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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report contains forward-looking statements (as such term is defined in Section 27A of the
Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934) and information relating to us that
are based on the current beliefs of our management as well as assumptions made by and information currently
available to management, including statements related to the markets for our products, general trends in our
operations or financial results, plans, expectations, estimates and beliefs. In addition, when used in this Annual
Report, the words "may," "could," "should," "anticipate," "believe," "estimate,” "expect,” "intend," "plan," "predict"
and similar expressions and their variants, as they relate to us or our management, may identify forward-looking
statements. These statements reflect our judgment as of the date of this Annual Report with respect to future events,
the outcome of which is subject to risks, which may have a significant impact on our business, operating results or
financial condition. Readers are cautioned that these forward-looking statements are inherently uncertain. Should
one or more of these risks or uncertainties materialize, or should underlying assumptions prove incorrect, actual
results or outcomes may vary materially from those described herein. We undertake no obligation to update
forward-looking statements. The risks identified in Item 1A. “Risk Factors,” among others, may impact
forward-looking statements contained in this Annual Report.

PART 1
ITEM 1. BUSINESS

Overview

ATC Technology Corporation, through its subsidiaries, provides outsourced supply chain logistics services
and engineering solutions to the consumer electronics industries and light and medium/heavy-duty vehicle aftermarket.
Through our Logistics Business, we offer value-added supply-chain services primarily to the wireless, high-end
consumer electronics, broadband and cable and light vehicle automotive electronics markets. These services include
fulfillment, returns management, reverse logistics, repair and other related services. Through our Drivetrain Business,
we provide customized remanufacturing services focused on complex light and medium/heavy-duty vehicle drivetrain
products, consisting principally of automatic transmissions and to a lesser extent engines, that are primarily sold
through the service, repair and parts organizations of our customers. We generally provide services under contractual
relationships with customers that distribute high-value, complex products.

We believe our service offerings are differentiated from those of our competitors by the degree of
customization we provide coupled with our focus on quality and the consistency of our performance. We have
developed business processes, technical capabilities and information technology systems that allow us to design
flexible and scaleable solutions that help our customers reduce their costs, improve their supply chain efficiency and
enhance their profitability. We manage, monitor and communicate detailed information about our processes and our
customers’ shipments, returns, products and inventory on a real-time basis. This information is readily accessible to
our customers, easy-to-use, and customized to fit their needs. We also use this information to analyze and improve
the performance of our businesses and to help us achieve our exacting quality and service benchmarks.

ATC Technology Corporation was incorporated in Delaware in 1994 and became a publicly traded company
in 1996. Prior to June 2008, we were known as Aftermarket Technology Corp.

Our Logistics Business

Our Logistics Business provides a number of value-added services that generate operational efficiencies for
our customers through the outsourcing of certain supply chain functions. Specifically, our Logistics Business provides
value-added warehousing, packaging and distribution, reverse logistics, turnkey order fulfillment, electronic equipment
testing, and refurbishment and repair services. Except for component parts to support our repair services and certain
product accessories and packaging materials to support our packaging services, we generally do not take ownership of
inventory. As a result, our working capital needs are relatively less than other logistics service providers who take
ownership of inventory. Our principal customers are in the wireless, consumer electronics and automotive industries
and include AT&T, TomTom, Nokia, LG, T-Mobile, TiVo, SonyEricsson, General Motors (“GM”) and Delphi.



Logistics Business segment sales accounted for 66.6%, 55.5%, 52.9%, 36.5% and 27.8% of our 2008, 2007, 2006,
2005 and 2004 net sales, respectively.

We determine our logistics processes in close consultation with our customers. Our information
technology systems allow rapid integration with our customers’ systems and, in conjunction with our customized
processes, help us to meet demanding logistics and repair requirements. By improving our customers’ inventory
turns and speed of repair and refurbishments, as well as enabling our customers to realize value from returned
products, we believe we help our customers increase their profitability, reduce their capital investments and enhance
their opportunities for growth. We customize our products and services to meet the specific individual needs of
customers instead of offering one standard suite of products and services.

Our logistics customers market and distribute complex and serialized consumer electronics such as wireless
devices, navigation devices, broadband and cable devices, and light vehicle audio systems and instrument clusters. As
part of our service offering, we provide bulk and direct fulfillment of wireless devices and broadband and cable
devices for AT&T and its partners. We deliver products both to AT&T retail locations and directly to individuals,
and provide inventory tracking and management, process all warranty-service exchanges and perform test & repair
services. Growth in our Logistics Business has largely been with AT&T and more recently with TomTom, where we
provide fulfillment, packaging, returns management, and test & repair services. Additionally, we provide various of
our suite of logistics service offerings for GM, Nokia, LG, T-Mobile, SonyEricsson and TiVo and provide returned
material reclamation and core management and disposition services for GM. We generally provide our services to
each customer pursuant to a contract with detailed statements of work. These contracts typically may be terminated
by the customer on 180 days notice or less. The statements of work for forward & reverse logistics services and test
& repair programs with AT&T run through 2010.

Our Drivetrain Business

Our Drivetrain Business remanufactures drivetrain products, which we distribute primarily to Original
Equipment Service (“OES”) organizations and their outlets (i.e., the service and repair organizations of automotive
Original Equipment Manufacturers (“OEMs”)). We believe we are the largest independent light vehicle automatic
transmission remanufacturer in the world. Our drivetrain products consist principally of remanufactured automatic
transmissions and also include remanufactured torque converters, valve bodies and engines. Our principal Drivetrain
customers are Ford, Honda, Allison, Chrysler and GM. Drivetrain Business net sales accounted for 33.4%, 44.5%,
47.1%, 63.5%, and 72.2% of our 2008, 2007, 2006, 2005 and 2004 net sales, respectively.

During the later part of 2008, our Drivetrain customers and the supporting supply base experienced
unprecedented distress due to the significant adverse changes in the North American vehicle industry caused by the
economic slowdown. In conjunction with these adverse changes, we have taken actions to restructure our North
American Drivetrain operations, which include the 2009 closure and consolidation of our operations at our
Springfield, Missouri automatic transmission remanufacturing facility into our existing Company-owned Drivetrain
facility in Oklahoma City, Oklahoma.

The closure of our Springfield facility is another step in a series of cost-cutting actions that began in early
2008 and have continued throughout the year to streamline our North American Drivetrain business. We plan to
“move production lines in stages, thereby continuing uninterrupted and seamless delivery of product to our
customers, transferring all current production to Oklahoma City over the first six months of 2009 to coincide with
the expiration of the Springfield facility lease at the end of 2009. The restructuring includes the streamlining of
both administrative and operations functions to more efficiently meet the needs of our customers while providing
adequate resources to pursue new opportunities as we work to drive growth in this business.

In connection with this restructuring, we recorded pre-tax charges of $9.7 million during the fourth quarter
of 2008 and expect to incur additional charges of $5-$6 million in 2009. These events also caused us to reassess the
carrying value of goodwill of our North American Drivetrain business, and as a result we recorded an impairment
charge of $79.1 million during the fourth quarter of 2008. See Item 7. “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” and Item 8. “Consolidated Financial Statements and Supplementary
Data —~Note 2 ~ Goodwill and Other Intangible Assets, Note 5 and Note 18.”



Remanufactured products are used in the repair of vehicles by dealers and other service outlets during both the
warranty and post-warranty periods following the sale of a vehicle. Remanufacturing is a process through which used
components known as “cores” are returned to a central facility where they are disassembled and the paris are inspected,
cleaned, refurbished and tested. We then combine the reusable parts with new parts, primarily in a high-volume
cellular assembly process, to create remanufactured components that are of comparable quality to new components.
We remanufacture some of the most complex components of a vehicle, such as the transmission and engine. Generally,
our customers and their designated suppliers provide parts and cores to us and the customer retains title to the core.
However, our medium/heavy-duty remanufacturing program with Allison requires us to purchase the cores from
Allison. In cases where we do not take ownership of the cores, our working capital requirements are reduced.
Furthermore, because we use salvaged parts from cores or new parts sourced from our customers and their designated
suppliers, we are not directly subject to material pricing fluctuations. We believe remanufactured products are
generally lower in cost than new replacement components and frequently facilitate a faster, more reliable repair when
compared to components that are rebuilt at service outlets. In addition, remanufactured components efticiently reuse
existing parts and are less damaging to the environment.

We remanufacture OEM-approved transmissions for warranty and/or post-warranty replacement of
transmissions for Ford, Honda, Allison, Chrysler, GM and certain foreign OEMs, primarily for use in the United
States service and repair organizations of their dealer networks. Additionally, our European facility remanufactures
OEM-approved gas and diesel engines for several European OEMs, including Jaguar Land Rover and the European
divisions of Ford and GM. These engines are used for warranty and post-warranty replacement and we also
provide certain machining services for some of our customers.

We work to develop and maintain strong relationships at many levels, in both the corporate and factory
organizations of our drivetrain customers. We began remanufacturing transmissions for Chrysler and Ford in 1989,
and Honda in 2002. Over the past few years, we have strengthened our relationships with many of our Drivetrain
Business customers, as evidenced by the award of new business with Ford, Honda, GM, Chrysler, Jaguar, Land
Rover and Isuzu.

We generally sell our products to each customer pursuant to a supply arrangement that typically may be
terminated by the customer on 90 days notice or less. Our contract with Honda does not have a specific term and
our contracts for transmission remanufacturing with Ford and Allison run through 2009 and 2012, respectively, and
our contract with Chrysler expired at the end of 2008.

Our facilities that remanufacture transmissions for OEMs have QS-9000 or ISO-9000 certification, a
complete quality management system developed for manufacturers who subscribe to the ISO 9002 quality
standards. The system is designed to help suppliers, such as us, develop a quality system that emphasizes defect
prevention and continuous improvement in manufacturing processes.

Industry Background
Logistics Industry

Logistics can generally be defined as the management and transportation of materials and inventory
throughout the supply chain as well as the provision of value-added services such as assembly, packaging,
programming, testing and repair. The logistics industry has expanded rapidly over the last 15 years due to dramatic
improvements in technology, increased demand in customer service requirements, and the significant value
proposition provided to companies by third party logistics (3PL) providers. As more companies focus on core
competencies, many companies have decided to outsource the management of all or part of their supply chain as a
means to reduce costs, increase asset and labor flexibility and improve customer service. As a result, 3PL providers
have become extensively involved in the full range of customer supply chain functions. The operational efficiencies
of a 3PL provider enable companies to reduce investments in facilities, information technology, inventory and
personnel. Third-party services include turnkey supply chain services, such as order fulfillment, product labeling
and packaging, inventory and warehouse management, product return, refurbishment and repair, electronics
equipment testing, reverse logistics and the physical movement of goods.



We compete in the value-added warehousing market, a subset of the 3PL market, which we believe is
fragmented, with no dominant industry player, and growing rapidly. According to Armstrong & Associates, inc.’s
2007 North American 3PL Market Overview report, this market size was estimated to be $27.6 billion of gross
revenues in 2007.

Automotive Aftermarket

Demand for replacement or repair of drivetrain products is a function of numerous factors, such as the number
of vehicles in operation, the average age of vehicles and the average number of miles driven per vehicle. Within this
overall market, factors that influence demand for our remanufactured products, when compared to repair services,
include product complexity, OEM warranty policies governing repair-versus-replace decisions made by their dealers,
and the length of warranty periods. In addition, we believe increasing demand for our remanufacturing services, when
compared to repair services, is also driven by the relatively limited number of qualified repair technicians and repair test
equipment, and the increase in customer service demands. We supply our products to the automotive aftermarket,
which consists of parts and services for light vehicles after their original purchase.

Remanufacturing Process

When an assembly such as a transmission or engine fails, there are generally three alternatives available to
return the vehicle to operating condition. The dealer or independent repair shop may:

e remove the assembly, disassemble it into its component pieces, replace worn or broken parts with
remanufactured or new components, and reinstall the assembly in the vehicle;

e replace the assembly with an assembly from a remanufacturer such as us; or
e replace the assembly with a new assembly manufactured by the OEM.

In our remanufacturing process, we generally obtain used transmission and engine cores from our
customers or their designated suppliers. We then sort the cores by vehicle make and model and either place them
into immediate production or store them until needed. In the remanufacturing process, we evaluate the cores,
disassemble them into their component parts and inspect, clean, refurbish and test the components that can be
incorporated into the remanufactured product. We replace components that we determine to be not reusable or
repairable with other remanufactured or new components. We conduct inspection and testing at various stages of
the remanufacturing process, and we test each finished assembly on equipment designed to simulate performance
under operating conditions. After testing, we generally package completed products for immediate delivery.

There are four primary benefits of using remanufactured components in the repair of vehicles.

e First, costs to the customers associated with remanufactured assemblies generally are substantially less
than costs associated with either new assemblies or assemblies that have been rebuilt by the dealer
following a severe failure. This is due primarily to our lower labor costs and our use of high volume
salvage and manufacturing techniques that enable us to refurbish and reuse a high percentage of
original components. The cost savings produced by remanufactured assemblies help our customers
manage their warranty expenses.

e Second, remanufactured assemblies are generally of consistent high quality due to the precision
manufacturing techniques, technical upgrades and rigorous inspection and testing procedures we
employ in remanufacturing. By contrast, the quality of rebuilt assemblies generally is less consistent
because it is heavily dependent on the skill level of the particular mechanic as well as the availability
of adequate tooling and testing equipment. For warranty repairs, consistent quality is important to the
customer providing the applicable warranty, because once installed, the remanufactured product is
usually covered by the customer’s warranty for the balance of the original warranty period.



e Third, replacement of a faulty component with a remanufactured component generally takes
considerably less time than the time needed to rebuild the component, thereby significantly reducing
the time the vehicle is at the dealer or repair shop and allowing the dealer or repair shop to increase its
volume of business.

e Fourth, the environmental benefits of remanufacturing may be significant. We annually re-process
thousands of tons of materials that would otherwise have been discarded. Remanufacturing in our
facilities, when compared to rebuilding at various dealers, generally results in a more efficient reuse of
parts and a more controlled recycling of scrap materials and excess fluids. This in turn leads to
associated cost savings and benefits to customers that are increasingly focused on environmental
compliance issues.

Our Competitive Strengths

We believe we offer products and solutions that improve our customers’ profits and operations as a result of
our competitive strengths, which include the following:

Customized Service Offering

We are recognized by our customers for our high level of service and our flexibility in providing product and
service solutions. This approach involves our team of specialists who work with the client to understand the specific
deliverables required by that client, understand communication points within the supply chain, design solutions,
establish operational and business metrics, eliminate waste and improve efficiencies. We offer a broad array of
products and services to our logistics customers, which enables us to work with the customer to customize our
products and services to meet the specific individual needs of the customer instead of offering one standard suite of
products and services. We believe our “One-Size-Fits-One” approach helps us attract and retain customers. For
instance, for AT&T, our supply chain management services include product warranty and returns, order entry
processing, testing and repair, warehousing, picking, kitting, customized packaging, shipping and delivery of
wireless handsets, including wireless data devices. Our integrated logistics services also include inventory
management and private labeling. Our customized approach has allowed us to add TomTom, as well as the wireline
segment of AT&T, and TiVo as new customers over the past three years.

High Quality Through Engineering and Technical Know-How

Our remanufactured products are of consistently high quality due to the precision manufacturing
techniques, technical upgrades and rigorous inspection and testing procedures employed in our remanufacturing
processes. We partner with our customers to design processes that help ensure that our remanufacturing of complex
products such as automatic transmissions, valve bodies, torque converters, engines and automotive electronics
replicates OEM quality and test procedures. Our remanufacturing process is completed by testing products using
state-of-the-art equipment such as sophisticated test stands that enable us to replicate OEM test procedures. We are
committed to upholding the quality of our customers’ products and hold QS-9000 Certification, ISO-9000
Certification and Ford’s Q1 Certification. We monitor our procedures and processes, which allows us to identify
and to quickly correct situations that could impact our product quality. We have a team of engineers dedicated to
enhancing and adding new products, sharing innovative solutions and reducing our customers’ expenses.



Information Technology Capabilities

We use information technology to help meet customers’ needs in product security and confidentiality,
product qualification and identification, inventory management, and interactive electronic communication. We also
provide customers with solutions for their supply chain management, reverse logistics, product tracking and product
history needs, while maintaining service and quality levels. Our use of information technology allows us to provide
flexible, accurate, customized logistics solutions to help meet customer requirements while providing full visibility
across the supply chain. Our solutions can reduce customer-required investment in information technology, and can
improve the efficiency of our customers’ inventory and supply chains by providing enhanced traceability and visibility
of inventory, resulting in market-leading performance metrics and improved customer profitability. In addition, our
information technology systems allow for rapid integration with our customers” systems, enhancing the quality of our
services.

