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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Employee Benetfits Committee and
the BorgWarner Inc. Retirement Savings Plan:

We have audited the accompanying statements of assets available for benefits of the BorgWamer Inc.
Retirement Savings Plan (the “Plan™} as of December 31, 2006 and 20035, and the related statement of
changes in assets available for benefits for the year ended December 31, 2006. These financial statements
are the responsibility of the Plan’s management. Our responsibility is to express an opinion on these
financial statements based on our audits,

We conducted our audits in accordance with standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the aundit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. The Plan is not
required to have, nor were we engaged to perform, an audit of its internal control over financial reporting.
Our audits included consideration of internal contro! over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the Plan’s intemal control over financial reporting. Accordingly, we express no such
opinion. An andit also includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used, and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the assets available for
benefits of the Plan as of December 31, 2006 and 2005, and the changes in net assets available for
benefits for the year ended December 31, 2006, in conformity with accounting principles generally
accepted in the United States of America.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The supplemental schedules listed in the Table of Contents are presented for the purpose of
additional analysis and are not a required part of the basic financial statements but are supplementary
information required by the Department of Labor’s Rules and Regulations for Reporting and Disclosure
under the Employee Retirement Income Security Act of 1974. These schedules are the responsibility of
the Plan’s management. Such schedules have been subjected to the auditing procedures applied in our
audit of the basic 2006 financial statements and, in our opinion, are fairly stated in all material respects
when considered in refation to the basic financial statements taken as a whole.

LA A S,

June 25, 2007

Member of
Deloitte Touche Tohmatsu



BORGWARNER INC. RETIREMENT SAVINGS PLAN

STATEMENTS OF ASSETS AVAILABLE FOR BENEFITS
AS OF DECEMBER 31, 2006 AND 2005
(In thousands)

2006 2005
ASSETS:
Participant-directed investments in BorgWarner Inc. Retirement
Savings Master Trust ("Master Trust") $ 594,181 $559,628
Participant loans 6,280 3,869
Investments 600,461 563,497
Participant contributions receivable 255 645
Company contributions receivable 925 689
ASSETS AVAILABLE FOR BENEFITS AT FAIR VALUE § 601,641 $564,831
Adjustments from fair value to contract value for fully benefit-
responsive investment contracts 866 (107)
ASSETS AVAILABLE FOR BENEFITS $ 602,507 $564,724

See notes to financial statements,



BORGWARNER INC. RETIREMENT SAVINGS PLAN

STATEMENT OF CHANGES IN ASSETS AVAILABLE FOR BENEFITS
FOR THE YEAR ENDED DECEMBER 31, 2006
(In thousands)

ADDITIONS TO ASSETS:
Investment income from the Master Trust $ 59,009
Loan interest repayments 404
Contributions from participants 18,951
Contributions from the Company 18,375
Total additions 96,739
DEDUCTIONS FROM ASSETS:
Participants’ withdrawals 58,280
Net transfers to other BorgWarner Inc. plans 437
Administrative expenses 239
Total deductions 58,956
NET INCREASE 37,783
ASSETS AVAILABLE FOR BENEFITS—Beginning of year 564,724
ASSETS AVAILABLE FOR BENEFITS—End of year $ 602,507

See notes to financial statements.



BORGWARNER INC.
RETIREMENT SAVINGS PLAN

NOTES TO FINANCIAL STATEMENTS
AS OF DECEMBER 31, 2006 AND 2005 AND FOR THE
YEAR ENDED DECEMBER 31, 2006

1. DESCRIPTION OF PLAN

The following description of the BorgWarner Inc. Retirement Savings Plan (the “Plan”) provides only
general information. Participants should refer to the Plan document for a more complete description of
the Plan’s provisions.

General—The Plan was established on January 27, 1993, and is a participating plan under the
BorgWarner Inc. Retirement Savings Master Trust (the “Master Trust””). BorgWarner Inc.
{the “Company” or the “Corporation”) is the sponsor of the Plan.

The Plan was established as a defined contribution plan under Section 401(a) of the Internal Revenue
Code (“IRC™), designed to provide eligible employees of the Company with systematic savings and
tax-advantaged long-term savings for retirement. The Company has assigned the Employee Benefit
Committee (the “Committee”) to oversee the Plan and the Master Trust.

