In connection with the Annual Report of A. O. Smitbrporation (the “Company”) on Form 10-K for thecal year ended December 31,
2012, as filed with the Securities and Exchange @@sion on the date hereof (the “Report”). I, JdhKita, Executive Vice President and
Chief Financial Officer of the Company, certify,rpuant to 18 U.S.C. §1350, as adopted pursuar@d6 &f the Sarbanes-Oxley Act of 2002,
that to the best of my knowledge:

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc
(2) The information contained in the Report faphesents, in all material respects, the finan@alition and results of operations of the
Company.

Date: February 27, 2013
/s/ John J. Kiti

John J. Kite
Executive Vice President and Chief Financial Offi

This certification accompanies this Report purstar@ection 906 of the Sarbanes-Oxley Act of 2082 shall not be deemed filed by the
Company for purposes of Section 18 of the Secarifiechange Act of 1934, as amended.

A signed original of this written statement reqdit®y Section 906 has been provided to the Compadyn| be retained by the Company
furnished to the Securities and Exchange Commissidts staff upon reques