Strong, Experienced Management Team

Our executive and operations management team has extensive experience. Our President and Chief Executive
Officer, Todd R. Peters, has over 20 years of financial, acquisition and integration, and automotive operations
experience. Our Chairman of the Board, Donald T. Johnson, Jr., has over 30 years of experience in the logistics and
automotive industries, including five years with Ford as Global Director of Parts, Supply and Logistics, and more
than 20 years with Caterpillar’s Parts and Service and Logistics organizations, including serving as Vice President,
Caterpillar Logistics. Our Vice President and Chief Financial Officer, Ashoka Achuthan, has nearly 30 years of
financial and operational leadership experience and our Vice President and Chief Accounting Officer, John M.
Pinkerton, has nearly 30 years of financial and strategic planning leadership experience, both with large international
businesses. The President of our ATC Logistics Business, F. Antony Francis, has nearly 40 years of financial and
logistics operations experience, and the President of our ATC Drivetrain Business, Richard L. Stanley, has nearly 30
years of operational experience in the automotive industry.

Our Growth Strategies

Our strategy is to be a valued partner that provides logistics, return and repair services and remanufacturing
for customers that distribute high-value, complex products in various markets. We will grow by leveraging our
strong customer relationships while we develop new customers and products.

Growth Within Our Logistics Business

Target New Customers and Broaden Services Provided to Customers. We believe we are well positioned
to capitalize on growth in the 3PL services market, particularly with existing and new customers in the consumer
electronics, broadband and cable, and vehicle industries, by offering customized, reliable and cost effective
solutions for customers with complex logistics requirements involving high-value products. In 2008, we were
awarded new logistics business that we expect to generate $37 million of annualized revenue.

We intend to increase penetration of our existing Logistics Business customer base by broadening our
offering of Logistics products and services and by marketing our core competencies as solutions to meet our
customers’ needs. Under our “One-Size-Fits-One” philosophy, we will continue to leverage our broad range of
services to target new customers that provide serialized products across a variety of industries and provide them
with customized products and services to meet their specific needs instead of offering one standard suite of products
and services. We also intend to leverage our core competencies in logistics and electronics refurbishment by
working with our existing and new customers to identify products and services where we can add value in
satisfaction of our customers’ specific needs. We intend to further expand our penetration of the market for
logistics services and electronics repair through the addition of other wireless carriers, wireless OEMs, and
broadband and cable providers to our customer base and through penetration of and into other vertical markets,
including electronics and computers, and medical devices. We have also identified and targeted several new market
segments, including additional classes of consumer electronics.



Growth Within Our Drivetrain Business

Expand Our Product Offering and Product Application. Our business and product development teams are
working to identify new products and processes that enable us to compete for additional business with our OES
customers and their dealers by helping them to increase their penetration of the drivetrain repair market and/or
reduce their total warranty costs. For example, we are working with certain of our OES customers’ dealers to (i)
develop and implement products and strategies designed to enable them to penetrate, or increase their penetration
of, the post-warranty replacement market for automotive transmissions and (ii) re-introduce remanufactured
transmissions as a transmission repair alternative in warranty applications.

Enter Additional Markets for our Services. We are seeking drivetrain remanufacturing opportunities in
markets outside our primary light vehicle aftermarket, including the commercial vehicle market. We believe that our
expertise in drivetrain remanufacturing will be directly transferable to these other markets over time.

Expand Our International Presence. In 2008, we generated approximately 96% of our total net sales in North
America. We believe that our expertise in drivetrain remanufacturing will be directly transferable to foreign markets,
which generally have a less developed drivetrain remanufacturing market than North America. As such we are actively
pursuing additional opportunities with both new and existing customers to provide remanufacturing services in Europe.
We continue to explore opportunities in the global automotive industry for our products and services in order to
capture new business opportunities and improve profitability.

Additional Corporate Initiatives

Leverage Operating Efficiency and Productivity Gains. We regularly evaluate our operating efficiency and
productivity in order to increase our profitability and cash flows. Over the last several years, we have completed
numerous lean manufacturing, six sigma and continuous improvement projects that have resulted in significant cost
savings and increased capacity utilization. Our “Lean and Continuous Improvement” program has helped us
achieve margin improvements and further enhancement of quality. We believe there are additional opportunities to
further improve our cost base and increase earnings.

Selectively Pursue Acquisitions. From time to time we evaluate potential acquisitions of complementary
businesses that we believe will broaden our product offerings, diversify our customer base or provide us access to new
markets. We have established criteria by which we evaluate potential acquisitions, which we use to identify and pursue
only those that we believe will enhance long-term stockholder value. We have made various acquisitions in the past
and, to the extent suitable acquisition candidates, acquisition terms and financing are available, we may pursue
acquisitions in the future.

Competition

In our Logistics Business, we primarily compete in a fragmented market as a niche participant offering a
specialized value-added service requiring stringent service level requirements. Based on our performance levels, we
believe we are well positioned to compete in this market. However, some of our competitors in this segment such
as Caterpillar Logistics and UPS Logistics are larger and have greater financial and other resources.

In our Drivetrain Business, we primarily compete in the market for remanufactured transmissions sold to
the automotive aftermarket through the OEM dealer networks. This market, narrowly defined, is one in which the
majority of industry supply comes from a limited number of participants. Competition is based primarily on product
quality, service, delivery, technical support and price.

Employees
As of December 31, 2008, we had an aggregate workforce of approximately 3,500 individuals, including

full-time employees and temporary workers. We believe our employee and labor relations are good. We have not
experienced any work stoppages to date and currently none of our employees is represented by a labor union.



Environmental

We are subject to various evolving federal, state, local and foreign environmental laws and regulations
governing, among other things, emissions to air, discharge to waters and the generation, handling, storage,
transportation, treatment and disposal of a variety of hazardous and non-hazardous substances and wastes. These
laws and regulations provide for substantial fines and criminal sanctions for violations and impose hability for the
costs of cleaning up, and damages resulting from, past spills, disposals or other releases of hazardous substances.

In connection with the acquisition of our subsidiaries, some of which have been subsequently divested or
relocated, we conducted certain investigations of these companies’ facilities and their compliance with applicable
environmental laws. The investigations, which included Phase I assessments by independent consultants of all
manufacturing and various distribution facilities, found that a number of these facilities have had or may have had
releases of hazardous materials that may require remediation and also may be subject to potential liabilities for
contamination from off-site disposal of substances or wastes. These assessments also found that reporting and other
regulatory requirements, including waste management procedures, were not or may not have been satisfied.
Although there can be no assurance, we believe that, based in part on the investigations conducted, in part on certain
remediation completed prior to-or since the acquisitions, and in part on the indemnification provisions of the
agreements entered into in connection with our acquisitions, we will not incur any material liabilities relating to
these matters.

In connection with the October 2000 sale of our former Distribution Group business, we agreed to
indemnify the buyer against environmental liability at Distribution Group facilities that had been closed prior to the
Distribution Group sale, including former facilities in Azusa, California, Mexicali, Mexico and Dayton, Ohio. We
also agreed to indemnify the buyer against any other environmental liability of the Distribution Group.relating to
periods prior to the closing of the Distribution Group sale. Our indemnification obligations to the buyer are subject
to an $850,000 deductible ($100,000 in the case of the closed facilities) and a $12.0 million cap (except with respect
to the closed facilities).

Segment Reporting

We have two reportable segments: the Logistics segment and the Drivetrain segment. See Item 7.
“Management’s Discussion and Analysis of Financial Condition and Results of Operations™ and Item 8. “Consolidated
Financial Statements and Supplementary Data — Note 17.”

Available Information

Our internet website is www.goATC.com. We make available free of charge on our website our annual
reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and any other filings we make
with the Securities and Exchange Commission as soon as reasonably practicable. This information may also be
obtained by calling the Securities and Exchange Commission at 1-800-SEC-0330. The Securities and Exchange
Commission also maintains an internet website at www.sec.gov that contains reports and other information
regarding issuers like us that file electronically with the Commission. We will provide a copy of any of the
foregoing documents to stockholders without charge upon written request to us at 1400 Opus Place, Suite 600,
Downers Grove, Illinois 60515, attention: Corporate Secretary. The contents of our website are not part of this
Annual Report.




ITEM 1A. RISK FACTORS

We believe that the following are the material risks currently facing our business. Additional risks we are not
presently aware of, or that we currently believe are immaterial, may also impair our business operations. Any of
these risks could have a material adverse effect on our financial condition, results of operations or stock price.
Readers should also refer to the other information included in this Annual Report, including our consolidated
financial statements and related notes thereto.

We rely on a few major customers for a significant majority of our business and the loss of any of those
customers, significant changes in prices or other terms with any of our major customers, or changes to our
customers’ warranty policies, could reduce our net income and operating results.

A few customers account for a significant majority of our net sales each year. In 2008, we had four
customers that individually accounted for 10% or more of our net sales: AT&T (43%), TomTom (14%), Ford
(11%) and Honda (10%). If we lose any of these customers, or if any of them reduces or cancels a significant order
or program, our net sales and operating results could decrease significantly.

Most of our contracts or arrangements with our customers have a term of three years or less and are
terminable by the customer subject to a notice period that ranges from 30 days or less to 180 days. In addition, we
periodically renegotiate prices and other terms with our customers, and have historically experienced price
reductions in connection with contract renewals. Furthermore, the current economic climate may lead our
customers (particularly those in the automotive industry) to more aggressively pursue cost reduction initiatives,
which could adversely affect the prices we charge for our products and services. Because of the periodic expiration
of our customer contracts, the short termination periods of those contracts and periodic price negotiations, we
cannot give any assurances of the stability of the demand or prices for our products and, therefore, our revenue
streams. Significant demand or price fluctuations could materially affect our business.

Current economic conditions are causing certain of our customers to experience severe financial difficulty,
which could lead to such customers no longer utilizing our products and services, resulting in a potentially material
decline in our revenue. Furthermore, the bankruptcy of any such customer would adversely affect our ability to
collect the related accounts receivable.

Loss of a significant customer could also result in us incurring asset impairment charges and restructuring
costs associated with the loss of the customer.

Our significant OEM customers generally require that their dealers using remanufactured products for
warranty application use only products from approved suppliers. Although we are a factory approved supplier of our
customers, they generally are not obligated to continue to purchase our products and may switch some or all of their
business to other suppliers in the future and we may not be able to maintain or increase our sales to them.

Within the last few years the standard new vehicle warranty provided by our customers has varied and
shorter warranty periods could be implemented in the future. Any shortening of warranty periods could reduce the
amount of warranty work performed by dealers and reduce the demand for our products. Additionally, our
customers may vary their policies that govern their dealer warranty repair-versus-replace decisions, which could
result in dealers repairing more transmissions and consequently replacing fewer transmissions with remanufactured
units, which would reduce demand for our products.



Our Logistics Business is dependent on the strength of AT&T.

AT&T, which accounted for 64.2% of our Logistics segment net sales for 2008, operates in a highly
competitive technology market. The number of wireless devices sold by AT&T, whether to new subscribers or as
replacements to existing subscribers, is dependent on its ability to keep pace with technological advancements and
to provide service programs and prices that are attractive to current and potential customers. Our net sales to AT&T
are substantially related to the number of wireless devices sold by AT&T. Consequently, any material decrease in
wireless devices sold by AT&T will materially and adversely affect our net sales.

The current economic crisis could impact the market for our customers’ products, which would in turn
adversely affect our results of operations.

The current economic crisis could cause consumers to reduce their purchases of discretionary items that are
sold by our customers, such as cellular devices and GPS units, which would in turn reduce the demand for our
Logistics services. It also could lead to automobile owners deferring the repair of their out-of-warranty vehicles,
which would reduce the demand for our Drivetrain products. Such a reduction in demand could have a material
adverse effect on our results of operations.

Interruptions or delays in obtaining transmission cores and component parts could impair our business.

In our remanufacturing operations, we obtain used transmissions, engines and related components,
commonly known as cores, which are sorted and either placed into immediate production or stored until needed.
The majority of the cores we remanufacture are obtained from OEMs. Our ability to obtain cores of the types and in
the quantities we require is critical to our ability to meet demand and expand production. With the increasing
acceptance in the aftermarket of remanufactured assemblies, the demand for cores has increased. We have
periodically experienced situations in which the inability to obtain sufficient cores has limited our ability to accept
orders. We may experience core shortages in the future. In addition, from time to time, we experience shortages of
components manufactured by our OEM customers that we require for our transmission remanufacturing process. If
we experience such shortages for an extended period of time, it could have a material adverse effect on our business
and negatively impact our competitive position.

Our financial results are affected by transmission failure rates, which are outside our control.

Our financial results are affected by transmission failure rates, and a drop in these rates could adversely
affect sales or profitability or lead to variability of our operating results. Generally, if transmissions last longer,
there will be less demand for our remanufactured transmissions. Transmission failure rates could drop due to a
number of factors outside our control, including:

e  transmission designs that result in greater reliability;

e  consumers driving fewer miles per year due to high gasoline prices;

e consumers delaying repairs; and

e  mild weather.

Our financial results are affected by our customers' policies, which are outside our control.

Our financial results are also affected by the policies of our OEM customers. Changes to our key OEM
customers’ policies that could materially affect our business include:

o guidelines that affect dealer decisions to rebuild units at the dealer rather than install remanufactured
transmissions;

¢ adecision not to use remanufactured units for warranty replacements;
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e shortened warranty periods that could reduce the demand for our products;
e reductions in the amount of inventory our OEM customers elect to retain;

® longer time periods before remanufactured transmissions are introduced for use with a particular
automobile; and

e  pricing strategies.
We may incur material liabilities under various federal, state, local and foreign environmental laws.

We are subject to various evolving federal, state, local and foreign environmental laws and regulations
governing, among other things, emissions to air, discharge to waters and the generation, handling, storage,
transportation, treatment and disposal of a variety of hazardous and non-hazardous substances and wastes. These
laws and regulations provide for substantial fines and criminal sanctions for violations and impose liability for the
costs of cleaning up, and the damages resulting from, past spills, disposals or other releases of hazardous
substances. In connection with our acquisition activity, we have conducted certain investigations of facilities we
have acquired and their compliance with applicable environmental laws. Similarly, in the course of lease
terminations, we have generally conducted investigations into potential environmental impacts resulting from our
operations. These investigations revealed various environmental matters and conditions that could expose us to
liability or which have required us to undertake compliance-related improvements or remedial activities. Any
liability we may have under environmental laws could materially affect our business.

Substantial competition could reduce our market share and significantly harm our financial performance.
Our industry segments are highly competitive. We may not be successful in competing against other

companies, some of which are larger than us and have greater financial and other resources available to them than

we do. Increased competition could require us to reduce prices or take other actions that may have an adverse effect

on our operating results.

Our stock price is volatile, and investors may not be able to recover their investment if our stock price
declines.

The trading price of our common stock has been volatile and can be expected to be affected by factors such
as:

¢ quarterly variations in our results of operations, which may be impacted by, among other things, price
renegotiations with, business outlook changes of, or loss of, our customers;

e quarterly variations in the results of operations or stock prices of comparable companies;
¢ announcements of new products or services offered by us or our competitors;

» changes in earnings estimates or buy/sell recommendations by financial analysts;

e the stock price performance of our customers; and

e  general market conditions or market conditions specific to particular industries.

Our future operating results may fluctuate significantly.

We may experience significant variations in our future quarterly results of operations. These fluctuations
may result from many factors, including the condition of our industry in general and shifts in demand and pricing
for our products. Our operating results are also highly dependent on our level of gross profit as a percentage of net
sales. Our gross profit percentage fluctuates due to numerous factors, some of which may be outside of our control.

11



These factors include:

e pricing strategies;

e changes to our customers’ warranty policies;

e changes in product costs from vendors;

o the risk of some of the items in our inventory becoming obsolete;

o the availability and quality of cores;

o the relative mix of products and services sold during the period; and
¢ general market and competitive conditions.

Results of operations in any period, therefore, should not be considered indicative of the results to be
expected for any future period.

Our success depends on our ability to retain our senior management and to attract and retain key personnel.

Our success depends to a significant extent on the efforts and abilities of our senior management team. We
have various programs in place to motivate, reward and retain our management team, including bonus and stock
incentive plans. However, the loss of one or more of these persons could have an adverse effect on our business.
Our success and plans for future growth will also depend on our ability to hire, train and retain skilled workers in all
areas of our business. We currently do not have key executive insurance relating to our senior management team.

We cannot predict the impact of unionization efforts on our business.

