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Years Ended December 31,

(Dollars in thousands, except per share amounts) 2005 2004 2003
Net Sales $ 830,413 $ 824,283 $ 678,783
Operating Income (Loss) 14,082 (1,737) 15815
Earnings (Loss) From Continuing Operations (1,770) (8,907) 224
Net Loss $ (3,545) $ (14,380) $ (1518
Per Share:

Earnings (Loss) From Continuing Operations - Diluted $ (0.09) (0.46) $ 00l

Net Loss - Diluted (0.18) (0.74) (0.10)

Dividends 0.36 0.36 0.36
Stock Price at Year End $ 9.23 $ 15.80 $ 12.15
Average Number of Common and Dilutive Shares 19,507,818 19,331,358 15,793,008
Assets $ 653,044 $ 656,569 $ 694525
St.ockholders’ Equity $ 185,707 $ 207312 $ 226,041
Total Debt to Capitalization 57.2% 52.0% 49.1%
About the Company

Standard Motor Products, Inc. supplies functional replacement parts for the aftermarket for the engine management
and temperature control systems of cars, trucks, buses and tractors. The Company services all makes and
models, both new and older cars, imported and domestic. These products are sold primarily in the United
States, Canada, Europe, Latin America and in many other countries. The Company employs approximately
4,000 people at its factories and distribution centers in North America, Europe and Hong Kong.
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Annual Stockholders’ Meeting X ; - “"' “‘L.f’(‘, :

The Standard Motor Products, Inc. Annual Meehn/g of Stockholders will be held on Thursdoy, Mcy 18 2006
at 2:00 PM at JPMorgan Chase, One Chase Mcnhcﬁcn Plaza, New York, NY 10081. A notice of Thls meeting,
together with o proxy statement, is being mclled to all stockholders on or about April l18 2006 ‘J
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O CUR STOCKHOLDERS

To Our Stockholders:

While we are far from satisfied with our 2005 financial results, we are pleased to report that the integration
of our Engine Management business is now complete. In the long run, this will prove of fremendous importance

to our Company.

To review the history, we acquired Dana’s Engine Management division (formerly Echlin, our lifelong
competitor} in July 2003. We then set about the task of integrating it into our own Engine Management
division. It was a massive undertaking. Their volume was roughly 75% of ours and their customers included
some of the best in the industry. We closed seven of their nine locations and transferred
the functions to SMP facilities. We moved millions of dollars of inventory and equipment,
merged computer systems, and hired, trained, and relocated over a thousand employees.

In 2005 we merged our two product lines — a time-consuming and costly task.

All this is now done, and though there was an occasional and understandable bump in the
road, it went very well. The moves were completed on time and within budget. We are back to

normal shipping and efficiency levels, and we maintained the entire customer base. There were

substantial one-time costs associated with all this, but these costs are now behind us.

Some of you may recall that our original goal was to achieve approximately $50 million in savings
by integrating the two companies. To date, we have achieved about half of that - about $25 million - in sales,
distribution, and administrative expenses. We have not yet achieved the same results in gross margin. In 2005,
our gross margin was impacted first, by price reductions early in the year — to bring our prices in line with car
declerships — and second, by inventory write-downs as we merged the Dana and Standard product lines.
In addition, we found ourselves facing some of the same pricing and cost pressures as other automotive

parts manufacturers.

2 standard Motor Products, inc.




Now that the integration process is complete, we are focusing
our aftention onto gross margin improvement. We have plans in
place to manufacture products we have been purchasing, and to
re-source others to low cost areas. In early 2006, we imple-
mented a new round of price increases. As a result of these steps,

and with the one-time costs behind us, we anticipate improvement

in 2006.

Our temperature control division, as expected, had a good
year. We finally had a warm summer, after a series of cool ones,
and the results showed in both improved sales and improved profits.
Our strategy in this division is.to continue to work on cost reduction
and on streamlining operations so that we earn healthy profits in

cool summers as well.

We continue to make important strides in our European
business. In 2005 we earned a slight operating profit, excluding
infegration expenses, compared to losses in prior years. We are
looking for further improvement in 2006, as we work aggressively for

cost reductions in all areas.

As with most other public companies, Sarbanes-Oxley —
specifically Section 404 — has proven to be a tremendous

challenge. In 2004, we identified certain matérial weaknesses,

From Left to Right: John P. Gethin, President and Chief Operating
Officer; Lawrence L. Sills, Chairman of the Board and CEQ:;
James J. Burke,Vice President Finance, Chief Financial
Officer
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and remediating these items was a very high priority in 2005. We are happy fo report that

our auditors have issued an unqualified opinion, with no material weaknesses, for 2005.

We took other positive steps in 2005. We amended our retiree medical program,

which was o difficult decision to make, but in today’s world of rapidly rising medical

expenses, we felt we had no other choice. Second, we bought back approximately 1.4 million
shares of SMP stock from Dana. And finally, to demonstrate and formally recognize the
leadership of our Company, we instituted the “Office of the Chief Executive,” consisting of
Larry Sills, Chairman and CEQ; John Gethin, President and COO; and Jim Burke,
VP Finance and CFO. We believe this will assist in improving communication between

our operating people, our customers, our Board of Directors, and our shareholders.

In summary, 2005 was an extremely challenging year for ourselves and, as you
have undoubtedly read, for our entire industry. We wish to publicly commend all of

our people, in all of our locations, for their efforts in surmounting these challenges, and

in sefting the stage for a strong future.

(o), W4*

Lawrence |. Sills John P. Gethin James J. Burke

CEO and CFO Certifications

G T In 2005 Standard Motor Products’ chief executive officer

(CEO) provided to the New York Stock Exchange

! J//? the annual CEQ certification regarding Standard’s

f L compliance with the New York Stock Exchange's

V‘ By - —  corporate governance listing standards. In addition,
i ~ ¢ Standard’s CEQ and chief financial officer filed with the

| U.S. Securities and Exchange Commission all required

““\ certifications regarding the quality of Standard’s public

\, disclosures in its fiscal 2005 reports.

4 standard Motor Products, Inc.




UNITED STATES SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-K

(Mark One)
1] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2005
or
| TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transaction period from to
Commission file number: _1-4743
Standard Motor Products, Inc.
(Exact name of registrant as specified in its charter)
New York 11-1362020
_ (State or other jurisdiction of incorporation or organization) (LR.S. Employer Identification No.)
37-18 Northern Blvd., Long Island Citv, N.Y. 11101
(Address of principal executive offices) (Zip Code)
Registrant’s telephone number, including area code: (718) 392-0200

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered
Common Stock, par value $2.00 per share New York Stock Exchange
Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes[d No ¥

Indicate by check if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.
Yesd No M

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

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

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filler. See
definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer 1 Accelerated filer ¥ Non-accelerated filer O

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yesd No ¥

The aggregate market value of the voting common stock based on the closing price on the New York Stock Exchange on June 30,
2005 (the last business day of registrant’s most recently compieted second fiscal quarter) of $13.20 per share held by non-affiliates of
the registrant was $216,063,725. For purposes of the foregoing calculation only, all directors and officers have been deemed to be
affiliates, but the registrant disclaims that any of such are affiliates.

As of February 28, 2006, there were 18,470,891 outstanding shares of the registrant’s common stock, par value $2.00 per share.