The Committee appointed T. Rowe Price Retirement Plan Services, Inc. and T. Rowe Price Trust Co.
(the “Trustee”) to perform the administrative, investment, and trustee services for the Plan and the
Master Trust. This appointment was effective December 29, 2005, when responsibility for these services
was transferred from Putnam Investor Services, Inc. and Putnam Fiduciary Trust.

The Plan is subject to the provisions of the Employee Retirement Income Security Act of 1974
(“ERISA”).

Eligibility—Employees of the Company, and employees of its divisions, subsidiaries, or affiliates that
have adopted the Plan, subject to the consent of the Committee, are immediately eligible to start making
employee contributions as of their date of hire.

Participants’ Accounts— Individual accounts are maintained for each Plan participant. Each
participant’s account is credited with the participant’s contributions, the Company’s matching
contributions and Plan earnings, and charged with withdrawals, expenses and an allocation of Plan
losses. Allocations are based on participant earnings or account balances. The benefit to which a
participant is entitled is the benefit that can be provided from the participant’s vested account, including:

Company Retirement Account—The Company makes contributions as a percentage of a participant’s
compensation, based on years of vested service and age, to this account on behalf of each eligible
participant. No employee contributions are made to this account.

Savings Account—Participants may voluntarily contribute from 1% to 28% of their compensation to
this account, subject to [RC limitations. Pretax deferrals into this account are limited to 10% of
executive compensation for highly compensated employees. New employees are automatically
enrolied at 3% upon completing 60 days of service, unless they elect not to participate or they elect a



different percentage rate. The Company makes contributions equal to 100% of the first 3% of
participant pre-tax contributions.

Retiree Health Accouni—Participants may voluntarily contribute from 1% to 3% of their
compensation to this account, depending on their date of hire and when their facility adopted this
provision of the Plan. The Company makes contributions equal to 100% of participants’
contributions to this account, limited to $500 per year. No after-tax contributions are allowed.

Investment Options—Participants elect to invest their account balances (including current and
accumulated contributions, current and accumulated Company contributions on behalf of participants
and earnings) into various investment options offered by the Plan, including collective-trust funds,
investment contracts, mutual funds and the BorgWarner Inc. Stock Fund.

Vesting—Fund assets attributable to voluntary participant contributions are fully vested at all times.
Fund assets attributable to Company contributions vest 100% upon: three years of vested service;

or permanent disability, death, or attaining age 65 provided the participant is employed by the Company
on that date.

Withdrawals—While participants are employed, no hardship withdrawals may be made from the
Company Retirement Account or Retiree Health Account. Hardship withdrawals may be made from the
Savings Account at participants’ discretion, subject to certain limitations. Distribution of benefits is
made upon retirement, death, or other termination of employment as permitted by the Plan and by
ERISA regulations. Participants may elect to receive distributions in installments or a lump sum.

Loans—Participants may borrow from their Savings Account a minimum of $500 and a maximum of
the lesser of (a) 50% of the vested balance or (b) $50,000 reduced by the highest outstanding loan
balance in the last [2 months.

Loan terms ranged from six months to five years, with interest charged at the rate established by the
Trustee for similar loans on the origination date. Interest rates on loans outstanding as of December 31,
2006 range from 5.00% to 9.25%. No loans are permitted from the Company Retirement Account or the
Retiree Health Account. Loans are secured by the remaining balance in the participant’s Savings
Account. Principal and interest are paid ratably through payroll deductions.

Priorities Upon Termination—Though the Company has expressed no intent to discontinue the Plan, it
has the right to do so at any time, subject to provisions set forth in ERISA. In the event of termination,
the interests of affected participants shal! become fully vested. The Plan assets then remaining shal! be
used to pay administrative expenses and benefits equal to the balance in participant accounts.

Forfeited Accounts— At December 31, 2006, there were approximately $649,000 in forfeited nonvested
accounts. These accounts will be used to reduce future employer contributions. At December 31, 2005,
there were no forfeited nonvested accounts. During the year ended December 31, 2006, employer
contributions were reduced by approximately $69,000 from forfeited nonvested accounts.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation—The financial statements of the Plan are prepared under the accrual method of
accounting and in accordance with accounting principles generally accepted in the United States of
America (“GAAP"™).