From time to time, labor unions have indicated their interest in organizing a portion of our workforce.
Given that our OEM customers are in the highly unionized automotive industry, our business is likely to continue to
attract the attention of union organizers. While these efforts have not been successful to date except in the case of
our former Mahwah, New Jersey facility (which we closed in 2003), we cannot give any assurance that we will not
experience additional union activity in the future. Any union organization activity, if successful, could result in
increased labor costs and, even if unsuccessful, could result in a temporary disruption of our production capabilities
and a distraction to our management.

We may be subject to risks associated with future acquisitions.

An element of our long-term growth strategy is the acquisition and integration of complementary
businesses in order to broaden product offerings, capture market share and improve profitability. We will not be
able to acquire other businesses if we cannot identify suitable acquisition opportunities, obtain financing on
acceptable terms or reach mutually agreeable terms with acquisition candidates. The negotiation of potential
acquisitions as well as the integration of an acquired business could require us to incur significant costs and cause
diversion of our management's time and resources. Future acquisitions by us could result in:

o  dilutive issuances of equity securities;

¢ reductions in our operating results;

e incurrence of debt and contingent liabilities;

¢ future impairment of goodwill and other intangibles; and

e other acquisition-related expenses.
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Some or all of these items could have a material adverse effect on our business. The businesses we may
acquire in the future might not achieve sales and profitability that justify our investment. In addition, to the extent
that consolidation becomes more prevalent in our industry, the prices for suitable acquisition candidates may
increase to unacceptable levels and limit our growth.

We may encounter difficulties in integrating any businesses we acquire with our operations. The success
of these transactions depends on our ability to:

* retain key management members and technical personnel of acquired companies;
o successfully merge corporate cultures and operational and financial systems; and

¢ realize sale and cost reduction synergies.

Furthermore, we may not realize the benefits we anticipated when we entered into these transactions. In
addition, after we have completed an acquisition, our management must be able to assume significantly greater
responsibilities, and this in turn may cause them to divert their attention from our existing operations. Any of the
foregoing could have a material adverse effect on our business and results of operations.

Our level of indebtedness and the terms of our indebtedness could adversely affect our business and liquidity
position.

As of February 10, 2009, we had $70 million of debt outstanding and our indebtedness could increase
substantially from time to time in the future for various reasons, including fluctuations in operating results, capital
expenditures and possible acquisitions. Our consolidated indebtedness level could materially affect our business
because:

e aportion of our cash flow from operations must be dedicated to interest payments on our indebtedness
and is not available for other purposes, which amount would increase if prevailing interest rates rise;

e it may materially impair our ability to obtain financing in the future;

e it may reduce our flexibility to respond to changing business and economic conditions or take
advantage of business opportunities that may arise;

e of a prolonged recession and/or unforeseen regulatory changes; and
e our ability to pay dividends is limited.

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.

Our certificate of incorporation contains provisions that may hinder or prevent a change in control of our
company.

Provisions of our certificate of incorporation could make it more difficult for a third party to obtain control
of us, even if such a change in control might benefit our stockholders. Our Board of Directors can issue preferred
stock without stockholder approval. The rights of common stockholders could be adversely affected by the rights of
holders of preferred stock that we issue in the future. These provisions could discourage a third party from trying to
obtain control of us. Such provisions may also impede a transaction in which our stockholders could receive a
premium over then-current market prices and our stockholders' ability to approve transactions that they consider in
their best interests.
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ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

We conduct our business from the following facilities:

Lease
Approx. Expiration
Location Sq. Feet Date Products Produced/Services Provided

Springfield, MO™ 280,800 2009 transmissions, transfer cases and assorted components®

Oklahoma City, OK 100,000 2019 transmissions, transfer cases and assorted componentsm

Oklahoma City, OK® 200,000 owned transmissions and assorted components(z)

Oklahoma City, OK 94,000 2009 returned material reclamation and disposition, core
management(4)

Carrollton (Dallas), TX 39,000 2009 radios, telematics and instrument and display clusters™®

Ft. Worth, TX 414,000 2013 wireless device and accessory distribution, electronics
packaging and related services"

Ft. Worth, TX 375,000 2010 wireless device and electronics test and repair, returns
processing, accessory packaging®

Ft. Worth, TX 180,000 2009 wireless device and accessory packaging, distribution
and related services'”

Grantham, England 120,000 owned engines and related components®

(1) We will be exiting this facility in 2009 and consolidating its operations into one of our Oklahoma City facilities.
(2) This facility is used by the Drivetrain segment.

(3) This property is subject to a mortgage securing our bank credit facility.

(4) This facility is used by the Logistics segment.

We also lease assorted warehouses and space for our corporate offices and computer services centers, as
well as land for a facility we are developing in the Czech Republic where we are planning to reduce production
costs and develop new business in our Drivetrain segment. We believe that our current facilities are adequate for

the current level of our activities. In the event we were to require additional facilities, we believe that we could
procure acceptable facilities.

ITEM 3. LEGAL PROCEEDINGS

From time to time, we have been, and currently are, involved in various legal proceedings. Management
believes that all of our litigation is routine in nature and incidental to the conduct of our business, and that none of our
litigation, if determined adversely to us, would have a material adverse effect, individually or in the aggregate, on us.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of our stockholders during the quarter ended December 31, 2008.
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PART 11

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Market Information and Holders

Our common stock is traded on the Nasdaq Global Select Market under the symbol "ATAC". As of
February 17, 2009, there were 127 record holders of our common stock. The following table sets forth for the
periods indicated the range of high and low sale prices of the common stock as reported by Nasdaq:

High Low

2008

FIFSE QUATTET ...ouvveiireiitiertrtrt ettt sa et se s $27.97 $18.27

SECONA QUATTET ..ottt sttt ettt e st n e 26.78 19.57

ThIrd QUATLET .....ovvviieceiiririe ettt ss s s s e 27.05 21.80

Fourth QUATLET ........ccoviviniccceit et ettt 24.20 12.02
2007

FIESE QUATTET ...cvvvveersireieieaeiient s ssses s tas b st bbb e b e sen s s s snsssnsasens $25.67 $20.31

SECONA QUATTET ..c.vvieeiiirniiceceecet ettt v e se s s seaeseaass 32.44 24.11

TRITA QUATTET .....evviec ittt ettt b e 33.75 25.41

FOUITR QUATTET.....cueiiiieieieie ettt bbbttt 35.00 25.88

On February 17, 2009, the last sale price of our common stock, as reported by Nasdaq, was $10.86 per share.

Stock Repurchases

On February 28, 2008, our Board of Directors authorized a plan to repurchase up to $50,000,000 of our
common stock during 2008. The repurchases were made (i) pursuant to a plan complying with Rule 10b5-1 under the
Securities Exchange Act of 1934, and (ii) in accordance with Rule 10b-18 under the Securities Exchange Act. Pursuant
to this program, we made open market purchases of 955,836 shares of our common stock at an aggregate cost of
$17,621,421 (including broker commissions and transaction fees) during the three months ended December 31, 2008.
The repurchase program was completed in December 2008.

Also during the three months ended December 31, 2008, an employee delivered to us 53 shares of our
outstanding common stock in payment of $900 of minimum withholding tax obligations arising from the vesting of
restricted stock previously awarded under one of our stock incentive plans. Per the stock incentive plan, the shares
delivered to us were valued at $16.98 per share, the closing price of our common stock on the vesting date of the
restricted stock.

Following is a summary of treasury stock acquisitions during the three months ended December 31, 2008:

Total Number of Maximum Number (or
Total Shares Purchased as Approximate Dollar

number of Part of Publicly Value) of Shares that May

Shares Average Price Announced Plans or  Yet Be Purchased Under
Period Purchased Paid per Share Programs the Plan®
October 1-31, 2008 482,612 $20.88 482,612 $7,513,679
November 1-30, 2008 225,759 $16.27 225,759 $ 3,839,951
December 1-31, 2008 247,518 $15.52 247,518 $ 12

(1) Excludes amounts that could be used to repurchase shares acquired under our stock incentive plans to satisfy withholding tax
obligations of employees and non-employee directors upon the vesting of restricted stock.

(2) Announced on February 28, 2008, our stock repurchase plan authorized us to repurchase up to $50,000,000 of our common
stock through December 31, 2008, excluding broker commissions and transaction fees.
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Dividends

We have never paid cash dividends on our common stock. Because we currently intend to retain any earnings
to provide funds for the operation and expansion of our business and for the servicing and repayment of indebtedness,
we do not intend to pay cash dividends on the common stock in the foreseeable future. Furthermore, as a holding
company with no independent operations, the ability of ATC Technology Corporation to pay cash dividends is
dependent upon the receipt of dividends or other payments from our subsidiaries. The agreement for our bank credit
facility contains certain covenants that, among other things, restrict our ability to pay dividends. See Item 7.
"Management's Discussion and Analysis of Financial Condition and Results of Operations — Liquidity and Capital
Resources." Any determination to pay cash dividends on the common stock in the future will be at the sole discretion
of our Board of Directors.

Performance Graph

The following graph shows the total return to our stockholders compared to our peer group and the Nasdaq
Market Index over the period from December 31, 2003 to December 31, 2008. Each line on the graph assumes that
$100 was invested in our common stock and the respective indices at the closing price on December 31, 2003. The
graph then presents the value of these investments, assuming reinvestment of dividends, through the close of trading
on December 31, 2008.
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—— ATC TECHNOLOGY CORPORATION — #— PEER GROUP INDEX
—a— NASDAQ MARKET INDEX
12/31/03 12/31/04 12/31/05 12/30/06 12/29/07 12/31/08
ATC Technology Corporation 100.00 117.35 141.69 155.10 198.69 106.63
Peer Group Index 100.00 142.47 159.47 170.96 158.39 124.78
NASDAQ Market Index 100.00 108.41 110.79 122.16 134.29 79.25

The peer group consists of Brightpoint, Inc. and UTI Worldwide Inc. (publicly-traded companies engaged
in third party logistics businesses) and Genuine Parts Co. and Standard Motor Products (publicly-traded companies
engaged primarily in businesses in the automotive aftermarket), which, in management’s opinion, most closely
represent the peer group for our two business segments.

The cumulative total return shown on the stock performance graph indicates historical results only and is
not necessarily indicative of future results.
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ITEM 6.

SELECTED FINANCIAL DATA

The selected financial data presented below with respect to the statements of operations data for the years
ended December 31, 2008, 2007 and 2006 and the balance sheet data as of December 31, 2008 and 2007 are derived
from our Consolidated Financial Statements that have been audited by Ernst & Young LLP, independent registered
public accounting firm, and are included elsewhere herein, and are qualified by reference to such financial
statements and notes related thereto. The selected financial data with respect to the statements of operations data for
the years ended December 31, 2005 and 2004 and the balance sheet data as of December 31, 2006, 2005 and 2004,
are derived from our Consolidated Financial Statements that have been audited by Ernst & Young LLP, independent
registered public accounting firm, but are not included herein. The data provided should be read in conjunction
with the Consolidated Financial Statements and related notes, Management’s Discussion and Analysis of Financial

Condition and Results of Operations, and other financial information included in this Annual Report.

On

April 2, 2008, we sold the asset group related to our NuVinci CVP project, which was initiated in 2005.
Accordingly, the results of operations for NuVinci, which was reported as part of “Drivetrain” in segment
information previously disclosed for the periods ended from 2005 through 2007, has been reclassified to
discontinued operations for all periods presented and is excluded from the selected financial data presented below.

Statements of Operations Data:

Net sales.............

Gross profit.........

Selling, general and administrative expense
Amortization of intangible assets.................
Impairment of goodwill .......cccooevrririnnnene.
Exit, disposal, certain severance and other

charges.........
Operating income
Interest income....
Interest expense ..
Other income, net

(0058 o

Equity in income of investee .........ccuu.ne....
Write-off of debt issuance costs...................

Income tax benefi

t (€XPEnSe) .ovvvvereencennen.

Income (loss) from continuing operations ..
Income (loss) from continuing operations
per diluted share®® .............ccooovrovveuenennn

Shares used in computation of income
(loss) from continuing operations per

diluted share®
Other Data:

Capital expenditures ........ccceeveeververeesinveeeennns
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Year Ended December 31,
2008 2007 2006 2005 2004
(In thousands, except per share data)

$ 530,560 $ 529,171 $ 497,891 § 419,618 $ 375,600
408,347 389,768 392,445 315,507 275,453
7,614 1,962 - - -
114,599 137,441 105,446 104,111 100,147
56,965 61,001 48,936 47,755 45,034

149 243 190 125 125

79,146 - 14,592 - -
3,396 1,411 1,938 523 3,766
(25,057) 74,786 39,790 55,708 51,222
624 1,141 605 2,026 2,658
(696) (969) (4,297) (7,696) (7,271)

17 116 262 542 19

- - - - 146

- - (1,691) - -
2,423 (27,952) (13,011 (16,827) (16,698)

S (22,689) 8§ 47,122 S 21,658 $ 33,753 $ 30,076
$ (1.09) 8§ 2.13 3 0.99 3 1.56 $ 1.40
20,878 22,144 21,927 21,579 21,411

$ 11,332 § 19,374 $ 10,636 $ 17,241 $ 10,820



As of December 31,

2008 2007 2006 2005 2004

(In thousands)
Balance Sheet Data:

Cash and cash equivalents.........ccocceneenenee. $ 17,188 $ 40,149 S 7,835 $ 45,472 $ 18,085
Working capital, continuing operations ....... 109,887 115,259 89,353 109,143 88,221
Property, plant and equipment, net............... 52,728 56,462 51,767 54,108 51,416
Total @SSELS .oiivieiiiieirie e e 282,342 389,374 345,677 407,780 390,277
Current and long-term debt outstanding....... - - 17,800 90,779 112,406
Long-term liabilities, less current portion .... 17,695 35,389 46,194 107,077 122,225
Total stockholders' equity........occeveeerinecenene 204,702 280,513 232,330 221,230 186,373

(1) See Item 8. “Consolidated Financial Statements and Supplementary Data — Note 18" for a description of exit, disposal, certain severance
and other charges.

(2) See Item 8. “Consolidated Financial Statements and Supplementary Data — Note 12” for a description of the computation of earnings
per share.
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ITEM7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

The following discussion should be read in conjunction with our consolidated financial statements and
notes thereto included elsewhere in this Annual Report. See Item 8. “Consolidated Financial Statements and
Supplementary Data.”

Readers are cautioned that the following discussion contains certain forward-looking statements and
should be read in conjunction with the “Special Note Regarding Forward-Looking Statements” appearing at the
beginning of this Annual Report.

Discontinued Operations

During the three months ended March 31, 2008, we concluded that the potential return on the investment
for our NuVinci CVP project was not sufficient to continue development activities. As a result, we sold the asset
group related to this project to Fallbrook Technologies Inc. and reclassified the results of operations for NuVinci
(which was reported as part of “Drivetrain” in segment information previously disclosed) to discontinued
operations for all periods presented in the accompanying consolidated financial statements and management’s
discussion and analysis.

Overview

Operations. We provide supply chain logistics services and outsourced engineered solutions to the
consumer electronics industries and light and medium/heavy duty vehicle aftermarket. Through our Logistics
Business, we offer value-added supply-chain services primarily to the wireless, high-end consumer electronics,
broadband and cable and light vehicle automotive electronics markets. These services include fulfillment, returns
management, reverse logistics, repair and other related services. Through our Drivetrain Business, we provide
customized remanufacturing services focused on complex light and mediumvheavy duty vehicle drivetrain
products, consisting principally of automatic transmissions and to a lesser extent engines, that are primarily sold
through the service, repair and parts organizations of our customers. We generally provide our services under
contractual relationships with customers that distribute high-value, complex products.

Our Logistics Business provides a number of value-added services that generate operational efficiencies
for our customers through the outsourcing of certain supply chain functions. Specifically, our Logistics Business
provides value-added warehousing, packaging and distribution, reverse logistics, turnkey order fulfillment,
electronic equipment testing, and refurbishment and repair services. Except for component parts to support our
repair services and certain product accessories and packaging materials to support our packaging services, we
generally do not take ownership of inventory. As a result, our working capital needs are less than other logistics
services providers who do take ownership of inventory. Additionally, our business model does not require
substantial capital investments in transportation equipment or facilities.