DOCUMENTS INCORPORATED BY REFERENCE

The information required by Part [T of this Report is incorporated herein by reference from the registrant’s definitive proxy
statement relating to its annual meeting of stockholders to be held on May 18, 2006.




STANDARD MOTOR PRODUCTS, INC.

INDEX

PART L
Ttem 1. BUSINESS Lottt s st st
Item 1A, RISK FACIOTS ..ot
Ttem 1B.  Unresolved Staff COMMENTS .......ociiririieiririeii et
TEEM 2. PrOPEITIES ..oveeveviriiresiiesieeevieteersaetantes e besassesesesesteseabanesaetesessesaeseseseseaesssessansrsans
Ttem 3. Legal ProCEEAINES ..ocov ittt sttt
Item4.  Submission of Matters to a Vote of Security Holders........c..coovvinrinencnnen.
PART 1L
Item 5.  Market for Registrant’s Common Equity, Related Stockholder Matters and

Issuer Purchases of EQUItY SECUITHES .......cocveieriereerecrerireetieiee e

Item 6. Selected FINANCIALl DAt ... .occveiereiieeeeee ettt e s ste s enbeseneeeenteseneas

Item7.  Management’s Discussion and Analysis of Financial Condition

and Results 0f OPEIAtiONS .......couvirrcrrirriorirnarirrencacinnesieninrecsinniensssnesessessensac
Item 7A. Quantitative and Qualitative Disclosures About Market RisK.........c.cocoevvvenennee.
Item 8.  Financial Statements and Supplementary Data.........cccccooeviviiiviieievesneens

Item9.  Changes in and Disagreements with Accountants on Accounting

and Financial DISCIOSUIE .......c.cveviiriii et
Item 9A.  Controls and ProCedUIes ..........cccoorremeininiricieireccriesectss oot
Item 9B.  Other INfOrmation........ccoveiiniirniceiris sttt
PART L
Item 10. Directors and Executive Officers of the Registrant........c...c.oocoveeivvvieviinivnrennn,
Item 11. Executive Compensation............7 .........................................................................

Item 12.  Security Ownership of Certain Beneficial Owners and Management and Related

Stockholder Matters .........cooiiiriieinicerciin e et
Item 13.  Certain Relationships and Related Transactions ..........cocecvevcericniiiierenninennn,
Item 14.  Principal Accounting Fees and ServiCes........cocovvmrinrinnncninneiesenenns
PART IV.
Item 15.  Exhibits and Financial Statement Schedules ..o,
Slgnamre§ .............................................................................................................




e —s s

PART 1

In this Annual Report on Form 10-K, “Standard Motor Products,” “we,” “us,” “our” and the
“Company” refer to Standavd Motor Products, Inc. and its subsidiaries, unless the context requires
otherwise. This Report contains forward-looking statements made pursuant to the safe harbor provisions
of the Private Securities Litigation Reform Act of 1995. Forward-looking statements in this Report are
indicated by words such as “anticipates,” “expects,” “believes,” “intends,” “plans,” “estimates,”
“projects” and similar expressions. These statements vepresent our expectations based on current
information and assumptions and are inherently subject to risks and uncertainties. Our actual results
could differ materially from those which are anticipated or projected as a result of certain risks and
uncertainties, including, but not limited to, economic and market conditions; the performance of the
aftermarket sector; changes in business relationships with our major customers and in the timing, size
and continuation of our customers’ programs, changes in the product mix and distribution channel mix;
the ability of our customers to achieve their projected sales, competitive product and pricing pressures;
increases in production or material costs that cannot be recouped in product pricing; successful
integration of acquired businesses; product liability matters (including, without limitation, those related
to asbestos-related contingent liabilities),; as well as other risks and uncertainties, such as those
described under Risk Factors, Quantitative and Qualitative Disclosures About Market Risk and those
detailed herein and from time to time in the filings of the Company with the SEC. Forward-looking
statements are made only as of the date hereof, and the Company undertakes no obligation to update or
revise the forward-looking statements, whether as a result of new information, future events or otherwise.
In addition, historical information should not be considered as an indicator of future performance.

TN

ITEM 1. BUSINESS
Overview

We are a leading independent manufacturer and distributor of replacement parts for motor vehicles in the
automotive aftermarket industry. We are organized into two major operating segments, each of which
focuses on a specific line of replacement parts. Our Engine Management Segment manufactures ignition
and emission parts, on-board computers, ignition wires, battery cables and fuel system parts. Our
Temperature Control Segment manufactures and remanufactures air conditioning compressors, and other
air conditioning and heating parts.

We sell our products primarily to warehouse distributors and large retail chains in the United States,
Canada and Latin America. We also sell our products in Europe through our European Segment. Our
customers consist of many of the leading warehouse distributors, such as CARQUEST and NAPA Auto
Parts, as well as many of the leading auto parts retail chains, such as Advance Auto Parts, AutoZone,
CSK Auto, O’Reilly Automotive and Pep Boys. We distribute parts under our own brand names, such as
Standard, Blue Streak, BWD Automotive, Niehoff, Hayden and Four Seasons, and through private labels,
such as CARQUEST and NAPA Auto Parts.

Business Strategy

Our goal is to grow revenues and earnings and deliver returns in excess of our cost of capital by providing
high quality, low cost replacement parts in the engine management and temperature control automotive
aftermarkets. The key elements of our strategy are as follows:

¢ Maintain Our Strong Competitive Position in the Engine Management and Temperature
Control Businesses. We are one of the leading independent manufacturers serving North
America and other geographic areas in our core businesses of Engine Management and
Temperature Control. We believe that our success is attributable to our emphasis on product
quality, the breadth and depth of our product lines for both domestic and imported automobiles,
and our reputation for outstanding customer service, as measured by rapid order turn-around
times and high-order fill rates.




To maintain our strong competitive position in our markets, we remain committed to the

following:

) providing our customers with broad lines of high quality engine management and
temperature control products, supported by the highest level of customer service
and reliability;

. continuing to maximize our production and distribution efficiencies;

. continuing to improve our cost position; and

o further focusing our engineering development efforts.

e Provide Superior Customer Service, Product Availability and Technical Support. Our goal
is to increase sales to existing and new customers by leveraging our skills in rapidly filling orders,
maintaining high levels of product availability and providing technical support in a cost-effective
manner. In addition, our technically skilled sales force professionals provide product selection
and application support to our customers.

* Evolve and Expand Our Product Lines. We intend to increase our sales by continuing to
develop and expand the range of Engine Management and Temperature Control products that we
offer to our customers. We are committed to investing the resources necessary to maintain and
expand our technical capability to manufacture multiple product lines that incorporate the latest
technologies developed by original equipment manufacturers (OEMs) in North America and
Europe.

* Broaden Our Customer Base. Our goal is to increase our business by marketing our products
more broadly to the distribution businesses of OEMs who sell products to new car dealer service
areas.

¢ Improve Operating Efficiency and Cost Position. Our management places significant emphasis
on improving our financial performance by achieving operating efficiencies and improving asset
utilization, while maintaining product quality and high customer order fill rates. We intend to
continue to improve our operating efficiency and cost position by:

) increasing cost-effective vertical integration in key product lines through internal
development;

) focusing on efficient inventory management, including warranty and overstock
return management;

o maintaining and improving our cost effectiveness and competitive responsiveness

to better serve the automotive aftermarket customer base, including sourcing
certain products from low cost countries such as those in Asia.

o adopting company-wide programs geared toward manufacturing and distribution
efficiency; and
. focusing on company-wide overhead and operating expense cost reduction

programs, such as closing excess facilities and consolidating redundant functions.

e Cash Utilization. We intend to apply any excess cash flow from operations and the management
of working capital to reduce our outstanding indebtedness, pay dividends and repurchase our
stock.