Adoption of New Accounting Guidance—The financial statements reflect the retroactive adoption of
Financial Accounting Standards Board Staff Position, FSP AAG INV-1 and SOP 94-4-1, Reporting of
Fully Benefit-Responsive Contracts Held by Certain Investment Companies Subject to the AICPA
Investment Company Guide and Defined-Contribution Health and Welfare and Pension Plans (the
“FSP™). As required by the FSP, the statements of assets available for benefits presents investment
contracts at fair value as well as an additional line item showing an adjustment of fully benefit-
responsive contracts from fair value to contract value at December 31, 2006 and 2005. The adoption of
the FSP did not impact the amount of assets available for benefits at December 31, 2005. The statement
of changes in assets available for benefits is presented on a contract value basts and was not affected by
the adoption of the FSP.

Investments— The Investment Contracts Fund (“ICF”) of the Master Trust contains guaranteed
investment contracts (“GIC’s”) which are stated at contract value (cost plus interest earned to date, less
withdrawals and administrative expenses) as reported by the Trustee. The contract value of the ICF was
approximately $147,596,000 and $158,606,000 at December 31, 2006 and 2005, respectively, which
includes the GIC’s reported at contract value, compared to the ICF with all assets reported at fair value
of approximately $146,403,000 and $158,754,000, respectively. The fair value of the GIC’s were
calculated by discounting the related cash flows based on current yields of similar instruments with
comparable durations. The GIC's in the ICF are fully benefit-responsive, meaning participants may
ordinarily direct the withdrawal or transfer of all or a portion of their investment at contract value. The
average yield for the GIC’s in the ICF was between 3.6% - 5.7% for the year ended December 31, 2006.
The crediting interest rate was 4.8% and 4.9% at December 31, 2006 and 2005, respectively. Crediting
interest rates are influenced by the yield and any gain or loss on investment contracts underlying the
ICF. The yield on the ICF is an average of the crediting rates of interest for the underlying investment
contracts and the blended yields of the T. Rowe Price Stable Value Common Trust Fund and the Putnam
Stable Value Fund. The crediting interest rates for investment contracts held directly by the ICF are
expected to be fixed for the duration of the contracts. Yields for the T. Rowe Price Stable Value
Common Trust Fund and the Putnam Stable Value Fund change daily. Employer-directed withdrawals
may result in limits on book-value payments based on corridors listed in individual contracts. There are
no reserves against contract value for credit risk of the contract issuer or otherwise.

The Loan Fund is valued at cost plus accrued interest, which approximates fair value,

Investments in all other funds of the Master Trust, except Collective Trust Funds, are stated at fair value,
based on quoted market prices as reported by the Trustee. Collective Trust Funds are stated at estimated
fair value, based on the fair values of the underlying assets, as reported by the Trustee.

Estimates—The preparation of financial statements in conformity with GAAP requires Plan
management to make estimates and assumptions that affect the reported amounts of assets available for
benefits as of the date of the financial statements, and the reported amounts of changes in assets
available for benefits during the reporting period. Actual results could differ from those estimates.

Risks and Uncertainties— The Plan utilizes various investment instruments, including mutual funds,
collective trusts and investment contracts. Investment securities, in general, are exposed to various risks,
such as interest rate, credit, and overall market volatility. Due to the level of risk associated with certain
investment securities, it is reasonably possible that changes in the values of investment securities will
occur in the near term and that such changes could materially affect the amounts reported in the financial
statements.




Administrative Expenses—Transfer taxes and brokerage expenses attributable to the Master Trust assets
are charged to the applicable fund as a reduction of the return on that fund. Any other expenses incurred
with respect to Master Trust income or property are charged to participant accounts, where applicable, or
are paid in such manner as the Company determines, and is in accordance with the plan documents.

Payment of Benefits—Benefits are recorded when paid. There were no amounts allocated to accounts of
persons who had elected to withdraw from the Plan but had not yet been paid at December 31, 2006 and
2005.

Transfers—Other entities of the Corporation, sponsor defined contribution plans, besides the Plan.
When an employee transfers to any other BorgWarner Inc. entity covered by a different BorgWarner
Inc. sponsored plan, that participant’s account balance is transferred to the corresponding plan.