2008 Summary. 2008 was a year with mixed results. We had continued growth and efficiency
improvements in our Logistics business while our Drivetrain business suffered from a significant decline in
revenues related to a decline in Honda transmissions replaced under warranty and normal life-cycle declines in
legacy Ford and Chrysler transmission remanufacturing programs coupled with the severe economic and
financial conditions impacting the automotive sector. These impacts were key factors driving our decision to
restructure and consolidate our Drivetrain business. For the full year of 2008, net sales increased a nominal
0.3% to $530.6 million from $529.2 million in 2007. Loss from continuing operations of $22.7 million for the
year reflected a $79.1 million goodwill impairment charge in our Drivetrain segment and $9.7 million in
restructuring charges. We ended the year at a loss from continuing operations of $1.09 per share.
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The Logistics segment continued its growth during 2008, with net sales up 20.2% to a record
$353.4 million compared to full-year 2007. We continued to benefit from our solid customer relationships
across the board but most specifically with AT&T and TomTom. Throughout 2008, our Logistics business
exceeded our expectations, driven by cost improvements in our operations and efficient new program launches.
We renewed our contracts with AT&T, TomTom and T-Mobile, and also expanded our operational reach into
Mexico and to a lesser extent, Canada. During the year, we continued to win new business and continued to
expand our pipeline of new business opportunities.

The results of our Drivetrain Business were disappointing throughout 2008. Our net sales for 2008
were down 24.7% from 2007. We experienced (i) a significant decline in revenues with Honda due to lower
demand for remanufactured transmissions for warranty applications compared to the higher volumes in 2007
believed to be attributable to an extension of warranty coverage on certain models, and (i1) declines in volume with
Ford and Chrysler related to normal life-cycle decay of legacy transmission programs while newer platforms, which
have been impacted by depressed new vehicle sales, have only resulted in modest volumes to date. Additionally,
the unprecedented economic distress being experienced by our customers severely impacted our volumes
‘throughout the year and consequently, the valuation of our Drivetrain business. Since the beginning of the year,
we have been aggressive in'reducing costs and in the fourth quarter of 2008, initiated a restructuring and
consolidation of the Drivetrain business to improve capacity and asset utilization.

Additionally, we completed a $50 million stock repurchase program, representing approximately 11%
of the diluted shares outstanding. We ended the year with a net cash position of $17.2 million and no debt. Our
liquidity continues to provide us with the flexibility to pursue a mix of potential new business opportunities and
make investments for our future.

Logistics Segment Summary. For the year ended December 31, 2008, net sales from our Logistics
Business increased $59.5 million, or 20.2%, to $353.4 million, which represented 66.6% of our total net sales.
AT&T accounted for 64.2% of our Logistics Business sales in 2008. Sales and growth in our Logistics segment
were largely the result of: (i) the launch and ramp-up of new logistics programs with TomTom and AT&T; and
(i1) increased volumes in our base business programs with AT&T and other Logistics customers. We continue to
benefit from (i) demand for cellular phones and services and AT&T’s share of cellular service volume,
(i) upgrades in cellular telephone technology through increased replacement demand for more advanced
handsets, from any increases in the number of AT&T’s subscribers, and from any expansion of our service
offerings, and (iii) business initiatives and growth with new customers such as TomTom. We believe our
Logistics Business represents a key growth opportunity and we are actively pursuing customer diversification.

Drivetrain Segment Summary.  During the later part of 2008, our Drivetrain customers and the
supporting supply base experienced unprecedented distress due to the significant adverse changes in the North
American vehicle industry due to the economic slowdown. As a result, we have taken actions to restructure our
North American Drivetrain operations, which include the 2009 closure and consolidation of our operations at our
Springfield, Missouri automatic transmission remanufacturing facility into our existing Company-owned
Drivetrain facility located in Oklahoma City, Oklahoma. The closure of the Springfield facility is another step in
a series of cost-cutting moves that began in early 2008 and have continued throughout the year to streamline our
North American Drivetrain business. We plan to move production lines in stages, thereby continuing
uninterrupted and seamless delivery of product to our customers, transferring all current production to Oklahoma
City over the first six months of 2009, to coincide with the expiration of the Springfield facility lease at the end
of 2009. The restructuring includes the streamlining of both administrative and operations functions to more
efficiently meet the needs of our customers while providing adequate resources to pursue new opportunities as
we work to drive growth in this business. In connection with this restructuring, we recorded pre-tax charges of
$9.7 million (86.1 million net of tax) during the fourth quarter of 2008 and expect to incur additional pre-tax
charges of $5-86 million ($3-$4 million net of tax) in 2009. Upon the completion of the restructuring activities
in our Drivetrain segment, we expect to achieve pre-tax annual cost savings of approximately $6 million and we
have targeted a 10% segment margin for Drivetrain by the end of 2009. These events have also caused us to
reassess the carrying value of goodwill of our North American Drivetrain business, and as a result we recorded
an impairment charge during fourth quarter 2008 of $79.1 million ($56.8 million net of tax, which includes an
income tax benefit of $0.4 million from the revaluation of certain deferred tax assets primarily related to tax
deductible goodwill).
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For 2008, our Drivetrain Business reported net sales of $177.1 million, or 33.4% of our total net sales.
This represented a 24.7% decrease in net sales in 2008 as compared to 2007, driven largely by reduced volumes
with our two primary Drivetrain customers, Honda and Ford. Our Drivetrain net sales with Honda in 2008 were
down 37.3% as compared to 2007, primarily due to the comparatively higher volumes in 2007 believed to be
attributable to an extension of warranty coverage on certain models. Our net sales with Ford in 2008 were down
23.4% as compared to 2007, driven primarily by lower sales over the last several years of new vehicles using
transmissions we remanufacture. In addition, we believe that macro-economic factors have resulted in a
reduction in miles driven and the deferral of repairs, thus reducing demand for remanufactured transmissions.
Furthermore, during 2008 our volume related to new Ford and GM six-speed platforms was low due to depressed
new vehicle sales.

Financing. During 2008 we generated $38.9 million of cash from operating activities-continuing
operations, completed our stock repurchase program of $50.0 million, and invested $11.3 million in property,
plant and equipment. As of December 31, 2008, we had no amounts drawn on our $150 million revolving bank
credit facility, $17.2 million of cash and cash equivalents on hand, and $149.1 million of borrowing capacity
under the credit facility. In February 2009, in order to increase our cash position and preserve our financial
flexibility in light of the current uncertainty in the capital markets, we borrowed $70 million under the credit
facility, lowering our borrowing capacity to $79.1 million as of February 10, 2009.

Components of Income and Expense
Net Sales.  In our Logistics segment, sales are primarily related to providing:
*  value-added warehouse, packaging and distribution services;
e turnkey order fulfillment and information services;
* test and repair services;
e automotive electronic components remanufacturing and distribution services; and

e returned material reclamation, disposition and core management services,

and are recognized upon completion or performance of those services. In our Drivetrain segment, we recognize
sales primarily from the sale of remanufactured transmissions at the time of shipment to the customer and, to a
lesser extent, upon the completion or performance of a service.

Cost of Sales. Cost of sales represents the actual cost of purchased components and other materials, direct
labor, indirect labor and warehousing cost and manufacturing overhead costs, including depreciation, utilized
directly in the production of products or performance of services for which sales have been recognized.

Selling, General & Administrative Expense. Selling, general and administrative (“SG&A™) expenses
generally are those costs not directly related to the production process or the performance of a service generating
sales and include all selling, marketing, product development and customer service expenses as well as expenses
related to general management, finance and accounting, information services, human resources, legal, and corporate
overhead expense.

Amortization of Intangible Assets. Expense for amortization of intangibles primarily relates to the
amortization of definite lived intangible assets.

Impairment of Goodwill. These costs occur when we have determined that the implied fair value of
goodwill for a reporting unit is less than its carrying value or when an individual reporting unit is disposed of. We
test our goodwill assets for impairment on an annual basis or when events or circumstances would require an
immediate review.
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Exit, Disposal, Certain Severance and Other Charges. We have periodically incurred certain costs,
primarily associated with restructuring and other initiatives that include consolidation of operations or facilities,
management reorganization and delayering, rationalization of certain products, product lines and services and
asset impairments. In management’s opinion these costs are generally incremental to our ongoing operation and
are separated on our statements of operations in order to improve the clarity of our reported operations.
Examples of these costs include severance benefits for terminated employees, lease termination and other facility
exit costs, moving and relocation costs, losses on the disposal or impairments of fixed assets, write-down of
certain inventories and certain legal and other professional fees. The components of these charges are computed
based on actual cash payouts, our estimate of the realizable value of the affected tangible and intangible assets
and estimated exit costs including severance and other employee benefits. These charges can vary significantly
from period to period and as a result, we may experience fluctuations in our reported net income (loss) and
earnings per share due to the timing of these actions. See Item 8. “Consolidated Financial Statements and
Supplementary Data — Note 18” for a further discussion of these costs.

Critical Accounting Policies and Estimates

Our financial statements are based on the selection and application of significant accounting policies,
some of which require management to make estimates and assumptions regarding matters that are inherently
uncertain. We believe that the following are some of the more critical judgmental areas in the application of our
accounting policies that currently affect our financial condition and results of operations.

Allowance for Doubtful Accounts. We maintain allowances for doubtful accounts for estimated losses
resulting from the failure of our customers to make required payments. We evaluate the adequacy of our
allowance for doubtful accounts and make judgments and estimates in determining the appropriate allowance at
each reporting period based on historical experience, credit evaluations, specific customer collection issues and
the length of time a receivable is past due. Since our accounts receivable are often concentrated in a relatively
small number of customers, a significant change in the liquidity or financial position of any one of these
customers could have a material adverse impact on our financial statements. Our write-offs were $0.1 million
for each of the years ended December 31, 2008, 2007 and 2006. As of December 31, 2008, we had
$72.9 million of accounts receivable, net of allowance for doubtful accounts of $0.5 million.

Inventory Valuation. We make adjustments to write down our inventories for estimated excess and
obsolete inventory equal to the difference between the cost of the inventory and the estimated market value
based on assumptions about market conditions, future demand and expected usage rates. Changes in economic
conditions, customer demand, product introductions or pricing changes can affect the carrying value of our
inventory. Demand for our products has fluctuated in the past and may do so in the future, which could result in
an increase in excess quantities on hand. If actual market conditions are less favorable than those projected by
management, causing usage rates to vary from those estimated, additional inventory write-downs may be
required. Although no assurance can be given, these write-downs would not be expected to have a material
adverse impact on our financial statements. During 2008, as part of the restructuring and consolidation of our
Drivetrain business and changes in the economic and financial condition of the automotive sector, we revised our
estimates of net realizable value for inventory in our Drivetrain businesses. For the years ended
December 31, 2008, 2007 and 2006, we recorded charges for excess and obsolete inventory of approximately
$10.4 million (including $7.3 million classified as exit, disposal, certain severance and other charges),
$4.4 million (including $1.4 million classified as exit, disposal, certain severance and other charges) and
$1.7 million, respectively. As of December 31, 2008, we had inventory of $63.3 million, net of a reserve for
excess and obsolete inventory of $6.9 million.
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Goodwill and Indefinite Lived Intangible Assets. Our goodwill and indefinite lived intangible assets are
tested for impairment on an annual basis unless events or circumstances would require an immediate review.
Goodwill is tested for impairment at a level of reporting referred to as a reporting unit, which generally is an
operating segment or a component of an operating segment as defined in paragraph 10 of SFAS No. 131,
Disclosures about Segments of an Enterprise and Related Information and paragraph 30 of SFAS No. 142,
Goodwill and Other Intangible Assets. In accordance with paragraph 30 of SFAS No. 142, certain components
of an operating segment with similar economic characteristics are aggregated and deemed a single reporting unit.
Goodwill amounts are generally allocated to the reporting units based upon the amounts allocated at the time of
their respective acquisition, adjusted for significant transfers of business between reporting units. The goodwill
impairment test is a two-step process which requires us to make estimates regarding the fair value of the
reporting unit. The first step of the goodwill impairment test, used to identify potential impairment, compares the
fair value of the reporting unit with its carrying value, including goodwill. If the fair value of the reporting unit
exceeds its carrying amount, goodwill of the reporting unit is considered not impaired, thus the second step of
the impairment test is not required. However, if the carrying amount of the reporiing unit exceeds its fair value,
the second step of the goodwill impairment test is performed to measure the amount of impairment loss (if any),
which compares the implied fair value of reporting unit goodwill with the carrying amount of that goodwill. If
the carrying amount of reporting unit goodwill exceeds the implied fair value, an impairment loss is recognized
in an amount equal to that excess. In estimating the fair value of our reporting units, we utilize a valuation
technique based on multiples of projected cash flow, giving consideration to unusual items, cost reduction
initiatives, new business initiatives and other factors that generally would be considered in determining value.
Impairments are recorded (i) if the fair value is less than the carrying value or (ii) when an individual reporting
unit is disposed of. Actual results may differ from these estimates under different assumptions or conditions. If
we were to lose a key customer within a particular operating segment or its sales were to decrease materially,
impairment adjustments that may be required could have a material adverse impact on our financial statements.
Our annual step one impairment tests made as of September 30, 2008 indicated the fair value of both our North
American Drivetrain and Logistics reporting units exceeded their carrying value.

Subsequent to the impairment tests made as of September 30, 2008, significant adverse changes in the
business climate in the North American vehicle industry occurred due to the economic slowdown, placing
unprecedented distress on our customers and the supporting supply base. These changes in the business climate
and resulting reduction in our estimate of future revenues for our Drivetrain business were determined to be
indicators of impairment as described in SFAS No. 142 and as such, we conducted an interim step one test for
the potential impairment of the goodwill related to our Drivetrain business. In estimating the fair value of our
North American Drivetrain reporting unit, we used a weighted average of the income approach and the market
approach. Under the income approach, the fair value of the reporting unit is estimated based upon the present
value of expected future cash flows. The income approach is dependent on a number of factors including
probability weighted estimates of forecasted revenue and operating costs, capital spending, working capital
requirements, discount rates and other variables. Under the market approach, we estimated the value of the
reporting unit by comparison to a group of businesses with similar characteristics whose securities are actively
traded in the public markets. We used peer company multiples of earnings before interest, taxes, depreciation
and amortization (“EBITDA”) and revenues to develop a weighted average estimate of fair value for the market
approach. The resulting estimate of fair value of the reporting unit did not exceed its carrying value, requiring
us to perform a step two measurement of the impairment loss. In step two, the implied fair value of the goodwill
is estimated by subtracting the fair value of the reporting unit’s tangible, recorded intangible and unrecorded
intangible assets from the fair value of the reporting unit. The impairment loss, if any, is the amount by which
the carrying amount of the goodwill exceeds its implied fair value. As a result of the step two valuation, we
recorded a goodwill impairment charge of $79.1 million in our Drivetrain segment during the fourth quarter of
2008.

Our fair value estimate of goodwill for the North American Drivetrain reporting unit as of
December 31, 2008 was based upon level three inputs as defined in SFAS No. 157, Fair Value Measurements, as
unobservable inputs in which there is little or no market data, which required us to develop our own assumptions
as described above.

As of December 31, 2008, the remaining goodwill was recorded at a carrying value of approximately
$53.2 million, of which $37.0 million pertains to the Drivetrain segment.
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Effective with the filing of this Form 10-K, we have changed our method of applying SFAS No. 142 by
changing the date of our annual goodwill and other indefinite lived intangibles impairment assessment from the
last day of the third quarter to the first day of the fourth quarter of each year. We believe this change is
preferable due to the timing of our normal business processes for updating annual and strategic plans, which are
finalized each year during the three months ending December 31. As a result of this change, beginning in 2009,
our annual impairment testing procedures will be conducted during the fourth quarter of each year with the
results disclosed in our Annual Report filed on Form 10-K. This change had no impact on our consolidated
financial statements for 2008.

Deferred Income Taxes and Valuation Allowances. Tax law requires items to be included in the tax
return at different times than when these items are reflected in the consolidated financial statements. As a result,
our annual tax rate reflected in our consolidated financial statements is different than that reported in our tax
return. Some of these differences are permanent, such as expenses that are not deductible in our tax return, and
some differences reverse over time, such as depreciation expense. These timing differences create deferred tax
assets and liabilities. Deferred tax assets and liabilities are determined based on temporary differences between
the financial reporting and tax bases of assets and liabilities. The tax rates used to determine deferred tax assets
or liabilities are the enacted tax rates in effect for the year in which the differences are expected to reverse.
Based on the evaluation of all available information, we recognize future tax benefits, such as net operating loss
carryforwards, to the extent that realizing these benefits is considered more likely than not.

We evaluate our ability to realize the tax benefits associated with deferred tax assets by analyzing our
forecasted taxable income using both historical and projected future operating results, the reversal of existing
temporary differences, taxable income in prior carry-back years (if permitted) and the availability of tax planning
strategies. A valuation allowance is required to be established unless management determines that it is more
likely than not that we will ultimately realize the tax benefit associated with a deferred tax asset. Our valuation
allowances, primarily related to tax benefits associated with certain state loss carryforwards, were $6.3 million
and $6.4 million as of December 31, 2008 and 2007, respectively.