The Automotive Aftermarket

The automotive aftermarket industry is comprised of a large, diverse number of manufacturers varying in
product specialization and size. In addition to manufacturing, aftermarket companies allocate resources
towards an efficient distribution process and product engineering in order to maintain the flexibility and
responsiveness on which their customers depend. Aftermarket manufacturers must be efficient producers of
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small lot sizes and do not have to provide systems engineering support. Aftermarket manufacturers also
must distribute, with rapid turnaround times, products for a full range of vehicles on the road. The primary
customers of the automotive aftermarket manufacturers are national and regional warehouse distributors,
large retail chains, automotive repair chains and the dealer service networks of OEMs.

During periods of economic decline or weakness, more automobile owners may choose to repair their
current automobiles using replacement parts rather than purchasing new automobiles, which benefit the
automotive aftermarket industry, including suppliers like us. The automotive aftermarket industry is also
dependent on new car sales, although to a lesser degree than OEMs and their suppliers, because these
sales create the total number of cars available for repair. Aggressive financing programs by automakers
has increased demand for new cars and trucks, which should benefit the automotive aftermarket
manufacturers in the long term as vehicles age.

The automotive aftermarket industry differs substantially from the OEM supply business. Unlike the
OEM supply business that primarily follows trends in new car production, the automotive aftermarket
industry’s performance primarily tends to follow different trends, such as:

growth in number of vehicles on the road,;
increase in average vehicle age;

increase in total miles driven per year;

new and modified environmental regulations;
increase in pricing of new cars; and

new car quality and related warranties.

Traditionally, the parts manufacturers of OEMs and the independent manufacturers who supply the
original equipment (OE) part applications have supplied a majority of the business to new car dealer
networks. However, certain parts manufacturers have become more independent and are no longer
affiliated with OEMs, which may provide future opportunities for us to supply replacement parts to the
dealer service networks of the OEMs, both for warranty and out-of-warranty repairs.

Financial Information about our Operating Segments

The table below shows our consolidated net sales by operating segment and by major product group
within each segment for the three years ended December 31, 2005. Our three reportable operating
segments are Engine Management, Temperature Control and Europe.

Year Ended
December 31,
2005 2004 2003
Amount % of Total Amount % of Total Amount % of Total
(Dollars in thousands)

Engine Management:
Ignition and Emission

PartS.....cooveverrieeieieeienieae $446,706 53.8% $459,452 55.7% $337,134 49.7%
Wires and Cables .....c.cooceennne 91,883 11.1% 92,868 11.3% 69,528 10.2%
Fuel System Parts...........c.oo...... 8,419 1.0% 10,449 1.3% 7,713 1.1%
Total Engine Management ............ 547,008 65.9% 562,769 68.3% 414,375 61.0%
Temperature Controk:
COMPIESSOIS «voevveereriecrierievnies 101,876 12.3% 85,403 10.4% 89,676 13.2%
Other Air Conditioning
Parts oo 115,420 13.9% 113,223 13.7% 117,720 17.3%
Heating Parts ..o 11,930 1.4% 11,468 1.4% 12,180 1.8%
Total Temperature Control.......... 229,226 27.6% 210,094 25.5% 219,576 32.3%
Europe:
Engine Management Parts ........ 26,802 3.2% 25,539 3.1% 27,514 4.1%
Temperature Control Parts........ 16,621 2.0% 15,112 1.8% 12,627 1.9%
Total Europe ... R 43,423 52% 40,651 4.9% 40,141 6.0%
AN Other........c.ocovvvviiienicireen, 10,756 1.3% 10,769 1.3% 4,691 0.7%

Total .o §$ 830,413 100.0% $824,283 100.0% $678,783 100.0%

Fed



The following table shows our operaﬁng profit and identifiable assets by operating segment for the three
years ended December 31, 2005.

Year Ended
December 31,
2005 2004 2003
Operating Identifiable Operating Identifiable Operating Identifiable
Profit Assets Profit Assets Profit Assets

(In thousands)
Engine Management ............... $ 19,338 $438,116 $ 24,549 $429,631 $ 31,871 $ 448,687
Temperature Control .............. 11,936 114,441 (2,114) 125,656 4,702 150,248
EUrope ...cooovveveneicnicnniinn (572) 28,217 (2,034) 30,936 (3,605) 31,188
All Other. (16,620) 72,270 (22,138) 70,346 (17,153) 64,402
Total..c.ocicrcncnvrcninns $ 14,082 $ 653,044 $ (1,737) $ 656,569 $ 15,815 $ 694,525

“All Other” consists of items pertaining to our corporate headquarters function and our Canadian business
unit, each of which does not meet the criteria of a reportable operating segment.

Engine Management Segment

Breadth of Products. In our Engine Management Segment, replacement parts for ignition and emission
control systems accounted for approximately 54%, 56%, and 50% of our consolidated net sales in 2005,
2004 and 2003, respectively. These parts include distributor caps and rotors, electronic ignition control
modules, voltage regulators, coils, switches, sensors, EGR valves and many other engine management
components. We are a basic manufacturer of many of the engine management parts we market and
continue to develop ways of increasing the number of parts we manufacture, rather than purchasing such
parts from third parties. In addition, our strategy includes sourcing certain products from low cost
countries such as those in Asia.

Computer-Controlled Technology. Nearly all new vehicles are factory-equipped with
computer-controlled engine management systems to control ignition, emission and fuel injection systems.
The on-board computers monitor inputs from many types of sensors located throughout the vehicle, and
control a myriad of valves, switches and motors to manage engine and vehicle performance. Electronic
ignition systems enable the engine to improve fuel efficiency and reduce the level of hazardous fumes in
exhaust gases.

In 1992, we entered into a 50/50 joint venture in Canada with Blue Streak Flectronics, Inc. to rebuild
automotive engine management computers and mass air flow sensors. The volume of products produced
by the joint venture are sold primarily to us and has positioned us as a key supplier in the growing
remanufactured electronics markets. The Blue Streak joint venture has further expanded its product range
to include computers used in temperature control, anti-lock brake systems and air bags, and development
of diagnostic repair tools.

We divide our electronic operations between product design and highly automated manufacturing
operations in Orlando, Florida and assembly operations, which are performed in assembly plants in
Orlando and Hong Kong.

Government emission laws have been implemented throughout the majority of the United States. The
Clean Air Act, as amended in 1990, imposes strict emission control test standards on existing and new
vehicles, and remains the preeminent legislation in the area of vehicle emissions. As many states have
implemented required inspection/maintenance tests, the Environmental Protection Agency, through its
rulemaking ability, has also encouraged both manufacturers and drivers to reduce vehicle emissions. As
the Clean Air Act was “phased in” beginning in 1994, automobiles must now comply with emission
standards from the time they were manufactured, and in most states, until the last day they are in use. This
law has, and in the future we expect this law and other new government emission laws to have, a positive
impact on sales of our ignition and emission controls parts. Vehicles failing these new, more stringent
tests have required repairs utilizing parts sold by us.
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Our sales of sensors, valves, solenoids and related parts have increased steadily as automobile
manufacturers equip their cars with more complex engine management systems.