EXEMPT PARTIES-IN-INTEREST TRANSACTIONS

The Master Trust invests in BorgWarner Inc. common stock and makes loans to participants, which are
permitted party-in-interest transactions. Certain Master Trust investments are shares of mutual funds and
other investments managed by the Trustee and, therefore, these transactions qualify as party-in-interest
transactions. Fees paid by the Plan to the Trustee for administrative services amounted to approximately
$239,000 for the year ended December 31, 2006, and are included in administrative expenses. Fees paid
by the Plan to the Trustee for investment management services were included as a reduction of return
earned on each fund.

At December 31, 2006 and 2005, the Master Trust held approximately 1,148,000 and 1,309,000 shares,
respectively, of BorgWarner Inc. common stock, the sponsoring employer, on behalf of the Plan. These
shares had a fair vatue of approximately $67,753,000 and $79,392,000 at December 31, 2006 and 2005,
respectively. During the year ended December 31, 2006, the Master Trust recorded dividends of
approximately $777,000 on BorgWarner Inc. common stock on behalf of the Plan.

The costs and expenses incurred by the Trustee under the Plan and the fee charged by the Trustee is
charged to the Plan. The Company shall have the right to be reimbursed each year from the Plan for the
cost to the Company of bank fees and auditing fees.

NONEXEMPT PARTIES-IN-INTEREST TRANSACTIONS

The Company remitted participant contributions for the semi-monthly pay periods ended March 3t,
2006, April 15, 2006 and June 15, 2006 of $12,846, $13,652 and $12.482, respectively, to the Trustee on
September 25, 2006, which was later than required by Department of Labor (“D.O.L.")

Regulation 2510.3-102. The Company intends to file Form 5330 with the Internal Revenue Service and
pay the required excise tax on the transaction. In addition, participant accounts were credited with the
amount of investment income that would have been earned had the participant contributions been
remitted on a timely basis.

TAX STATUS

The Plan obtained a favorable determination letter, dated May 9, 2003, in which the Internal Revenue
Service (“IRS”) stated the Plan complied with applicable requirements of the IRC. The Plan has been
amended since receiving the determination letter; however, the Plan’s management believes the Plan is
currently designed and being operated in accordance with the applicable rules and regulations of the
[RC; therefore, no provision for income taxes has been made in the Plan’s financial statements.



RECONCILIATION OF FINANCIAL STATEMENTS TO FORM 5500

The following is a reconciliation of assets available for benefits per the financial statements to the
Form 5500 as of December 31, 2006.

2006
(in thousands)
Assets available for benefits per the financial statements $ 602,507
Adjustment from contract value to fair value for fully
benefit-responsive investment contracts (866)
Assets available for benefits per the Form 5500 5 601,641

For the year ended December 31, 2006, the following is a reconciliation of net investment income per
the financial statements to the Form 5500:

2006
(in thousands)
Total net investment income per the financial statements $ 59413
Adjustment from contract value to fair value for fully
benefit-responsive investment contracts (866)
Total earnings on investments per the Form 5500 m

VOLUNTARY COMPLIANCE RESOLUTION

The Company intends to file an application for a compliance statement with the IRS under its Voluntary
Compliance Resolution program with respect to the inadvertent exclusion of certain forms of
compensation from eligible compensation in applying participants” deferral elections and in calculating
employer matching and the Company retirement account contributions. The Company intends to correct
the inadvertent exclusions by contributing a remedial amount to the account of each affected Plan
participant in accordance with IRS guidelines. The IRS guidelines generally provide for the contribution
of 50% of the amount that should have been withheld from affected participants; the Company match
associated with these amounts; the Company retirement account contribution; and the estimated
investment gains/losses that could have been realized had such withholdings and Company contributions
occurred (collectively, the “Retroactive Contribution™). The 50% amount for participants” deferrals
reflects the fact that the participants actually received the compensation (as current salary or wages) in
the year earned. Based on the IRS guidelines, the Company contributions receivable on the statement of
assets available for benefits as of December 31, 2006 contains approximately $644,000 for the
Retroactive Contribution. The Company believes that this is an acceptable method to correct the
withholding failure and that it will receive a favorable compliance statement from the IRS, although the
IRS could require adjustments in the Company’s correction methodology. Any such adjustments would
affect the estimated Retroactive Contribution amount.