Warranty Liability. We provide an allowance for the estimated cost of product warranties at the time
revenue is recognized. While we engage in extensive product quality programs and processes, including
inspection and testing at various stages of the remanufacturing process and the testing of each finished assembly
on equipment designed to simulate performance under operating conditions, our warranty obligation is affected
by the number of products sold, historical and anticipated rates of warranty claims and costs per unit and actual
product failure rates. Additionally, we participate in the tear-down and analysis of returned products with certain
of our customers to assess responsibility for product failures. For the years ended December 31, 2008, 2007 and
2006, we (i) recorded charges for estimated warranty costs for sales made in the respective year of
approximately $1.0 million, $1.6 million and $1.3 million, respectively, and (ii) paid and/or settled warranty
claims of approximately $0.7 million, $0.8 million and $1.3 million, respectively. Should actual product failure
rates differ from our estimates, revisions to the estimated warranty liability may be required. Although no
assurance can be given, these revisions would not be expected to have a material adverse impact on our financial
statements.

Accounting for Stock-Based Awards. We apply the fair value recognition provisions of SFAS No.
123R, Share-Based Payment, and adopted this standard using the modified prospective transition method. Under
the modified prospective method, (i) compensation expense for share-based awards granted prior to
January 1, 2006 was recognized over the remaining service period using the compensation cost calculated for pro
forma disclosure purposes under SFAS No. 123, and (i) compensation expense for all share-based awards
granted subsequent to December 31, 2005 are based on the grant date fair value estimated in accordance with the
provisions of SFAS No. 123R. Our stock option valuations are estimated by using the Black-Scholes option
pricing mode! and restricted stock awards are measured at the market value of our common stock on the date of
issuance. During 2008 we awarded (i) our Chairman and then-Chief Executive Officer 71,275 stock options and
22,231 shares of restricted stock at the time he entered into a new employment agreement, (ii) non-employee
directors, executive officers and certain employees an aggregate of 187,502 stock options and 88,891 shares of
restricted stock as part of an annual award program, and (iii) newly hired employees and certain executive
officers an aggregate of 30,000 stock options and 29,295 shares of restricted stock.
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Total estimated compensation of $4.7 million related to stock-based awards granted during 2008 is
being amortized over the requisite service periods. For all stock-based awards outstanding as of
December 31, 2008, we have yet to record, on a pre-tax basis, an estimated total of $4.3 million of compensation
expense to be recognized over a weighted-average period of 1.3 years.

See Item 8. “Consolidated Financial Statements and Supplementary Data — Note 2 and Note 10” for
additional information related to our accounting for stock-based awards.

Segment Reporting

We have two reportable segments: the Logistics segment and the Drivetrain segment. Our Logistics
segment provides value-added warehousing, packaging and distribution, reverse logistics, turmnkey order
fulfillment, electronic equipment testing, and refurbishment and repair services to customers in the wireless,
consumer electronics and automotive industries. The Logistics segment’s primary customers are AT&T and
TomTom. Our Drivetrain segment primarily sells remanufactured transmissions to Honda, Ford, Chrysler, Allison
and certain foreign OEMs, primarily for use as replacement parts by their domestic dealers during the warranty
and/or post-warranty periods following the sale of a vehicle. In addition, the Drivetrain segment sells select
remanufactured engines primarily to certain European OEMs.

We evaluate the performance of each business based upon operating income (segment profit). Our
reportable segments are each managed and measured separately primarily due to the differing customers and
distribution channels.

Results of Operations

The following table sets forth financial statement data expressed in millions of dollars and as a percentage
of net sales.

Year Ended December 31,
2008 2007 2006

Net sales.....ccoeriveerveicrernneeeeeenn, $ 530.6 100.0% $529.2 100.0% $497.9 100.0%
Gross profit’ ...........oovvveevereerereeennnn, 114.6 21.6 137.4 26.0 105.4 21.2
SG&A €XPense......ccccvvvureerereecererrereranns 57.0 10.7 61.0 11.5 48.9 9.8
Impairment of goodwill.............cc....... 79.1 14.9 - - 14.6 29
Exit, disposal, certain severance

and other charges™ ..o, 11.0 2.1 3.4 0.6 1.9 0.4
Operating income (1088) ......coeerrreunncn. (25.1) 4.7 74.8 14.1 39.8 8.0
Interest INCOME ..cvvevrerevrererereeeiereeen 0.6 0.1 1.1 0.2 0.6 0.1
Other income, nNet .....ccoovvrereervererenenee. - — 0.1 - 0.3 -
Write-off of debt issuance costs........... - - - - (1.7 (0.3)
Interest €Xpense .......ccvuveerereereenerennanns 0.7) 0.1) (L.0) 0.2) “4.3) 0.9)
Income (loss) from continuing

OPEIALIONS .....eeecerrereerreeeriirerseseeeane (22.7) (4.3) 47.1 8.9 21.7 4.4

(1) Includes charges in our Drivetrain segment classified as cost of sales in the consolidated statements of operations of
(1) $7.6 million for restructuring activities recorded in 2008 and (ii) $2.0 million primarily related to the wind-down
of activities with certain low-volume customers in 2007.
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Year Ended December 31, 2008 Compared to Year Ended December 31, 2007

Income (loss) from continuing operations decreased to a loss of $22.7 million in 2008 from income of
$47.1 million in 2007. In 2008 we reported a loss from continuing operations of $1.09 per share as compared to
income from continuing operations per diluted share of $2.13 in 2007. Our results for 2008 included (i) a
goodwill impairment charge of $56.8 million (net of tax) in our Drivetrain segment, which includes an income
tax benefit of $0.4 million from the revaluation of certain deferred tax assets primarily related to tax deductible
goodwill, and restructuring charges of $6.1 million (net of tax) related to our Drivetrain segment’s North
American operations which includes the closure of our plant in Springfield, Missouri and consolidation of its
operations into our facility in Oklahoma City, Oklahoma, and (ii) other exit, disposal, certain severance and
other charges of $0.8 million (net of tax) primarily related to certain cost reduction activities. Our results for
2007 included exit, disposal, certain severance and other charges of $2.1 million (net of tax). Other factors
which contributed to the lower income (loss) from continuing operations in 2008 as compared to 2007 included:

a decrease in sales to GM primarily due to higher sales in 2007 from an automotive electronics
upgrade program that was substantially completed at the end of the first quarter of 2008;

lower volumes of Honda remanufactured transmissions for warranty applications compared to higher
volumes in 2007 believed to be attributable to an extension of warranty coverage on certain models;

scheduled price concessions to certain customers in our Logistics and Drivetrain segments granted
in connection with previous contract renewals;

lower volumes of Ford remanufactured transmissions resulting from lower sales over the last
several years of new vehicles using transmissions we remanufacture, resulting in a reduction in the
population of Ford vehicles in the zero-to-eight-year age category, which category we believe
drives the majority of demand for our Ford products;

lower volumes of Chrysler remanufactured transmissions due to Chrysler’s decision not to use
remanufactured transmissions for warranty repairs generally for mode! years 2003 and later,
resulting in one less model year being in our warranty program each year (however, certain
transmission models we remanufacture or programs we have been awarded have recently been
approved by Chrysler for use in its warranty program); and

macro-economic factors believed to have resulted in a reduction in the number of miles driven and
the deferral of repairs, thus reducing overall demand for remanufactured transmissions in our
Drivetrain segment;

partially offset by:

Net Sales

the launch and ramp-up of new logistics programs with TomTom and AT&T;

increased volumes in our base business programs with AT&T and other customers in our Logistics
segment; and

benefits from our on-going lean and continuous improvement program and other cost reduction
initiatives and a reduction in cost for incentive compensation programs.

Net sales increased $1.4 million, or 0.3%, to $530.6 million for 2008 from $529.2 million for 2007.
This increase was primarily due to:

the launch and ramp-up of new logistics programs with TomTom and AT&T; and
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e increased volumes in our base business programs with AT&T and other customers in our Logistics
segment;

partially offset by:

e lower volumes of Honda remanufactured transmissions for warranty applications compared to higher
volumes in 2007 believed to be attributable to an extension of warranty coverage on certain models;

e 2 decrease in sales to GM primarily due to higher sales in 2007 from an automotive electronics
upgrade program that was substantially completed at the end of the first quarter of 2008;

e lower volumes of Ford remanufactured transmissions resulting from lower sales over the last
several years of new vehicles using transmissions we remanufacture, resulting in a reduction in the
population of Ford vehicles in the zero-to-eight-year age category, which category we believe
drives the majority of demand for our Ford products;

e adecline in Nokia revenues due to the termination of a test and repair program in June 2007;

e scheduled price concessions to certain customers in our Logistics segment granted in connection
with previous contract renewals;

e lower volumes of Chrysler remanufactured transmissions due to Chrysler’s decision not to use
remanufactured transmissions for warranty repairs generally for model years 2003 and later,
resulting in one less model year being in our warranty program each year (however, certain
transmission models we remanufacture or programs we have been awarded have been approved by
Chrysler for use in its warranty program); and

e macro-economic factors believed to have resulted in a reduction in the number of miles driven and
the deferral of repairs, thus reducing overall demand for remanufactured transmissions in our
Drivetrain segment.

Of our net sales for 2008 and 2007, AT&T accounted for 42.8% and 36.9%, TomTom accounted for
13.8% and 3.1%, Ford accounted for 11.0% and 14.3%, and Honda accounted for 9.8% and 15.7%, respectively.

Gross Profit

Gross profit decreased $22.8 million, or 16.6%, to $114.6 million for 2008 from $137.4 million for 2007.
In addition, gross profit as a percentage of net sales decreased to 21.6% for 2008 from 26.0% for 2007. The
decrease was primarily the result of (i) $7.6 million of exit, disposal, certain severance and other charges (described
below) in 2008, (ii) reduced operating leverage in our Drivetrain segment, (iii) a decrease in sales to GM primarily
due to higher sales in 2007 from an automotive electronics upgrade program that was substantially completed at the
end of the first quarter of 2008, and (iv) scheduled price concessions to certain customers in our Logistics and
Drivetrain segments granted in connection with previous contract renewals, partially offset by benefits from our
on-going lean and continuous improvement program and other cost reduction initiatives.

SG&A Expense

SG&A expense decreased $4.0 million, or 6.6%, to $57.0 million for 2008 from $61.0 million for 2007.
The net decrease is primarily the result of benefits from our on-going lean and continuous improvement program
and other cost reduction initiatives and a reduction in cost for incentive compensation programs, partially offset
by an increase in costs associated with revenue growth in our Logistics segment. As a percentage of net sales,
SG&A expense decreased to 10.7% for 2008 from 11.5% for 2007.
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Impairment of Goodwill

Our annual evaluation of goodwill made as of September 30, 2008, as required by SFAS No. 142,
Goodwill and Other Intangible Assets, resulted in no impairment to goodwill.

However, subsequent to the impairment tests made as of September 30, 2008, significant adverse
changes in the business climate in the North American vehicle industry occurred due to the economic slowdown,
placing unprecedented distress on our customers and the supporting supply base. This change in the business
climate triggered an interim test for the potential impairment of goodwill related to our Drivetrain business. As a
result, we concluded that the fair value of this reporting unit no longer supported the recorded goodwill, thus we
recorded a goodwill impairment charge in our Drivetrain segment during the fourth quarter of 2008 of
$79.1 million ($56.8 million net of tax, which includes an income tax benefit of $0.4 million from the
revaluation of certain deferred tax assets primarily related to tax deductible goodwill).

Exit, Disposal, Certain Severance and Other Charges

During 2008, we recorded $11.0 million ($6.9 million net of tax) of exit, disposal, certain severance and
other charges which included: '

e $9.7 million ($6.1 million net of tax) related to the restructuring activities in our Drivetrain
segment’s North American operations which includes the closure of our plant in Springfield,
Missouri and consolidation of its operations into our facility in Oklahoma City, Oklahoma,
comprised of (i) $7.3 million ($4.6 million net of tax) for the write-down of raw materials
inventory, including the disposal of $6.6 million, due to the determination of excess quantities of
raw materials on hand as a result of the recent decline in volume and the consolidation of facilities
(classified as cost of sales), (ii) $1.9 million ($1.2 million net of tax) of severance and related costs,
(iii) $0.3 million ($0.2 million net of tax) of costs related to fixed asset disposals (classified as cost
of sales), and (iv) $0.2 million ($0.1 million net of tax) of other plant consolidation costs; and

s  $1.3 million ($0.8 million net of tax) of costs primarily related to severance and related benefits for
certain cost reduction activities.

During 2009, we expect to incur additional pre-tax charges of $5-86 million related to the Drivetrain
restructuring activities primarily associated with the (i) transfer of production from the Springfield facility to the
Oklahoma City facility and other facility exit costs, (ii) severance and related costs for employees to be
terminated as production lines are moved between the facilities, and (iii) costs to accelerate the depreciation of
certain fixed assets. Upon the completion of these restructuring activities in our Drivetrain segment, we expect
to achieve pre-tax annual cost savings of approximately $6 million.

During 2007, we recorded $3.4 million ($2.1 million net of tax) of exit, disposal, certain severance and
other charges which included (i) $1.4 million ($0.9 million net of tax) for the write-down of raw materials
inventory related to the wind-down of activities with certain low-volume customers (classified as cost of sales),
(i) $0.7 million (80.5 million net of tax) of severance and other costs primarily related to certain management
upgrades and cost reduction activities, (iii) $0.7 million ($0.4 million net of tax) of certain legal and other
professional fees unrelated to our ongoing operations, and (iv) $0.6 million ($0.3 million net of tax) of costs
primarily related to fixed asset disposals related to the exit from a leased facility, a change in the estimated
useful life of certain fixed assets, and to a lesser extent the disposal of certain fixed assets related to the wind-
down of activities with certain low-volume customers (classified as cost of sales).

As an on-going part of our planning process, we continue to identify and evaluate areas where cost
efficiencies can be achieved through consolidation of redundant facilities, outsourcing functions or changing
processes or systems. Implementation of any of these could require us to incur additional costs of a nature
described above, which would be offset over time by the resulting cost savings.
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Operating Income (Loss)

Operating income (loss) decreased to a loss of $25.1 million for 2008 from income of $74.8 million for
2007. This net decrease was primarily due to the $79.1 million goodwill impairment charge recorded in 2008,
coupled with the factors described above under “Exit, Disposal, Certain Severance and Other Charges” and
“Gross Profit.”

Interest Income

Interest income decreased $0.5 million, or 45.5%, to $0.6 million for 2008 from $1.1 million for 2007.
The decrease was primarily attributable to lower cash balances invested in cash and equivalents during 2008 as
compared to 2007.

Interest Expense

Interest expense decreased $0.3 million, or 30.0%, to $0.7 million for 2008 from $1.0 million for 2007.
This decrease was primarily due to a slightly lower debt outstanding in 2008 as compared to 2007. As of
December 31, 2008, there were no borrowings outstanding under our credit facility. As of February 10, 20009,
there was $70.0 million outstanding under our credit facility.

Income Tax Expense (Benefit)

Our income tax benefit of $2.4 million for 2008 included tax benefits of $22.4 million primarily related to
the goodwill impairment charge of $79.1 million, of which $17.8 million is nondeductible. The normalized
effective income tax rate for 2008 was approximately 36.9%, as compared to 37.2% for 2007. Based upon our
current estimate of taxable income by state and currently enacted laws, we expect an effective income tax rate of
approximately 38.0% for 2009.

Discontinued Operations

During 2008 and 2007.we recorded after-tax losses from discontinued operations of $2.5 million and
$7.5 million, respectively.

During the three months ended March 31, 2008, we concluded that the potential return on the
investment for our NuVinci CVP project was not sufficient to continue development activities. As a result, we
sold certain tangible and intangible assets related to the NuVinci project to Fallbrook Technologies Inc. for a
total of $6.1 million. The after-tax loss of $2.5 million from 2008 is primarily related to our discontinued
NuVinci CVP project. On a pre-tax basis, the loss of $4.3 million included $2.4 million of operating losses from
NuVinci and a charge of $1.9 million related to the exit from this project, which included charges of
(i) $1.0 million for termination benefits, (ii) $0.5 million for certain inventory deemed unusable by Fallbrook,
(iii) $0.2 million primarily related to the write-off of capitalized patent development costs, and (iv) $0.2 million
related to the disposal of certain fixed assets.