Wire and Cable Products. Wire and cable parts accounted for approximately 11%, 11% and 10% of our
consolidated net sales in 2005, 2004 and 2003, respectively. These products include ignition (spark plug)
wires, battery cables and a wide range of electrical wire, terminals, connectors and tools for servicing an
automobile’s electrical system.

The largest component of this product line is the sale of ignition wire sets. We have historically offered a
premium brand of ignition wires and battery cables, which capitalize on the market’s awareness of the
importance of quality. We have the ability to extrude high voltage wire in Mishawaka, Indiana to be used in
our ignition wire sets. This vertical integration of a critical component offers us the ability to achieve lower
costs and our own controlled source of supply and quality.

Temperature Control Segment

We manufacture, remanufacture and market a full line of replacement parts for automotive temperature
control (air conditioning and heating systems) engine cooling systems, power window accessories and
windshield washer systems, primarily under the brand names of Four Seasons, Factory Air, Murray,
NAPA, CARQUEST, Hayden, Imperial and Aci. The major product groups sold by our Temperature
Control Segment are new and remanufactured compressors, clutch assemblies, blower and radiator fan
motors, filter dryers, evaporators, accumulators, hose assemblies, expansion valves, heater cores, heater
valves, AC service tools and chemicals, fan assemblies, fan clutches, engine oil coolers, transmission
coolers, window lift motors and windshield washer pumps. Our temperature control products accounted
for approximately 28%, 26% and 32% of our consolidated net sales in 2005, 2004 and 2003, respectively.

Due to increasing offshore competitive price pressure, in 2005 our Temperature Control business made
several changes within its manufacturing portfolio. We have outsourced the manufacturing of several
major AC product groups and have implemented plans to consolidate manufacturing facilities. In
addition, we have recently started limited production of remanufactured compressors in Reynosa, Mexico
and have entered into several supply agreements for certain products with vendors in low cost countries
such as those in Asia.

Today’s vehicles are being produced with smaller, more complex and efficient designs. Our Temperature
Control Segment continues to be a leader in providing superior training to service dealers who seek the
knowledge in which to perform proper repairs for today’s vehicles. We believe that our training module
(Tip’s & Technique’s) remains one of the most sought-after training clinics in the industry and among
professional service dealers.

Our customers are leading warehouse distributors, national program distribution groups, retail auto parts
chains, specialty market distributors and original equipment service parts organizations supplying
replacement parts for domestic and import passenger cars, trucks and equipment.

Europe Segment

In July 1996, we acquired an equity interest in Standard Motor Products (SMP) Holdings Limited
(formerly Intermotor Holdings Limited) located in Nottingham, England. During 2002, we acquired the
remaining equity interest bringing the Company’s ownership percentage to 100%. SMP Holdings Limited
manufactures and distributes a broad line of engine management products primarily to customers in
Europe. Also in 1996, we expanded our presence in Europe by opening a European distribution center in
Strasbourg, France for temperature control products. A joint venture (Blue Streak Europe) between SMP
Holdings Limited and Blue Streak Electronics was also initiated in 1996, which joint venture supplies
rebuilt engine computers for the European market.




Since 1996, we have made a series of smaller acquisitions supplementing both the Engine Management
and Temperature Control portions of our business. With respect to the engine management business, in
January 1999 we acquired Webcon UK Limited, an assembler and distributor of fuel system components,
which we subsequently divested in June 2003 incurring an $0.8 million loss. In January 1999, Blue Streak
Europe acquired Injection Correction UK LTD, a subsidiary of Webcon, and in September 2001, acquired
TRW Inc.’s electronic control unit remanufacturing division. In April 1999, we acquired Lemark Auto
Accessories, a supplier of wire sets. In April 2002, the wire business was further expanded by acquiring
Carol Cable Limited, a manufacturer and distributor of wire.

With respect to the temperature control portion of our business, following the opening of the distribution
center in France, in 1997 a joint venture was entered into with Valeo SA to remanufacture air conditioner
compressors for the European market. In addition, in January 2000 we acquired Four Seasons UK Ltd.
(formerly Vehicle Air Conditioning Parts Ltd.), a distributor of components for the repair of air
conditioning systems. In July 2000, the Temperature Control business was further expanded by
purchasing Four Seasons Italy SRL (formerly Automotive Heater Exchange SRL) in Italy. In 2001 we
entered into a joint venture with Pedro Sanz in Madrid, Spain to distribute our products in the Iberian |
Peninsula.

Our European Segment accounted for approximately 5%, 5% and 6% of our consolidated net sales in
2005, 2004 and 2003, respectively. Aftermarket margins are under pressure, while volumes are in a
general decline in the ignition and carburetor product lines. We have responded to the adverse market
conditions by reducing manufacturing costs through consolidating certain facilities and outsourcing
products. In addition, in the fourth quarter of 2004 we entered into an agreement to supply Lucas branded
engine management products into the United Kingdom, which arrangement helped to increase our sales in
2005.

European Temperature Control product sales continue to increase. Through acquisitions and more
importantly a growing market, net sales have increased from $6.1 million in 2000 to $16.6 million in
2005. To date, the focus has been on product coverage and high customer service levels.

Financial Information About Our Foreign and Domestic Operations and Export Sales

We sell our line of products primarily in the United States, with additional sales in Canada, Europe and
Latin America. Our sales are substantially denominated in U.S. dollars.

The table below shows our consolidated net sales by geographic area for the three years ended December
31, 200s.

Year Ended
December 31,
2005 2004 2003

(In thousands)
United StALES........ovevieeeiivireiircirse st esneeesaeveene $ 716,358 § 714,955 $ 584,853
CANAAA c..cvcoveeeevicveicrievecverei e erere e aretss e i 46,353 45,115 38,187
BUrope ..o 43,423 40,651 40,141
Other FOr€ign.....ocvvevvnievereeeiieee e 24,279 23,562 15,602
TOotal. oo $830413 $ 824,283 $ 678,783

The table below shows our long-lived assets by geographical area for the three years ended December 31,
2005.

Year Ended
December 31,
2005 2004 2003
(In thousands)
$ 161,451 $ 174,056 $ 192,574
4,682 6,214 8,905
3,900 4,144 4,488
754 785 998

$ 170,787 § 185,199 $ 206,965
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Sales and Distribution

Over the last ten years, there has been a trend toward consolidation in the distribution chain among
warehouse distributors, retailers and auto parts jobbers. In the traditional distribution channel, where we
sell our products to warehouse distributors, such distributors supply auto parts jobbers, who in turn sell to
professional technicians and to consumers who perform automotive repairs themselves. In recent years,
warehouse distributors have been consolidating with other distributors, and an increasing number of
distributors own their jobbers. In the retail distribution channel, customers buy directly from us and sell
directly to technicians and “do it yourselfers.” Retailers are also consolidating with other retailers and
expanding into the jobber market, thereby adding additional competition in the “do it for me” business
segment targeting the professional technician.