MASTER TRUST INFORMATION

Use of the Master Trust permits commingling of trust assets of a number of defined contribution plans of
the Corporation for investment and administrative purposes. Although assets are commingled in the



Master Trust, the Trustee maintains supporting records for the purpose of allocating the net gain (loss) of
the investment account to the various participating plans.

Purchases and sales of securities in the Master Trust are recorded on a trade-date basis. Interest income
is recorded on an accrual basis. Dividends are recorded on the ex-dividend date.

At December 31, 2006 and 2005, the Master Trust consisted of the investments of five defined
contribution plans sponsored by entities owned by the Corporation. The investments held by the Master
Trust are valued at fair value at the end of each business day, with the exception of Investment Contracts
held in the ICF, which are valued at cost plus interest earned to date. The net gain (loss) in the Master
Trust is allocated by the Trustee to each participating plan based on the relationship of the interest of
each plan to the total of the interests of all participating plans.

At December 31, 2006 and 2003, the Plan’s interest in the assets of the Master Trust was 72.60% and
72.01%, respectively.

The following tables present the carrying value of investments of the Master Trust as of December 31,
2006 and 2005, and the components of investment income for the Master Trust for the year ended
December 31, 2006:

2006 2005
(in thousands)

Fair value of investments:

Barclay's Equity Index $204,485 $197,930
Collective trust funds 202,545 170,748
Investment Contracts Fund 146,403 158,754
BorgWarner Inc. Stock Fund 108,196 125,822
Harbor International Fund 56,785 29,752
Vanguard Mid-Cap Index 52,840 48,408
Buffalo Small Cap 47,026 45,731
Cash & Other 160 -
Assets reflecting all investments at fair value 818,440 777,145
Adjustments from fair value to contract value 1,193 (148)
Total Assets $819,633 $776,997




Year Ended
December 31, 2006
{in thousands)
Investment income:
Net appreciation (depreciation) in fair value of investments:

Barclay's Equity Index $ 28,941
Collective trust funds 20,654
Investment Contracts Fund 71
BorgWarner Inc. Stock Fund (3,065)
Harbor International Fund 9,451
Vanguard Mid-Cap Index 5,857
Buffalo Small Cap 2,625
Total net appreciation in fair value of investments 64,534
Investment Contracts Fund 6,833
BorgWarner Inc. Stock Fund 1,240
Harbor International Fund 2,880
Vanguard Mid-Cap Index 723
Buffalo Small Cap 3,308
Total dividend and interest income 14,984
Total $ 79,518

* k k ¥k ¥k ¥
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BORGWARNER INC. RETIREMENT SAVINGS PLAN

FORM 5500—SCHEDULE H, PART IV, LINE 4i—SCHEDULE OF ASSETS

(HELD AT END OF YEAR)
AS OF DECEMBER 31, 2006

(in thousands)

Identity of Issues, Description of Investment Including
Borrower, Lessor, or Maturity Date, Rate of Interest,
Similar Party Collateral, Par, or Maturity Value
*  Participants Loans Loans to participants, interest rates

ranging from 5.00% to 9.25%;
maturities ranging from 6 months to 5 years

* Denotes party-in-interest.

-12-
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Value

6,280
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the committee has
duly caused this annual report to be signed on its behalf by the undersigned hereunto duly
authorized.

Plan Name: BorgWarner Inc. Retirement Savings Plan

By  JeasetltA 'Mh—u_l—%'

Name: Timothy M. Mahganello
Title: Member Retirement Saving€ Plan Committee

Date: June ;_17 2007
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Deloitte & Touche LLP
Suite 900

600 Renaissance Center
Detroit, M| 48243-1895
USA

Tel: +1 313 396 3000
Fax: +1 313 396 3618
wwnw deloitte com

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in Registration Statement Nos. 333-118202 and 333-136605
on Form S-8 of BorgWarner Inc. of our report dated June 25, 2007, appearing in this Annual Report on
Form 11-K of the BorgWamer Inc. Retirement Savings Plan for the year ended December 31, 2006.

G L Oz ey

Detroit, Michigan
June 25, 2007
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