For 2007, the after-tax loss of $7.5 million included (i) $7.1 million related to the operating results of
the NuVinci project, and (ii) $0.4 million related to the run-out of warranty claims in our discontinued

Independent A ftermarket businesses.

See Item 8. “Consolidated Financial Statements and Supplementary Data — Note 157 for a further
discussion of these charges.
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Reportable Segments

Logistics Segment

The following table presents net sales and segment profit expressed in millions of dollars and as a
percentage of net sales:

Year Ended December 31,

2008 2007
NEt SALES. . viaiiriieieeiierre et e $3534 100.0% $293.9 100.0%
Segment profit ..o § 562 15.9% $ 450 15.3%

Net Sales. Net sales increased $59.5 million, or 20.2%, to $353.4 million for 2008 from $293.9 million for
2007. This increase was primarily related to:

e the launch and ramp-up of new programs with TomTom and AT&T; and
¢ increased volumes in our base business programs with AT&T and other customers;
partially offset by:

¢ adecline in sales to GM primarily due to higher sales in 2007 from an automotive electronics upgrade
program that was substantially completed at the end of the first quarter of 2008;

e adecline in Nokia revenues due to the termination of a test and repair program in June 2007; and

¢ scheduled price concessions granted to a customer in connection with previous contract renewals.

Of our segment net sales for 2008 and 2007, AT&T accounted for 64.2% and 66.4%, TomTom accounted
for 20.8% and 5.6% and GM accounted for 3.4% and 12.2%, respectively.

Exit, Disposal, Certain Severance and Other Charges. During 2008, we recorded $0.3 million of these
costs for severance related to cost reduction activities and the reorganization of certain functions within the
segment’s information technology group. These costs were nominal in 2007.

Segment Profit. Segment profit increased $11.2 million, or 24.9%, to $56.2 million (15.9% of segment
net sales) for 2008 from $45.0 million (15.3% of segment net sales) for 2007. The increase was primarily the
result of the factors described above under “Net Sales” and benefits of our lean and continuous improvement
program and other cost reduction initiatives, partially offset by scheduled price concessions granted to a customer in
connection with previous contract renewals.
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Drivetrain Segment

The following table presents net sales, impairment of goodwill, exit, disposal, certain severance and
other charges, and segment profit (loss) expressed in millions of dollars and as a percentage of net sales:

Year Ended December 31,
2008 2007
Net sales....cciiririieere e $177.1 100.0% $2353  100.0%
Impairment of goodWill.........cccccvevvvvneiinecieninene. § 791 44.7% S - -
Exit, disposal, certain severance and other charges. $ 10.7 6.0% 5 34 1.4%
Segment (108S) Profit .......cceveeevvererveereeiieiieecrennn, $ (81.3) - $ 29.7 12.6%

Net Sales. Net sales decreased $58.2 million, or 24.7%, to $177.1 million for 2008 from $235.3 million
for 2007. The decrease was primarily due to:

e lower volumes of Honda remanufactured transmissions for warranty applications compared to higher
volumes in 2007 believed to be attributable to an extension of warranty coverage on certain models;

e Jower volumes of Ford remanufactured transmissions resulting from lower sales over the last
several years of new vehicles using transmissions we remanufacture, resulting in a reduction in the
population of Ford vehicles in the zero-to-eight-year age category, which category we believe
drives the majority of demand for our Ford products;

¢ lower volumes of Chrysler remanufactured transmissions due to Chrysler’s decision not to use
remanufactured transmissions for warranty repairs generally for model years 2003 and later,
resulting in one less model year being in our warranty program each year (however, certain
transmission models we remanufacture or programs we have been awarded have been approved by
Chrysler for use in its warranty program); and

*  macro-economic factors believed to have resulted in a reduction in the number of miles driven and
the deferral of repairs, thus reducing overall demand for remanufactured transmissions.

Of our segment net sales for 2008 and 2007, Ford accounted for 32.8% and 32.3% and Honda accounted
for 29.4% and 35.3%, respectively.

Impairment of Goodwill. During the fourth quarter of 2008, significant adverse changes in the business
climate in the North American vehicle industry occurred due to the economic slowdown, placing unprecedented
distress on our customers and the supporting supply base. This change in the business climate triggered an interim
test for the potential impairment of goodwill related to our Drivetrain business. As a result, we concluded that the
fair value of this reporting unit no longer supported the assigned goodwill and recorded a goodwill impairment
charge during the fourth quarter of 2008 of $79.1 million ($56.8 million net of tax, which includes an income tax
benefit of $0.4 million from the revaluation of certain deferred tax assets primarily related to tax deductible
goodwill). There were no similar costs recorded in 2007.
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Exit, Disposal, Certain Severance and Other Charges. During 2008, we recorded $10.7 million of
these costs which included:

e $9.7 million related to the restructuring activities in our North American operations which includes
the closure of our plant in Springfield, Missouri and consolidation of its operations into our facility
in Oklahoma City, Oklahoma, comprised of (i) $7.3 million for the write-down of raw materials
inventories due to the determination of excess quantities of raw materials on hand as a result of the
recent decline in volume and the consolidation of facilities, (i) $1.9 million of severance and
related costs, (ii1) $0.3 million of costs related to fixed asset disposals, and (iv) $0.2 million of
other plant consolidation costs; and

e  §$1.0 million of costs primarily related to severance and related benefits for certain cost reduction
activities.

During 2009, we expect to incur additional pre-tax charges of $5-$6 million related to the restructuring
“activities primarily associated with the (i) transfer of production from the Springfield facility to the Oklahoma
City facility and other facilify exit costs, (ii) severance and related costs for employees to be terminated as
production lines are moved between the facilities, and (iii) costs to accelerate the depreciation of certain fixed
assets. Upon the completion of these restructuring activities, we expect to achieve pre-tax annual cost savings of
approximately $6 million and we have targeted a 10% segment margin by the end of 2009.

During 2007, we recorded $3.4 million of these costs consisting of (i) $1.4 million for the write-down of
raw materials inventory related to the wind-down of activities with certain low-volume customers,
(i1) $0.7 million of certain legal and other professional fees unrelated to ongoing operating activities of the
segment, (iii) $0.7 million of severance and other costs primarily related to certain management upgrades and cost
reduction activities, and (iv) $0.6 million primarily related to fixed asset disposals related to the exit from a
leased facility, a change in the estimated useful life of certain fixed assets, and to a lesser extent the disposal of
certain fixed assets related to the wind-down of activities with certain low-volume customers.

Segment (Loss) Profit. Segment (loss) profit decreased to a loss of $81.3 million for 2008 from a profit
of $29.7 million (12.6% of segment net sales) for 2007. The decrease was primarily due to the factors described
above under “Impairment of Goodwill” and “Exit, Disposal, Certain Severance and Other Charges.” Excluding
these costs, the decrease in segment profit in 2008 as compared to 2007 was primarily the result of the negative
operating leverage experienced as volumes declined due to the factors described above under “Net Sales.”

Year Ended December 31, 2007 Compared to Year Ended December 31, 2006

Income from continuing operations increased $25.4 million, or 117.1%, to $47.1 million in 2007 from
$21.7 million in 2006. Income from continuing operations per diluted share was $2.13 in 2007 as compared to
$0.99 in 2006. Our results for 2007 included exit, disposal, certain severance and other charges of $2.1 million
(net of tax). Our results for 2006 included (i) goodwill impairment charges of $9.9 million (net of tax), related to
our Drivetrain segment’s United Kingdom-based operation and our Logistics segment’s automotive materials
reclamation business, (ii) exit, disposal, certain severance and other charges of $1.2 million (net of tax), and
(iii) a charge of $1.1 million (net of tax) related to the write-off of deferred debt issuance costs associated with
the early termination of a credit facility. Other factors which caused income from continuing operations to
increase in 2007 as compared to 2006 included:

e growth in our Logistics segment, primarily related to increases in our programs with GM (primarily
an automotive electronics upgrade program that was substantially completed by the end of the first
quarter of 2008), TomTom, SonyEricsson, LG, T-Mobile, TiVo and a favorable mix of services in
our base business with AT&T;

e areduction in interest expense and a corresponding increase in interest income in 2007 as compared

to 2006 primarily due to a reduction in total debt outstanding and an increase in cash and cash
equivalents;
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recovery from the costs in our Logistics segment incurred during 2006 associated with the vertical
integration of a test and repair program for Nokia that had been previously outsourced and was
subsequently terminated in 2007,

recovery from the costs in our Logistics segment incurred during 2006 associated with the launch
of a new test and repair program in a new market;

increased volumes of Ford remanufactured transmissions compared to lower sales in 2006 that were
due to inventory reductions in Ford’s distribution channel during the first half of 2006;

increased volumes of Honda remanufactured transmissions believed to be associated with an
extension of the warranty period for certain models, the impact of which substantially ended during
the third quarter of 2007; and

benefits from our on-going lean and continuous improvement program and other cost reduction
initiatives,

partially offset by:

Net Sales

scheduled price concessions to certain customers in our Logistics and Drivetrain segments granted
in connection with previous contract renewals; and

lower volumes of Chrysler remanufactured transmissions due to Chrysler’s decision not to use
remanufactured transmissions for warranty repairs generally for model years 2003 and later,
resulting in one less model year being in our warranty program each year.

Net sales increased $31.3 million, or 6.3%, to $529.2 million for 2007 from $497.9 million for 2006.
This increase was primarily due to:

growth in our Logistics segment, primarily related to increases in our programs with GM (primarily
an automotive electronics upgrade program that was substantially completed by the end of the first
quarter of 2008), TomTom, SonyEricsson, LG, T-Mobile and TiVo;

increased volumes of Ford remanufactured transmissions compared to lower sales in 2006 that were
due to inventory reductions in Ford’s distribution channel during the first half of 2006; and

increased volumes of Honda remanufactured transmissions believed to be associated with the
extension of the warranty period for certain models, the impact of which substantially ended during
the third quarter of 2007,

partially offset by:

a decline in Nokia revenues due to the termination of a test and repair program in June 2007, partially
offset by revenue from additional new programs with Nokia;

a reduction in sales to AT&T primarily resulting from a reduced mix of component repair parts
passed through our test and repair services;

lower volumes of Chrysler remanufactured transmissions due to Chrysler’s decision not to use

remanufactured transmissions for warranty repairs generally for model years 2003 and later,
resulting in one less model year being in our warranty program each year;
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e scheduled price concessions to certain customers in our Logistics and Drivetrain segments granted
in connection with previous contract renewals; and

e Jower sales for mediunvheavy duty remanufactured transmissions in our Drivetrain segment with
Allison primarily resulting from a reduction in the cost of component parts passed through the
remanufacturing process.

Of our net sales for 2007 and 2006, AT&T accounted for 36.9% and 41.8%, Honda accounted for 15.7%
and 15.6% and Ford accounted for 14.3% and 13.8%, respectively.

Gross Profit

Gross profit increased $32.0 million, or 30.4%, to $137.4 million for 2007 from $105.4 million for 2006.
The increase was primarily the result of the factors described above under “Net Sales,” combined with a recovery
from the vertical integration and program launch costs incurred in our Logistics segment in 2006, and benefits from
our on-going lean and continuous improvement program and other cost reduction initiatives, partially offset by
scheduled price concessions granted to certain customers in connection with previous contract renewals.

Gross profit as a percentage of net sales increased to 26.0% for 2007 from 21.2% for 2006. This increase
was primarily due to a favorable mix of services in our Logistics segment (including the automotive electronics
upgrade program that was substantially completed by the end of the first quarter of 2008), recovery from the
vertical integration and program launch costs incurred in our Logistics segment in 2006, operating leverage from
increased volume in our Drivetrain segment, benefits from our on-going lean and continuous improvement program
and other cost reduction initiatives, and a favorable resolution to all receivable and inventory issues associated with
the termination of a test and repair program.

SG&A Expense

SG&A expense increased $12.1 million, or 24.7%, to $61.0 million for 2007 from $48.9 million for
2006. The net increase was primarily the result of an increase in (i) costs for incentive compensation programs
and (ii) costs associated with revenue growth in our Logistics segment, partially offset by benefits from our on-
going lean and continuous improvement program and other cost reduction initiatives. As a percentage of net
sales, SG&A expense increased to 11.5% for 2007 from 9.8% for 2006.

Impairment of Goodwill

Our annual evaluation of goodwill made as of September 30, 2007, as required by SFAS No. 142,
Gooawill and Other Intangible Assets, resulted in no impairment to goodwill.

During 2006, our annual evaluation of goodwill resulted in goodwill impairment charges of
$11.7 million related to the United Kingdom-based Drivetrain remanufacturing operation and $2.9 million
related to the Logistics segment’s automotive materials reclamation operation. Because key new business
opportunities considered in our 2005 assessment for both of these reporting units did not materialize, and other
near-term growth opportunities were considered limited, we concluded that the fair value of these reporting units
no longer supported the assigned goodwill.
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Exit, Disposal, Certain Severance and Other Charges

During 2007, we recorded $3.4 million ($2.1 million net of tax) of exit, disposal, certain severance and
other charges which included (i) $1.4 million ($0.9 million net of tax) for the write-down of raw materials
inventory related to the wind-down of activities with certain low-volume customers (classified as cost of sales),
(i1) $0.7 million ($0.5 million net of tax) of severance and other costs primarily related to certain management
upgrades and cost reduction activities, (iii) $0.7 million ($0.4 million net of tax) of certain legal and other
professional fees unrelated to our ongoing operations, and (iv) $0.6 million ($0.3 million net of tax) of costs
primarily related to fixed asset disposals related to the exit from a leased facility, a change in the estimated
useful life of certain fixed assets, and to a lesser extent the disposal of certain fixed assets related to the wind-
down of activities with certain low-volume customers (classified as cost of sales).

During 2006, we recorded $1.9 million ($1.2 million net of tax) of exit, disposal, certain severance and
other charges consisting of (i) $1.1 million ($0.7 million net of tax) for severance and related costs associated
with cost reduction activities and the reorganization and upgrade of certain management functions,
(i1) $0.5 million ($0.3 million net of tax) for due diligence and other costs related to potential acquisitions that
we ultimately decided not to pursue, and (iii) $0.3 million ($0.2 million net of tax) of costs for asset retirement
obligations we may be contractually obligated to perform in order to restore certain leased facilities to a
condition specified in the lease agreement.

Operating Income

Operating income increased $35.0 million, or 87.9%, to $74.8 million for 2007 from $39.8 million for
2006. This net increase was primarily due to the $14.6 million of goodwill impairment charges recorded in
2006, coupled with the factors described above under “Net Sales,” “Gross Profit” and “Selling, General and
Administrative Expense.” As a percentage of net sales, operating income increased to 14.1% from 8.0%.

Interest Income

Interest income increased $0.5 million, or 83.3%, to $1.1 million for 2007 from $0.6 million for 2006.
The increase was primarily attributable to higher cash balances invested in cash and equivalents during 2007 as
compared to 2006.

Write-Off of Debt Issuance Costs

During 2006, we paid the balance outstanding under a credit facility and terminated the related credit
and security agreements. As a result, we recorded a non-cash charge of $1.7 million during 2006 to write off
deferred debt issuance costs associated with this facility.

Interest Expense

Interest expense decreased $3.3 million, or 76.7%, to $1.0 million for 2007 from $4.3 million for 2006.
This decrease was primarily due to a reduction in total debt outstanding in 2007 as compared to 2006. As of
December 31, 2007, there were no borrowings outstanding under our credit facility.

Income Tax Expense

Income tax expense as a percentage of income from continuing operations decreased slightly to 37.2% for
2007, from 37.5% for 2006.

Discontinued Operations

During 2007 and 2006 we recorded after-tax losses from discontinued operations of $7.5 million and
$13.6 million, respectively.
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For 2007, the after-tax loss of $7.5 million included (i) $7.1 million related to the operating results of
our NuVinci project, and (ii) $0.4 million related to the run-out of warranty claims in our discontinued
Independent Aftermarket businesses.

The loss from 2006 included after-tax charges of (i) $9.7 million for the discontinued Independent
Aftermarket businesses, and (ii) $3.9 million related to the operating results of the NuVinci project. On a pre-tax
basis, this loss for the discontinued Independent Aftermarket businesses included $1.6 million of losses from the
operations of these businesses during 2006 along with charges related to the closure and sale of these businesses
of (i) $9.8 million of inventory write-downs, (ii) $1.4 million for the impairment of goodwill, (iii) $0.8 million of
fixed asset impairment charges, (iv) $0.7 million of severance costs, (v) $0.4 million related to the write-down of
accounts receivable, and (vi) $0.2 million of other costs primarily related to a settlement with a customer.