As automotive parts grow more complex, consumers are less likely to service their own vehicles and may
become more reliant on dealers and technicians. In addition to new car sales, automotive dealerships sell
OE brand parts and service vehicles. The products available through the dealers are purchased through the
original equipment service (OES) network. Traditionally, the parts manufacturers of OEMs have supplied
a majority of OES network. However, certain parts manufacturers have become independent and are no
longer affiliated with OEMs, and because of this, there may be additional opportunities for independent
automotive aftermarket manufacturers like us to supply the OES network.

We believe that our sales force is the premier direct sales force for our product lines, due to our high
concentration of highly-qualified, well-trained sales people dedicated to geographic territories, which
allows us to provide a level of customer service we believe is unmatched. From the outset, we thoroughly
train our sales people both in the function and application of our product lines, as well as in proven sales
techniques. Customers, therefore, depend on these sales people as a reliable source for technical
information. We give newly hired sales people extensive instruction at our training facility in Irving,
Texas and have a policy of continuing education that allows our sales force to stay current on
troubleshooting and repair techniques, as well as the latest automotive parts and systems technology.

We generate demand for our products by directing a significant portion of our sales effort to our
customers’ customers (i.e., jobbers and professional technicians). We also conduct instructional clinics,
which teach technicians how to diagnose and repair complex systems related to our products. To help our
sales people to be teachers and trainers, we focus our recruitment efforts on candidates who already have
strong technical backgrounds as well as sales experience. We also create demand for our products through
the Standard Plus Club. Our Standard Plus Club, a professional service dealer network, offers technical
and business development support and has a technical service telephone hotline which provides
immediate diagnostic and installation support. This club is available to technicians and provides training,
special discount programs and on-line diagnostic assistance.

In connection with our sales activities, we offer a variety of customer discounts, allowances and
incentives. For example, we offer cash discounts for paying invoices in accordance with the specified
discounted terms of the invoice, and we offer pricing discounts based on volume and different product
lines purchased from us. We also offer rebates and discounts to customers as advertising and sales force
allowances, and allowances for warranty and overstock returns are also provided. We believe these
discounts, allowances and incentives are a common practice throughout the automotive aftermarket
industry, and we intend to continue to offer them in response to competitive pressures.

Customers

Our customer base is comprised largely of warehouse distributors, large retailers, OES customers, other
manufacturers and export customers. Our warehouse distributor customers include CARQUEST and
NAPA Auto Parts, and our retail customers include Advance Auto Parts, AutoZone, CSK Auto, O’Reilly
Automotive and Pep Boys. In 2005, our consolidated net sales to our major market channels consisted of
$443 million to our traditional customers, $250 million to our retail customers, $66 million to our OES
customers and $71 million to other customers.




Our five largest individual customers, including members of a marketing group, accounted for 52% of our
2005 consolidated net sales. Two individual customers accounted for 18% and 15%, respectively, of our
2005 consolidated net sales.

Competition

We are a leading independent manufacturer of replacement parts for the product lines in Engine
Management and Temperature Control. We compete primarily on the basis of product quality, product
availability, customer service, product coverage, order turn-around time, order fill rate and price. We
believe we differentiate ourselves from our competitors primarily through:

a value-added, knowledgeable sales force;

extensive product coverage;

sophisticated parts cataloguing systems; and

inventory levels sufficient to meet the rapid delivery requirements of customers.

In the Engine Management business, we are one of the leading independent manufacturers in the United
States. Our competitors include AC Delco, Delphi Corporation, Denso Corporation, Federal-Mogul
Corporation, Robert Bosch Corporation, Visteon Corporation and Wells Manufacturing Corporation, as
well as OE dealers.

Our Temperature Control business is one of the leading independent producers and distributors of a full
line of temperature control products in North America and other geographic areas. AC Delco, Delphi
Corporation, Denso Corporation, Jordan Automotive Aftermarket, Inc., Proliance International, Inc.,
Siemens VDO Automotive and Visteon Corporation are some of our key competitors in this market.

The automotive aftermarket is highly competitive, and we face substantial competition in all markets that
we serve. Our success in the marketplace continues to depend on our ability to offer competitive prices,
improved products and expanded offerings in competition with many other suppliers to the aftermarket.
Some of our competitors may have greater financial, marketing and other resources than we do. In
addition, we face competition from automobile manufacturers who supply virtually every replacement
part sold by us, although these manufacturers generally supply parts only for cars they produce through
OE dealerships. ’

Seasonality

Historically, our operating results have fluctuated by quarter, with the greatest sales occurring in the
second and third quarters of the year, with revenues generally being recognized at the time of shipment. It
is in these quarters that demand for our products is typically the highest, specifically in the Temperature
Control Segment of our business. In addition to this seasonality, the demand for our Temperature Control
products during the second and third quarters of the year may vary significantly with the summer weather
and customer inventories. For example, a cool summer may lessen the demand for our Temperature
Control products, while a hot summer may increase such demand. As a result of this seasonality and
variability in demand of our Temperature Control products, our working capital requirements peak near
the end of the second quarter, as the inventory build-up of air conditioning products is converted to sales
and payments on the receivables associated with such sales have yet to be received. During this period,
our working capital requirements are typically funded by borrowings from our revolving credit facility.

The seasonality of our business offers significant operational challenges in our manufacturing and
distribution functions. To limit these challenges and to provide a rapid turnaround time of customer
orders, we traditionally offer a pre-season selling program, known as our “Spring promotion,” in which
customers are offered a choice of a price discount or longer payment terms.
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Working Capital Management

Automotive aftermarket companies have been under increasing pressure to provide broad SKU (stock
keeping unit) coverage in response to parts and brand proliferation. In response to this, we have made
significant changes to our inventory management system to reduce inventory requirements. We
implemented a forecasting system in our Engine Management Segment that permitted a significant
reduction in safety stocks. Our Engine Management Segment also introduced a new distribution system,
which permits pack-to-order systems to be implemented. Such systems permit us to retain slow moving
items in a bulk storage state until an order for a specific brand part is received. This system reduces the
volume of a given part in inventory and reduces the labor requirements to package and repackage
inventory. We also recently expanded our management system to improve inventory deployment, enhance
our collaboration with customers on forecasts, and further integrate our supply chain both to customers
and suppliers.

We face inventory management issues as a result of warranty and overstock returns. Many of our
products carry a warranty ranging from a 90-day limited warranty to a lifetime limited warranty, which
generally covers defects in materials or workmanship and failure to meet.industry published
specifications. In addition to warranty returns, we also permit our customers to return products to us
within customer-specific limits (which are generally limited to a specified percentage of their annual
purchases from us) in the event that they have overstocked their inventories. In addition, the seasonality
of our Temperature Control Segment requires that we increase our inventory during the winter season in
preparation of the summer selling season and customers purchasing such inventory have the right to make
returns.

In order to better control warranty and overstock return levels, we tightened the rules for authorized
warranty returns, placed further restrictions on the amounts customers can return and instituted a program
so that our management can better estimate potential future product returns. In addition, with respect to
our air conditioning compressors, our most significant customer product warranty returns, we established
procedures whereby a warranty will be voided if a customer does not follow a twelve-step warranty return
process.

Our profitability and working capital requirements have become more seasonal with the increased sales
mix of Temperature Control products. Our working capital requirements peak near the end of the second
quarter, as the inventory build-up of air conditioning products is converted to sales and payments on the
receivables associated with such sales have yet to be received. These increased working capital
requirements are funded by borrowings from our revolving credit facility.

Suppliers

The principal raw materials purchased by us consist of brass, electronic components, fabricated Copper
(primarily in the form of magnet and insulated cable), steel magnets, laminations, tubes and shafts,
stamped steel parts, copper wire, ignition wire, stainless steel coils and rods, aluminum coils, fittings,
tubes and rods, cast aluminum parts, lead, steel roller bearings, rubber molding compound, thermo-set and
thermo plastic molding powders. Additionally, we use components and cores (used parts) in our
remanufacturing processes for air conditioning compressors.

We purchase many materials in the U.S. and foreign open markets and have a limited number of supply
agreements on key components. A number of prime suppliers make these materials available. In the case
of cores for air conditioning compressors, we obtain them either from exchanges with customers who
return cores subsequent to purchasing remanufactured parts, or through direct purchases from a network
of core brokers. In addition, we acquire certain materials by purchasing products that are resold into the
market, particularly by OEM sources and other domestic and foreign suppliers.

We believe there is an adequate supply of primary raw materials and cores. In order to ensure a
consistent, high quality, low cost supply of key components for each product line, we continue to develop
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our own sources through internal manufacturing capacity. Recently, prices of steel, aluminum, copper and
other commodities have risen. These increases did not have a material impact on us, as we are not
dependent on any single commodity, however, there can be no assurance over the long term that increases
in commodity prices will not materially effect our business or results of operations.

Production and Engineering

We engineer, tool and manufacture many of the components used in the assembly of our products. We
also perform our own plastic and rubber molding operations, stamping and machining operations,
automated electronics assembly and a wide variety of other processes. In the case of remanufactured
components, we conduct our own teardown, diagnostics and rebuilding for air conditioning compressors.
We have found this level of vertical integration to provide advantages in terms of cost, quality and
availability. We intend to continue selective efforts toward further vertical integration to ensure a
consistent quality and supply of low cost components. In addition, our strategy includes sourcing certain
products from low cost countries such as those in Asia.

We use the “just-in-time” cellular manufacturing concept as a major program to lower costs and improve
efficiency. The main thrust of “just-in-time” cellular manufacturing is reducing work-in-process and
finished goods inventory, and its implementation reduces the inefficient operations that burden many
manufacturing processes. In 2000, we launched a program for the installation of a fully integrated
enterprise resource planning (ERP) system. The implementation of such system was completed in 2003 in i
our Temperature Control Segment. In 2005, we launched our program to implement such a system in our

Engine Management Segment, and we anticipate full implementation in 2008.

Employees

As of December 31, 2005, we employed approximately 3,000 people in the United States, and 1,000
people in Mexico, Canada, Puerto Rico, Europe and Hong Kong. Of these, approximately 2,400 are
production employees. We operate primarily in non-union facilities and have binding labor agreements
with the workers at our two unionized facilities. We have approximately 175 production employees in
Edwardsville, Kansas who are covered by a contract with The International Union, United Automobile,
Aerospace and Agricultural Implement Workers of America (“UAW?”) that expires April 1, 2006; we
expect to renew this agreement with the UAW upon mutually agreeable terms. As of December 31, 2005,
approximately 150 of our production employees in Long Island City, New York are under a UAW
contract that expires October 1, 2007. We also have a union relationship in Mexico with an agreement
negotiated each year. The current union agreement in Mexico, which covers approximately 300
employees, expires on January 29, 2007. We believe that our facilities are in favorable labor markets with
ready access to adequate numbers of skilled and unskilled workers, and we believe our relations with our
union and non-union employees are good.

Insurance

We maintain basic liability coverage up to $2 million for automobile liability, general and product
liability and $50 million for umbrella liability coverage. We also maintain two $10 million environmental
policies, each covering a separate number of our existing U.S. facilities. One of our facilities is currently
undergoing minor environmental remediation. The environmental remediation costs at such facility are
covered by an insurance policy of $3 million, which is subject to a $1.5 million deductible; we have
purchased additional environmental insurance coverage in the amount of $2 million with a $0.1 million
deductible relating to such facility. Historically, we have not experienced casualty losses in any year in
excess of our coverage. We have no reason to expect this experience to change, but there can be no
assurances that liability losses in the future will not exceed our coverage.
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Available Information

We are a New York corporation founded in 1919. Our principal executive offices are located at 37-18
Northern Boulevard, Long Island City, New York 11101, and our main telephone number at that location
is (718) 392-0200. Our Internet address is www.smpcorp.com. We provide a link to reports that we have
filed with the SEC. However, for those persons that make a request in writing or by e-mail
(financial@smpcorp.com), we will provide free of charge our Annual Report on Form 10-K, our
Quarterly Reports on Form 10-Q, our Current Reports on Form 8-K and any amendments to those reports
filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934. These
reports and other information are also available, free of charge, at www.sec.gov. Alternatively, you may
read and copy any materials that we file with the SEC at the SEC’s Public Reference Room at 450 Fifth
Street, NW, Washington, D.C. 20549. Information on the operation of the Public Reference Room may be
obtained by calling the SEC at 1-800-SEC-0330.

ITEM 1A, RISK FACTORS

Our industry is highly competitive, and our success depends on our ability to compete with
suppliers of automotive aftermarket products, some of which may have substantially greater
financial, marketing and other resources than we do.

While we believe that our business is well positioned to compete in our two primary market segments,
Engine Management and Temperature Control, the automotive aftermarket industry is highly competitive,
and our success depends on our ability to compete with suppliers of automotive aftermarket products. In
the Engine Management business, our competitors include AC Delco, Delphi Corporation, Denso
Corporation, Federal-Mogul Corporation, Robert Bosch Corporation, Visteon Corporation and Wells
Manufacturing Corporation. In the Temperature Control business, we compete with AC Delco, Delphi
Corporation, Denso Corporation, Jordan Automotive Aftermarket, Inc., Proliance International, Inc.,
Siemens VDO Automotive and Visteon Corporation. In addition, automobile manufacturers supply
virtually every replacement part we sell.

Some of our competitors may have larger customer bases and significantly greater financial, technical and
marketing resources than we do. These factors may allow our competitors to:

¢ respond more quickly than we can to new or emerging technologies and changes in customer
requirements by devoting greater resources than we can to the development, promotion and sale
of automotive aftermarket products and services;

engage in more extensive research and development;

sell products at a lower price than we do;

undertake more extensive marketing campaigns; and

make more attractive offers to existing and potential customers and strategic partners.

We cannot assure you that our competitors will not develop products or services that are equal or superior
to our products or that achieve greater market acceptance than our products or that in the future other
companies involved in the automotive aftermarket industry will not expand their operations into product
lines produced and sold by us. We also cannot assure you that additional entrants will not enter the
automotive aftermarket industry or that companies in the aftermarket industry will not consolidate. Any
of such competitive pressures could cause us to lose market share or could result in significant price
decreases and could have a material adverse effect upon our business, financial condition and results of
operations.
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There is substantial price competition in our industry, and our success and profitability will depend
on our ability to maintain a competitive cost and price structure.

There is substantial price competition in our industry, and our success and profitability will depend on our
ability to maintain a competitive cost and price structure. We may have to reduce prices in the future to
remain competitive. Also, our future profitability will depend in part upon our ability to respond to
changes in the product and distribution channel mix, to continue to improve our manufacturing
efficiencies, to generate cost reductions, including reductions in the cost of components purchased from
outside suppliers, and to maintain a cost structure that will enable us to offer competitive prices. Our
inability to maintain a competitive cost structure could have a material adverse effect on our business,
financial condition and results of operations.