The loss from 2006 also includes $0.1 million for certain workers compensation claims at our

previously discontinued Drivetrain operation located in Gastonia, North Carolina, offset by a gain of
$0.1 million for a change in estimated costs related to the sale of our former Distribution Group business, which

we sold in 2000.

See Item 8. “Consolidated Financial Statements and Supplementary Data — Note 15” for a further
discussion of these charges.

Reportable Segments

Logistics Segment

The following table presents net sales and segment profit expressed in millions of dollars and as a
percentage of net sales:

Year Ended December 31,
2007 2006
Nt SalES...uiirreeieeeier e $293.9 100.0% $263.4  100.0%
Segment Profit .......ccceveeireeereneevereeieeeirreeerenennns $ 45.0 15.3% $ 244 9.3%

Net Sales. Net sales increased $30.5 million, or 11.6%, to $293.9 million for 2007 from $263.4 million for
2006. This increase was primarily related to increases in our programs with GM (primarily an automotive
electronics upgrade program that was substantially completed by the end of the first quarter of 2008), TomTom,
SonyEricsson, LG, T-Mobile and TiVo, partially offset by:

e a reduction of sales to AT&T primarily resulting from a reduced mix of component repair parts
passed through our test and repair services;

e adecline in Nokia revenues due to the termination of a test and repair program in June 2007, partially
offset by revenue from additional new programs with Nokia; and

o scheduled price concessions granted to a customer in connection with a previous contract renewal.

Of our segment net sales for 2007 and 2006, AT&T accounted for 66.4% and 79.1% and GM accounted
for 12.2% and 2.7%, respectively.

Impairment of Goodwill. During 2006, our annual evaluation of goodwill as required by SFAS No. 142,

Goodwill and Other Intangible Assets, resulted in a charge of $2.9 million for the impairment of goodwill assigned
to our automotive materials reclamation operation. There were no similar costs recorded in 2007.
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Exit, Disposal, Certain Severance and Other Charges. During 2006, we recorded $0.5 million of these
costs for severance and related costs associated with the reorganization and upgrade of certain management
functions and costs related to a potential acquisition that we ultimately decided not to pursue. These costs were
nominal in 2007.

Segment Profit. Segment profit increased $20.6 million, or 84.4%, to $45.0 million (15.3% of segment net
sales) for 2007 from $24.4 million (9.3% of segment net sales) for 2006. The increase was primarily the result of
the factors described above under “Net Sales” and “Impairment of Goodwill” combined with a favorable mix of
services (including the automotive electronics upgrade program that was substantially completed by the end of the
first quarter of 2008), recovery from the vertical integration and program launch costs incurred in our Logistics
segment in 2006, a favorable resolution to all receivable and inventory issues associated with the termination of a
test and repair program, and benefits of our lean and continuous improvement program and other cost reduction
initiatives, partially offset by scheduled price concessions granted to a customer in connection with a previous
contract renewal and an increase in costs for incentive compensation programs.

Drivetrain Segment

The following table presents net sales and segment profit expressed in millions of dollars and as a
percentage of net sales:

Year Ended December 31,
2007 2006
NEL SAIES .. vvveeveeieiereeieiiee e ee e $2353  100.0% $2345  100.0%
Segment Profit......c.cccoeeveeeeieeieeceriie e $ 297 12.6% $ 154 6.6%

Net Sales. Net sales increased $0.8 million, or 0.3%, to $235.3 million for 2007 from $234.5 million for
2006. The increase was primarily due to:

¢ increased volumes of Ford remanufactured transmissions compared to lower sales in 2006 that were
due to inventory reductions in Ford’s distribution channel during the first half of 2006; and

e increased volumes of Honda remanufactured transmissions believed to be associated with the
extension of the warranty period for certain models, the impact of which substantially ended during
the third quarter of 2007,

partially offset by:

e lower volumes of Chrysler remanufactured transmissions due to Chrysler’s decision not to use
remanufactured transmissions for warranty repairs generally for model years 2003 and later,
resulting in one less model year being in our warranty program each year;

® lower sales for medium/heavy duty remanufactured transmissions with Allison primarily resulting
from a reduction in the cost of component parts passed through the remanufacturing process; and

¢ scheduled price concessions granted to certain customers in connection with previous contract
renewals.

Of our segment net sales for 2007 and 2006, Honda accounted for 35.3% and 33.1%, Ford accounted for
32.3% and 29.3% and Chrysler accounted for 12.5% and 15.6%, respectively.
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Impairment of Goodwill. During 2006, our annual evaluation of goodwill as required by SFAS No. 142,
Goodwill and Other Intangible Assets resulted in a charge of $11.7 million for the impairment of goodwill assigned
to our United Kingdom-based remanufacturing operation. There were no similar costs recorded in 2007.

Exit, Disposal, Certain Severance and Other Charges. During, 2007, we recorded $3.4 million of these
costs consisting of (i) $1.4 million for the write-down of raw materials inventory related to the wind-down of
activities with certain low-volume customers, (ii) $0.7 million of certain legal and other professional fees
unrelated to ongoing operating activities of the segment, (iii) $0.7 million of severance and other costs primarily
related to certain management upgrades and cost reduction activities, (iv) $0.6 million primarily related to fixed
asset disposals related to the exit from a leased facility, a change in the estimated useful life of certain fixed
assets, and to a lesser extent the disposal of certain fixed assets related to the wind-down of activities with
certain low-volume customers. During 2006, we recorded $1.5 million of these costs consisting primarily of
$1.0 million for severance and related costs associated with cost reduction activities and the reorganization of
certain management functions, as well as (i) costs related to a potential acquisition that we ultimately decided not
to pursue and (ii) costs for asset retirement obligations we are contractually obligated to perform in order to
restore certain leased facilities back to a condition specified in the lease agreement.

Segment Profit. Segment profit increased $14.3 million, or 92.9%, to $29.7 million (12.6% of segment
net sales) for 2007 from $15.4 million (6.6% of segment net sales) for 2006. This resulted primarily from the
factors described above under “Net Sales” and “Impairment of Goodwill,” operating leverage from increased
volumes, and benefits resulting from our lean and continuous improvement program and other cost reductions,
partially offset by increased “Exit, Disposal, Certain Severance and Other Charges.”

Liquidity and Capital Resources

Cash Flow & Capital Expenditures

We had total cash and cash equivalents on hand of $17.2 million at December 31, 2008. Net cash
provided by operating activities from continuing operations was $38.9 million in 2008. During the period, we
used $23.7 million of cash from our working capital accounts including:

e  $2.9 million for accounts receivable primarily as a result of (i) increased volume in our Logistics
segment, partially offset by lower volumes in our Drivetrain segment, and (ii) the impact of a large
customer payment that was due in January 2008 but was received in the fourth quarter of 2007,
thereby lowering our receivables balance as of December 31, 2007;

e  $8.4 million for inventories primarily related to the launch and ramp-up of new programs in our
Logistics segment, partially offset by reductions in our Drivetrain segment;

e  $10.3 million for accounts payable and accrued expenses, which included the use of $9.4 million in
cash for payments of our 2007 incentive compensation; and

e  $2.1 million for prepaid and other assets.

Net cash used in investing activities from continuing operations was $13.8 million for the year, which
included $11.3 million of capital spending primarily related to machinery and equipment for new business
initiatives and capacity maintenance efforts and $2.5 million of net purchases of available-for-sale securities for
our nonqualified deferred compensation plan. Net cash used in financing activities of $50.3 million was
primarily related to open market repurchases of our common stock made during 2008.

For 2009, we estimate $12-$15 million for capital expenditures, consisting of approximately $6-$8

million in support of new business and capacity expansion initiatives in both our Logistics and Drivetrain
segments and approximately $6-$7 million in support of maintenance and cost reduction initiatives.

38



For 2009, we expect our effective tax rate to be 38.0%.
Financing

On March 21, 2006, we entered into a credit agreement and a related security agreement with certain
banks. This credit agreement provides for a $150.0 million revolving credit facility available through March
2011. This agreement also provides for the ability to increase the facility size by up to $75.0 million in the
aggregate, subject to certain conditions (including the receipt from one or more lenders of the additional
commitments that may be requested) and achievement of certain financial ratios. Amounts advanced under the
credit facility are guaranteed by all of our domestic subsidiaries and secured by substantially all of our assets and
the assets of our domestic subsidiaries.

At our election, amounts advanced under the revolving credit facility will bear interest at either (i) the
Base Rate plus a specified margin or (ii) the Eurocurrency Rate plus a specified margin. The Base Rate is equal
to the higher of (a) the lender’s prime rate or (b) the federal funds rate plus 0.50%. The applicable margins for
both Base Rate and Eurodollar Rate loans are subject to quarterly adjustments based on our leverage ratio as of
the end of the four fiscal quarters then completed. At December 31, 2008, the applicable margins for Base Rate
and Eurodollar Rate loans were zero and 1.00%, respectively. As specified in our credit agreement, the
following table sets forth the rates based upon our leverage ratio:

Applicable Rate
LIBOR Margin and Prime Rate
Consolidated Leverage Ratio Letters of Credit Commitment Fee Margin
Less than 1.00:1 ..o 1.00% 0.20% 0.00%
Greater or equal to 1.00:1 but less
than 1.75:1 e 1.25% 0.25% 0.25%
Greater or equal to 1.75:1 but less
than 2.50:1 ..o 1.50% 0.30% 0.50%
Greater or equal to 2.50:1 ............... 1.75% 0.35% 0.75%

At December 31, 2008, our borrowing capacity under the credit facility was $149.1 million, net of
$0.9 million for outstanding letters of credit.

We were in compliance with all the credit facility’s debt covenants as of December 31, 2008.

We had cash and cash equivalents on hand of $17.2 million at December 31, 2008. Our cash position and
expected free cash flow for 2009 provide adequate resources to satisfy foreseeable business obligations. - However,
on February 10, 2009, we borrowed $70 million under our credit facility in order to increase our cash position and
preserve our financial flexibility in light of the current uncertainty in the capital markets. The proceeds are being
held in high quality, low risk investments and are not expected to be used in the near term. Following this
borrowing, we had $79.1 million of borrowing capacity remaining on the credit facility.

As of December 31, 2008, we had not experienced any unusual delays in payments from any of our
significant customers. If any of our customers were to file for protection under U.S. bankruptcy laws, we could
be required to deliver to the bankruptcy estate the amount of all payments received from that customer in the
90 days prior to the bankruptcy filing, resulting in a one-time disruption in cash flow from that customer,
although we believe we would be able to retain a large portion of those payments because they would be
(1) made in the ordinary course of business on ordinary business terms and/or (ii) offset by amounts still owed us
by the bankrupt and, as such, subject to protection by affirmative defenses. Any amounts owed but not paid to
us by the customer at the time of the bankruptcy filing would be an unsecured claim that would most likely not
be resolved for an extended period of time and would most likely be paid at a significant discount, if at all. We
would expect to be able to make up any temporary shortfall in cash flow due to the bankruptcy of a customer
from our other sources of cash, including borrowing under our revolving credit facility.
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Having considered these and other matters, we believe that cash on hand, cash flow from operations and
existing borrowing capacity will be sufficient to fund ongoing operations and budgeted capital expenditures. In
pursuing future acquisitions, we will continue to consider the effect any such acquisition costs may have on
liquidity. In order to consummate such acquisitions, we may need to seek funds through additional borrowings or
equity financing.

Other

In February 2008, our Board of Directors authorized a plan to repurchase up to $50.0 million of our
common stock during 2008, which was completed during the fourth quarter of 2008. The repurchases were made
(1) pursuant to a plan complying with Rule 10b5-1 under the Securities Exchange Act of 1934, and (ii) in
accordance with Rule 10b-18 under the Securities Exchange Act. Pursuant to this program, we made open market
purchases of 2,489,671 shares of our common stock at an aggregate cost of $50.1 million, including broker
commissions and transaction fees, during 2008.

Off-Balance Sheet Arrangements

We are not engaged in any off-balance sheet arrangements that have a material current effect or are
reasonably likely to have a material future effect on our financial condition or results of operations. However, we
are subject to various other commitments and contingencies as disclosed in Item 8. "Consolidated Financial
Statements and Supplementary Data — Note 16."

Contractual Obligations

The following table summarizes our contractual obligations from continuing operations expressed in
millions of dollars as of December 31, 2008:

Less than More than
Total 1 year 1-3 vears 3 —5 vears S years

Debt Obligations:

Letters of credit........ccoveecuerevecnennne. $ 09 § - $09 $ - § -

Interest on credit facility™............. 0.7 0.3 0.4 - -
Total debt obligations................ 1.6 03 1.3 - -
Operating lease obligations® 21.2 73 6.3 4.6 3.0
Purchase obligations™..............cc......... 17.8 17.8 - - -
Liabilities related to uncertain tax

POSIIONS™ ... 0.5 - 0.5 - -
Nonqualified deferred compensation® 5.1 0.5 0.2 0.1 43
Deferred compensation“’) ..................... 0.3 0.1 02 - —
TOtAL e veeevveeeese e eeeeecsesssssese s $46.5 $26.0 $85 $47 $73

(1) Represents estimated interest expense related to the unused portion of our credit facility as of December 31, 2008. Interest
is determined assuming the credit facility was terminated on March 31, 2011, its expiration date. There were no borrowings
outstanding under the credit facility at December 31, 2008. On February 10, 2009, we borrowed $70 million under our
credit facility.

(2) A portion of our operating leases expiring in 2009 and 2010 will be renewed. See Item 8. "Consolidated Financial
Statements and Supplementary Data — Note 16."

(3) Primarily consist of contractual arrangements in the form of purchase orders and other commitments with suppliers where
there is a fixed non-cancelable payment schedule or minimum payments due with a reduced delivery schedule.

(4) Represents the portion of our liability related to uncertain tax positions that could have an impact on our liquidity. The
remaining portion of this liability ($1.1 million as of December 31, 2008) is excluded from our contractual obligations as
this amount has no related demands on our liquidity due to an offsetting asset classified in refundable income taxes.
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(5) Represents amounts payable to certain of our employees and directors under a nonqualified deferred compensation plan.

(6) Relates to the 1997 acquisition of a former Drivetrain segment business, which requires us to make certain payments to key
employees of the seller on various dates subsequent to the closing date. Through December 31, 2008, we had made $3.3
million of these payments (including $0.1 million paid in 2008).

Impact of New Accounting Standards

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, which defines fair
value, establishes a framework for measuring fair value in U.S generally accepted accounting principles, and
expands disclosures about fair value measurements to include the methods and assumptions used to measure fair
value and the effect of fair value measures on earnings. In October 2008, the FASB issued FSP FAS No. 157-3,
Determining the Fair Value of a Financial Asset When the Market for That Asset is Not Active, which clarifies
the adoption of SFAS No. 157 in a market that is not active. Our adoption of SFAS No. 157 on January 1, 2008
did not have a material effect on our consolidated financial statements.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and
Financial Liabilities—including an amendment to FASB Statement No. 115, which permits entities to choose to
measure many financial instruments and certain other items at fair value that are not currently required to be
measured at fair value. The statement is effective for fiscal years beginning after November 15, 2007. Under the
provisions of SFAS No. 159, we do not apply the fair value option to the asset and liability related to our
nonqualified deferred compensation plan. The adoption of SFAS No. 159 did not have a material effect on our
consolidated financial statements.

In December 2007, the FASB issued SFAS No. 141 (Revised 2007), Business Combinations. SFAS
No. 141R significantly changes the accounting for business combinations. Under SFAS No. 141R, an acquiring
entity will be required to recognize all the assets acquired and liabilities assumed in a transaction at the
acquisition-date fair value with limited exceptions. SFAS No. 141R changes the accounting treatment for certain
specific items, including (i) acquisition costs are generally expensed as incurred, (ii) noncontrolling interests
(formerly known as “minority interests™) are valued at fair value at the acquisition date, (iii) acquired contingent
liabilities are recorded at fair value at the acquisition date and subsequently measured at either the higher of such
amount or the amount determined under existing guidance for non-acquired contingencies, (iv) in-process
research and development is recorded at fair value as an indefinite-lived intangible asset at the acquisition date,
(v) restructuring costs associated with a business combination are generally expensed subsequent to the
acquisition date, and (vi) changes in deferred tax asset valuation allowances and income tax uncertainties after
acquisition date generally affect income tax expense. SFAS 141R also includes a substantial number of new
disclosure requirements. SFAS No. 141R applies prospectively to business combinations for which the
acquisition date is on or after the beginning of the first annual reporting period beginning on or after December
15, 2008, except for the accounting treatment for changes in deferred tax asset valuation allowances and income
tax uncertainties, which applies to acquisitions prior to the effective date. Earlier adoption in prohibited. Based
on our current operations, the adoption of SFAS No. 141R is not expected to have a material effect on our
consolidated financial statements.