We depend on a limited number of key customers, and the loss of any such customer could have a
material adverse effect on our business, financial condition and results of operations.

Our five largest individual customers, including members of a marketing group, accounted for 52%, 50%
and 43% of our consolidated net sales for 2005, 2004 and 2003, respectively. Two individual customers
accounted for 18% and 15%, respectively, of our 2005 consolidated net sales, 17% and 14%, respectively,
of our 2004 consolidated net sales, and 12% and 12%, respectively, of our 2003 consolidated net sales.
The loss of one or more of these customers or, if any of them ceases to acquire a significant product line,
could have a materially adverse impact on our business, financial condition and results of operations.

Also, we do not typically enter into long-term agreements with any of our customers. Instead, we enter
into a number of purchase order commitments with our customers, based on their current or projected
needs. We have in the past and may in the future lose customers or lose a particular product line of a
customer due to the highly competitive conditions in the automotive aftermarket industry, including
pricing pressures. A decision by any significant customer, whether motivated by competitive conditions,
financial difficulties or otherwise, to materially decrease the amount of products purchased from us, to
change their manner of doing business with us, or to stop doing business with us, could have a material
adverse effect on our business, financial condition and results of operations.

Our business is seasonal and is subject to substantial quarterly fluctuations, which impact our
quarterly performance and working capital requirements.

Historically, our operating results have fluctuated by quarter, with the greatest sales occurring in the
second and third quarters of the year and with revenues generally being recognized at the time of
shipment. It is in these quarters that demand for our products is typically the highest, specifically in the
Temperature Control Segment of our business. In addition to this seasonality, the demand for our
Temperature Control products during the second and third quarters of the year may vary significantly
with the summer weather and customer inventories. For example, a cool summer may lessen the demand
for our Temperature Control products, while a hot summer may increase such demand. As a result of this
seasonality and variability in demand of our Temperature Control products, our working capital
requirements peak near the end of the second quarter, as the inventory build-up of air conditioning
products is converted to sales and payments on the receivables associated with such sales have yet to be
received. During this period, our working capital requirements are typically funded by borrowing from
our revolving credit facility. -

‘We may incur material losses and significant costs as a result of warranty-related returns by our
customers in excess of anticipated amounts.

Our products are required to meet rigorous standards imposed by our customers and our industry. Many
of our products carry a warranty ranging from a 90-day limited warranty to a lifetime limited warranty,
which generally covers defects in materials or workmanship and failure to meet industry published
specifications. In the event that there are material deficiencies or defects in the design and manufacture of
our products and/or installer error, the affected products may be subject to warranty returns and/or
product recalls. Although we maintain a comprehensive quality control program, we cannot give any
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assurance that our products will not suffer from defects or other deficiencies or that we will not
experience material warranty returns or product recalls in the future.

We accrue for warranty returns as a percentage of sales, after giving consideration to recent historical
returns. While we believe that we make reasonable estimates for warranty returns in accordance with our
revenue recognition policies, actual returns may differ from our estimates. We have in the past incurred,
and may in the future incur, material losses and significant costs as a result of our customers returning
products to us as a result of warranty-related issues in excess of anticipated amounts. Deficiencies or
defects in our products in the future may result in warranty returns and product recalls in excess of
anticipated amounts and may have a material adverse effect on our business, financial condition and
results of operations.

Our profitability may be materially adversely affected as a result of overstock inventory-related
returns by our customers in excess of anticipated amounts.

We permit overstock returns of inventory that we allow customers to return to us and that may be either
new or non-defective or non-obsolete but that we believe we can re-sell. Customers are generally limited
to returning overstocked inventory according to a specified percentage of their annual purchases from us.
In addition, a customer’s annual allowance cannot be carried forward to the upcoming year.

We accrue for overstock returns as a percentage of sales, after giving consideration to recent historical
returns. While we believe that we make reasonable estimates for overstock returns in accordance with our
revenue recognition policies, actual returns may differ from our estimates. To the extent that overstocked
returns are materially in excess of our projections, our business, financial condition and results of
operations may be materially adversely affected.

Over the long term, our business is dependent on the automotive industry, and our future
performance may be materially adversely affected by persistent declines in the automotive industry
or changes in technologies and improvements in the quality of new vehicle parts.

Over the long term, our business is dependent upon the sales of automobiles within the automotive
industry, which creates the total number of vehicles available for repair following the expiration of
vehicle warranties. A persistent decline in automotive sales and production over the long term would
likely affect sales to our aftermarket customers. Changes in automotive technologies, such as vehicles
powered by fuel cells or electricity, could also negatively affect sales to our aftermarket customers. These
factors could result in less demand for our products thereby resulting in a decline in our results of
operations or a deterioration in our business and financial condition and may have a material adverse
effect on our long-term performance.

In addition, the size of the automobile replacement parts market depends, in part, upon the growth in
number of vehicles on the road, increase in average vehicle age, increase in total miles driven per year,
new and modified environmental regulations, increase in pricing of new cars and new car quality and
related warranties. The automobile replacement parts market has been negatively impacted by the fact
that the quality of more recent automotive vehicles and their component parts has improved, thereby
lengthening the repair cycle. Generally, if parts last longer, there will be less demand for our products,
and the average useful life of automobile parts has been steadily increasing in recent years due to
innovations in products and technology. These factors could have a material adverse effect on our
business, financial condition and results of operations.

We may be materially adversely affected by asbestos claims arising from products sold by our former
brake business, as well as by other product liability claims.

In 1986, we acquired a brake business, which we subsequently sold in March 1998. When we originally
acquired this brake business, we assumed future liabilities relating to any alleged exposure to asbestos-
containing products manufactured by the seller of the acquired brake business. In accordance with the
related purchase agreement, we agreed to assume the liabilities for all new claims filed after September 1,

15




2001. Qur ultimate exposure will depend upon the number of claims filed against us on or after
September 1, 2001 and the amounts paid for indemnity and defense thereof. We currently do not have
insurance coverage for the defense and indemnity costs associated with the claims we face.

Actuarial consultants with experience in assessing asbestos-related liabilities conducted a study to
estimate our potential claim liability as of August 31, 2005. The actuarial study estimated an
undiscounted liability for settlement payments, excluding legal costs, ranging from $25 to $51 million for
the period through 2049. Accordingly, based on the information contained in the actuarial study and all
other available information that we considered, we maintain a reserve of $27.6 million for this liability.
Legal costs, which are expensed as incurred, are estimated to range from $16 to $20 million during the
same period. At December 31, 2005, approximately 4,500 cases were outstanding for which we were
responsible for any related liabilities. Since inception in September 2001 through February 28, 2006, the
amounts paid for settled claims are approximately $3.9 million. Although we settled a significant number
of cases in early 2006, a substantial increase in the number of new claims or increased settlement
payments or awards of damages could have a material adverse effect on our business, financial condition
and results of operations.

Given the uncertainties associated with projecting asbestos-related matters into the future and other
factors outside our control, we cannot give any assurance that significant increases in the number of
claims filed against us will not occur, that asbestos-related damages or settlement awards will not exceed
the amount we have in reserve, or that additional provisions will not be required. Management will
continue to monitor the circumstances surrounding these potential liabilities in determining whether
additional reserves and provisions may be necessary. We plan on performing a similar annual actuarial
analysis during the third quarter of each year for the foreseeable future.

In addition to asbestos-related claims, our product sales entail the risk of involvement in other product
liability actions. We maintain product liability insurance coverage, but we cannot give any assurance that
current or future policy limits will be sufficient to cover all possible liabilities. Further, we can give no
assurance that adequate product liability insurance will continue to be available to us in the future or that
such insurance may be maintained at a reasonable cost to us. In the event of a successful product liability
claim against us, a lack or insufficiency of insurance coverage could have a material adverse effect on our
business, financial condition and results of operations.

Our substantial indebtedness could negatively affect our financial health.

We have a significant amount of indebtedness. As of December 31, 2005, our total outstanding
indebtedness was $248 million. We incurred $90 million of indebtedness in July 1999 from the sale of
our convertible debentures. We have an existing revolving bank credit facility of $305 million with
General Electric Capital Corporation, as agent, and a syndicate of lenders, which we refer to throughout
this Report as our revolving credit facility. As of December 31, 2005, we had $142 million of outstanding
indebtedness and approximately $52 million of availability under this revolving credit facility. Our
substantial indebtedness could:

increase our vulnerability to general adverse economic and industry conditions;

+ limit our ability to fund future working capital, capital expenditures, research and development
costs and other general corporate requirements;

¢ limit our ability to pay future dividends;

e limit our flexibility in planning for, or reacting to, changes in our business and the industry in
which we operate;

o increase the amount of interest expense that we have to pay because some of our borrowings are
at variable rates of interest, which, if interest rates increase, could result in a higher interest
expense; and

e limit, along with the financial and other restrictive covenants of our indebtedness, among other
things, our ability to borrow additional funds.
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In addition, we have granted the lenders under our revolving credit facility a first priority security interest
in substantially all of our currently owned and future acquired personal property, real property (other than
our Long Island City facility) and other assets. We have also pledged shares of stock in our subsidiaries to
those lenders. In addition, our credit facility requires us to meet specified financial ratios and limits our
ability to enter into various transactions. If we default on any of our indebtedness, or if we are unable to
obtain necessary liquidity, our business could be adversely affected.

We may not be able to generate the significant amount of cash needed to service our indebtedness and
fund our future operations.

Our ability either to make payments on or to refinance our indebtedness, or to fund planned capital
expenditures and research and development efforts, will depend on our ability to generate cash in the
future. Our ability to generate cash is in part subject to general economic, financial, competitive,
legislative, regulatory and other factors that are beyond our control.

Based on our current level of operations, we believe our cash flow from operations, available cash and
available borrowings under our revolving credit facility will be adequate to meet our future liquidity
needs for at least the next few years. Significant assumptions underlie this belief, including, among other
things, that there will be no material adverse developments in our business, liquidity or capital
requirements. If we are unable to service our indebtedness, we will be forced to adopt an alternative
strategy that may include actions such as:

reducing capital expenditures;

reducing research and development efforts;
selling assets;

restructuring or refinancing our indebtedness; and
seeking additional funding.

We cannot assure you that our business will generate sufficient cash flow from operations, or that future
borrowings will be available to us under our revolving credit facility in amounts sufficient to enable us to
pay the principal and interest on our indebtedness or to fund our other liquidity needs. We may need to
refinance all or a portion of our indebtedness on or before maturity. We cannot assure you that we will be
able to refinance any of our indebtedness on commercially reasonable terms or at all.

Our business is dependent on our maintaining satisfactory relationships with suppliers, and the loss
of several major suppliers of raw materials or key components may have a material adverse effect
on our operations.

Our business depends on our relationships with suppliers of raw materials and components that we use on
our product lines and on our ability to purchase these raw materials and key components at prices and on
terms comparable to similarly-situated companies. We purchase most materials in the U.S. open market.
Although we do not expect that the loss of any one supplier would have a material adverse effect on us,
the loss of several major suppliers would have a material adverse effect on our business, financial
condition and results of operations.

We may incur liabilities under government regulations and policies and environmental laws, which
may have a material adverse effect on our business, financial condition and results of operations.

Domestic and foreign political developments and government regulations and policies directly affect
automotive consumer products in the United States and abroad. Regulations and policies relating to over-
the-highway vehicles include standards established by the United States Department of Transportation for
motor vehicle safety and emissions. The modification of existing laws, regulations or policies, or the
adoption of new laws, regulations or policies, could have a material adverse effect on our business,
financial condition and results of operations. Our failure to comply with these laws and regulations could
subject us to civil and criminal penalties.
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Our operations and properties are also subject to a wide variety of increasingly complex and stringent
federal, state, local and international laws and regulations, including those governing the use, storage,
handling, generation, treatment, emission, release, discharge and disposal of materials, substances and
wastes, the remediation of contaminated soil and groundwater and the health and safety of employees.
Such environmental laws, including but not limited to those under the Comprehensive Environmental
Response Compensation & Liability Act, may impose joint and several liability and may apply to
conditions at properties presently or formerly owned or operated by an entity or its predecessors, as well
as to conditions at properties at which wastes or other contamination attributable to an entity or its
predecessors have been sent or otherwise come to be located.

The nature of our operations exposes us to the risk of claims with respect to such matters, and we can give
no assurance that violations of such laws have not occurred or will not occur or that material costs or
liabilities will not be incurred in connection with such claims. One of our facilities is currently undergoing
minor environmental remediation. The environmental remediation costs at such facility are covered by an
insurance policy of $3 million, which is subject to a $1.5 million deductible; we have purchased additional
environmental insurance coverage in the amount of $2 million with a $0.1 million deductible relating to
such facility. We also maintain two $10 million environmental policies to cover our existing U.S. facilities.
Based upon our experience to date, we believe that the future cost of compliance with existing
environmental laws, and liability for known environmental claims pursuant to such environmental laws,
will not give rise to additional significant expenditures or liabilities that would be material to us.
However, future events, such as new information, changes in existing environmental laws or their
interpretation, and more vigorous enforcement policies of regulatory agencies, may have a material
adverse effect on our business, financial condition and resulits of operations.

ITEM 1B. UNRESOLVED STAFF COMMENTS.

We have one unresolved comment from the Staff of the SEC, relating to the disclosure of our internal
control over financial reporting contained in our Annual Report on Form 10-K for the year ended December
31, 2004 (the “2004 Form 10-K”). The Staff commented that our 2004 Form 10-K was materially deficient
because (1) management was unable to complete its assessment of our internal control over financial
reporting as of December 31, 2004 as required under Section 404 of the Sarbanes-Oxley Act (“SOX 404”)
and (2) Grant Thornton, our auditors, disclaimed an opinion on the effectiveness of our internal control over
financial reporting. We believe that the Staff’s comment will be resolved upon the filing of this Report,
which includes an assessment by management that our internal controls are effective as of December 31,
2005 and an opinion of Grant Thomton agreeing with management’s assessment of our internal controls.
See “Item 8. Financial Statements and Supplementary Data—Management’s Report on Internal Control
Over Financial Reporting” and “—Report of Independent Registered Public Accounting Firm—Internal
Control Over Financial Reporting” for further discussion.
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ITEM 2. PROPERTIES

We maintain our executive offices and a manufacturing plant in Long Island City, New York. The table
below describes 