In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and
Hedging Activities — an amendment of FASB Statement No. 133. SFAS No. 161 enhances required disclosures
regarding derivatives and hedging activities, including how an entity uses derivative instruments, how derivative
instruments and related hedged items are accounted for under SFAS No. 133 and how derivative instruments and
related hedged items affect an entity’s financial position, financial performance and cash flows. SFAS No. 161
is effective for financial statements issued for fiscal years and interim periods beginning after
November 15, 2008, with early adoption encouraged. We have determined that the adoption of SFAS No. 161
will not have a material effect on our consolidated financial statements.
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In May 2008, the FASB issued SFAS No. 162, The Hierarchy of Generally Accepted Accounting
Principles. SFAS No. 162 identifies the sources of accounting principles and the framework for selecting the
principles to be used in the preparation of financial statements that are presented in conformity with U.S.
generally accepted accounting principles. SFAS No. 162 became effective on November 15, 2008. The adoption
of SFAS No. 162 did not have a material effect on our consolidated financial statements.

Inflation; Lack of Seasonality

Although we are subject to the effects of changing prices, the impact of inflation has not been a significant
factor in results of operations for the periods presented. In some circumstances, market conditions or customer
expectations may prevent us from increasing the prices of our products to offset the inflationary pressures that may
increase our costs in the future. Historically, there has been little aggregate seasonal fluctuation in our business.

Environmental Matters

See Item 1. "Business—Environmental” for a discussion of environmental matters relating to us.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Derivative Financial Instruments. We do not hold or issue derivative financial instruments for trading
purposes. We have used derivative financial instruments to manage our exposure to fluctuations in interest rates.
Neither the aggregate value of these derivative financial instruments nor the market risk posed by them has been
material to our business. At December 31, 2008, we were not using any derivative financial instruments.

Interest Rate Exposure. Based on our overall interest rate exposure during the year ended
December 31, 2008 and assuming similar interest rate volatility in the future, a near-term (12 months) change in
interest rates would not materially affect our consolidated financial position, results of operation or cash flows. As
of December 31, 2008, we had no amounts outstanding under our credit facility and therefore no interest rate
exposure.

Foreign Exchange Exposure. Our revenue, expense and capital purchasing activities are primarily
transacted in U.S. dollars. We have one foreign operation that exposes us to translation risk when the local
currency financial statements are translated to U.S. dollars. Since changes in translation risk are reported as
adjustments to stockholders' equity, a 10% change in the foreign exchange rate would not have a material effect on
our financial position, results of operation or cash flows. For the year ended December 31, 2008, a 10% change in
the foreign exchange rate would increase or decrease our consolidated net income by less than $0.1 million.
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Report of Independent Registered Public Accounting Firm
The Board of Directors and Stockholders of ATC Technology Corporation

We have audited the accompanying consolidated balance sheets of ATC Technology Corporation and
subsidiaries (the Company) as of December 31, 2008 and 2007, and the related consolidated statements of
operations, stockholders' equity, and cash flows for each of the three years in the period ended
December 31, 2008. Our audits also included the financial statement schedule listed in the Index at Item 15 (a).
These financial statements and schedule are the responsibility of the Company's management. Our responsibility
1s to express an opinion on these financial statements and schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
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, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of ATC Technology Corporation and subsidiaries at December 31, 2008 and 2007,
and the consolidated results of their operations and their cash flows for each of the three years in the period ended
December 31, 2008, in conformity with U.S. generally accepted accounting principles. Also, in our opinion, the
related financial statement schedule, when considered in relation to the basic financial statements taken as a
whole, presents fairly in all material respects the information set forth therein.

As discussed in Note 9 to the consolidated financial statements, the Company adopted Financial
Accounting Standards Board Interpretation No. 48, Accounting for Uncertainty in Income Taxes an interpretation
of FASB Statement No. 109, as of January 1, 2007.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), ATC Technology Corporation’s internal control over financial reporting as of
December 31, 2008, based on criteria established in Internal Control—Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission and our report dated February 25, 2009
expressed an unqualified opinion thereon.

/s/ Ernst & Young LLP

Chicago, Illinois
February 25, 2009
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Report of Independent Registered Public Accounting Firm on Internal Control Over Financial
Reporting

The Board of Directors and Stockholders of ATC Technology Corporation

We have audited ATC Technology Corporation’s internal control over financial reporting as of
December 31, 2008, based on criteria established in Internal Control-Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (the COSO criteria). ATC Technology
Corporation’s management is responsible for maintaining effective internal control over financial reporting,
and for its assessment of the effectiveness of internal control over financial reporting included in the
accompanying Form 10-K. Our responsibility is to express an opinion on the company’s internal control over
financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective internal control over financial reporting was maintained in all
material respects. Our audit included obtaining an understanding of internal control over financial reporting,
assessing the risk that a material weakness exists, testing and evaluating the design and operating effectiveness
of internal control based on the assessed risk, and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles. A company’s internal control over
financial reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company;
(2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of
the company are being made only in accordance with authorizations of management and directors of the
company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use, or disposition of the company’s assets that could have a material effect on the financial
statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, ATC Technology Corporation maintained, in all material respects, effective internal
control over financial reporting as of December 31, 2008, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated balance sheets of ATC Technology Corporation as of
December 31, 2008 and 2007, and the related consolidated statements of operations, stockholders’ equity, and
cash flows for each of the three years in the period ended December 31, 2008, and our report dated
February 25, 2009 expressed an unqualified opinion thereon.

/s/ Ernst & Young LLP

Chicago, Illinois
February 25, 2009

45



Assets
Current Assets:
Cash and cash equivalents
Accounts receivable, net
Inventories
Prepaid and other assets
Refundable income taxes
Deferred income taxes
Assets of discontinued operations
Total current assets

Property, plant and equipment, net
Debt issuance costs, net

Goodwill

Intangible assets, net

Long-term investments

Other assets

Assets of discontinued operations
Total assets

ATC TECHNOLOGY CORPORATION
CONSOLIDATED BALANCE SHEETS
(In thousands, except share and per share data)

Liabilities and Stockholders' Equity

Current Liabilities:
Accounts payable
Accrued expenses
Income taxes payable
Deferred compensation

Liabilities of discontinued operations

Total current liabilities

Deferred compensation, less current portion

Other long-term liabilities

Liabilities related to uncertain tax positions

Deferred income taxes

Stockholders' Equity:

Preferred stock, $.01 par value; shares authorized - 2,000,000; none issued

Common stock, $.01 par value; shares authorized - 30,000,000;

Issued (including shares held in treasury) - 27,639,527 and 27,479,944

as of December 31, 2008 and 2007, respectively

Additional paid-in capital
Retained earnings

Accumulated other comprehensive income (loss)

Common stock held in treasury, at cost - 7,868,354 and 5,328,423 shares

as of December 31, 2008 and 2007, respectively

Total stockholders' equity

Total liabilities and stockholders' equity

See accompanying notes.
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December 31, December 31,
2008 2007
$ 17,188 3 40,149
72,897 70,887
63,334 63,994
4,508 3,136
2,509 2,036
8,943 7,740
52 2,408
169,431 190.350
52,728 56,462
350 507
53,229 132,375
55 211
5,126 3,019
1,423 1,244
- 5,206
$ 282,342 $ 389,374
$ 29,221 $ 34,756
25,863 34,495
4,290 3,308
118 124
453 789
59,945 73,472
5,316 3,308
2,659 2,819
1,637 1,608
8,083 27,654
276 275
236,994 232312
100,167 125,336
(969) 3,766
(131,766) (81.176)
204,702 280,513
$ 282,342 3 389,374




ATC TECHNOLOGY CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS

(In thousands, except per share data)

Net sales:
Services
Products

Total net sales

Cost of sales:

Services

Products

Products - exit, disposal, certain severance and other charges
Total cost of sales

Gross profit

Selling, general and administrative expense
Amortization of intangible assets

Impairment of goodwill

Exit, disposal, certain severance and other charges

Operating income (loss)

Interest income

Other income, net

Write-off of debt issuance costs
Interest expense

Income (loss) from continuing operations before income taxes

Income tax (benefit) expense

Income (loss) from continuing operations

Loss from discontinued operations,
net of income taxes

Net income (loss)

Per common share - basic:
Income (loss) from continuing operations
Loss from discontinued operations
Net income (loss)

Per common share - diluted:
Income (loss) from continuing operations
Loss from discontinued operations
Net income (loss)

See accompanying notes.
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For the years ended December 31,

2008 2007 2006

$ 353,416 $ 293,917 $ 263,405
177,144 235,254 234,486
530,560 529,171 497,891
262,685 211,937 210,055
145,662 177,831 182,390

7,614 1,962 .

415,961 391,730 392,445
114,599 137,441 105,446

56,965 61,001 48,936

149 243 190

79,146 - 14,592

3,396 1,411 1,938

(25,057) 74,786 39,790

624 1,141 605

17 116 262
- - (1,691)
(696) (969) (4.297)

(25,112) 75,074 34,669

(2,423) 27,952 13,011

(22.689) 47,122 21,658
(2,480) (7,515) (13,635)

$ (25,169) $ 39,607 $ 8,023
$ (1.09) $ 2.16 $ 1.00
$ (0.12) $ (0.34) $ (0.63)
$ (1.21) $ 1.82 $ 0.37
$ (1.09) $ 2.13 $ 0.99
$ (0.12) $ (0.34) $ (0.62)
$ (1.21) $ 1.79 $ 0.37



ATC TECHNOLOGY CORPORATION
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(In thousands, except share data)

Accumuiated
Other Common
Preferred Common Additional Retained Comprehensive Unearned Stock in
Stock Steck Paid-In Capital Earnings Income (Loss) Comyp ti Treasury Total

Balance at Janunary 1, 2006 $ - $ 265 $ 212,678 $ 77,890 $ 1,186 $ (1,160) 5 (69.629) $ 221.230
Net income - - - 8,023 - - - 8,023
Translation adjustments - - - - 2,337 - - 2,337
Unrealized gain on available-for-sale securities,

net of income taxes - - - - 14 - - 14

Comprehensive income 10,374
Issuance 0f 97,429 shares of common stock

from incentive stock awards - 1 (1) - - - - -
Issuance of 472,354 shares of common stock

from exercise of stock options - 5 7,490 - - - - 7,495
Tax benefit from stock-based award transactions - - 1,525 - - - - 1,525
Noncash stock-based compensation - - 2,756 - . - - 2,756
Repurchase of 516,950 shares of common stock

for treasury - - - - - - (11,050) (11,050)
Reclassification of unearned compensation upon

adoption of SFAS 123R - . (1,160) - - 1,160
Balance at December 31, 2006 - 271 223,288 85,913 3,537 - (80,679) 232,330
Net income - - - 39,607 - - - 39,607
Translation adjustments - - - - 258 . - - 258
Unrealized loss on available-for-sale securities,

net of income taxes - - - - 29) - - (29)

Comprehensive income 39,836
Issuance of 140,075 shares of common stock

from incentive stock awards - 1 (1) - - - - -
Issuance of 230,160 shares of common stock

from exercise of stock options - 3 3,763 - - - - 3,766
Tax benefit from stock-based award transactions - - 1,136 - - - - 1,136
Noncash stock-based compensation - - 4,126 - - - - 4,126
Repurchase of 17,362 shares of common stock

for treasury - - - - - - (497) 497)
Adjustment to uncertain tax positions upon

adoption of FIN 48 - - - (184) - - - (184)
Balance at December 31, 2007 - 275 232312 125,336 3,766 - (81.176) 280,513
Net loss - - - (25,169) - - - (25,169)
Translation adjustments - - - - (4,491) - - 4,491)
Unrealized loss on available-for-sale securities,

net of income taxes - - - - (244) - - (244)

Comprehensive loss (29,904)
Issuance of 140,417 shares of common stock

from incentive stock awards - 1 [€5] - - - - -
Issuance of 19,166 shares of common stock

from exercise of stock options - - 253 - - - - 253
Tax benefit from stock-based award transactions - - 27 - - - - 27
Noncash stock-based compensation - - 4,403 - - - - 4,403
Repurchase of 2,512,455 shares of common stock

for treasury - - - - - - (50,590) (50,590)
Balance at December 31, 2008 $ - $ 276 $ 236,994 3 100,167 $ (969) $ - $  (131,766) $ 204,702

See accompanying notes.
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ATC TECHNOLOGY CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)

For the years ended December 31,

2008 2007 2006
Operating Activities:
Net income (loss) $ (25,169) 39,607 8,023
Adjustments to reconcile net income (loss) to net cash provided by
operating activities - continuing operations:
Net loss from discontinued operations 2,480 7,515 13,635
Impairment of goodwill 79,146 - 14,592
Write-down of inventories and other assets 7,614 1,389 -
Write-off of debt issuance costs - - 1,691
Depreciation and amortization 14,568 14,873 13,713
Noncash stock-based compensation 4,403 4,126 2,756
Amortization of debt issuance costs 157 157 412
Adjustments to provision for losses on accounts receivable 15 217) (23)
Loss on sale of equipment (32) 105 160
Deferred income taxes ) (20,608) 4,291 3916
Changes in operating assets and liabilities,
net of businesses acquired or discontinued/sold:
Accounts receivable (2,919) 7,041 (5,172)
Inventories (8,364) (8,614) (4,772)
Prepaid and other assets (2,079) (229) (238)
Accounts payable and accrued expenses (10,330) 13,770 7,833
Net cash provided by operating activities - continuing operations 38,882 83,814 56,526
Net cash provided by (used in) operating activities - discontinued operations 13 (8,946) 842
Investing Activities:
Purchases of property, plant and equipment (11,332) (19,374) (10,636)
Purchases of available-for-sale securities 2,791 (4,301) (3,981)
Purchase of assets of a business - - (1,746)
Proceeds from sales of available-for-sale securities 242 3,348 2,511
Proceeds from sale of property, plant and equipment 72 42 57
Net cash used in investing activities - continuing operations (13,809) (20,285) (13,795)
Net cash provided by (used in) investing activities - discontinued operations 4,426 (3,653) (63)
Financing Activities:
Payments on term debt - - (90,685)
(Payments) borrowings on revolving credit facility, net - (17,800) 17,800
Debt issuance costs - - (786)
Net change in book overdraft - (5,059) (5,426)
Proceeds from exercise of stock options 253 3,766 7.495
Tax benefit from stock-based award transactions 130 996 1,329
Repurchases of common stock for treasury (50,590) (497) (11,050)
Payments on amounts due to sellers of acquired companies - - 29)
Payments of deferred compensation related to acquired company (124) (130) (136)
Net cash used in financing activities (50,331) (18,724) (81,488)
Effect of exchange rate changes on cash and cash equivalents (2,142) 108 341
Increase (decrease) in cash and cash equivalents (22,961) 32,314 (37,637)
Cash and cash equivalents at beginning of year 40,149 7,835 45,472
Cash and cash equivalents at end of year $ 17,188 40,149 7,835
Cash paid during the year for:
Interest $ 562 830 4,682
Income taxes, net 15,943 13,957 809

See accompanying notes.
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ATC TECHNOLOGY CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In thousands, except share and per share data)

Note 1. The Company

ATC Technology Corporation (the “Company”) has two reportable segments: the Logistics
segment and the Drivetrain segment. The Logistics segment provides value-added warehousing, packaging
and distribution, reverse logistics, turnkey order fulfillment, electronic equipment testing, and
refurbishment and repair services. The principal customers are currently in the wireless, consumer
electronics and automotive industries and include AT&T, TomTom, Nokia, LG, T-Mobile, TiVo,
SonyEricsson, General Motors (“GM”) and Delphi. The Company’s Drivetrain segment primarily sells
remanufactured transmissions to Ford, Honda, Allison, Chrysler, GM, and certain foreign Original
Equipment Manufacturers (“OEMs”), primarily for use as replacement parts by their domestic dealers
during the warranty and/or post-warranty periods following the sale of a vehicle. In addition, the
Drivetrain segment sells select remanufactured engines primarily to certain OEMs in Europe. Established
in 1994, the Company maintains manufacturing facilities and logistics operations in the United States and a
manufacturing facility in the United Kingdom.

On April 2, 2008, the Company sold the asset group related to its NuVinci CVP project
(“NuVinci”). Accordingly, the results of operations for NuVinci, which was reported as part of
“Drivetrain” in segment information disclosed for the periods ended prior to 2008, has been reclassified to
discontinued operations for all periods presented. As a result of the discontinuance of NuVinci, for the
years ended December 31, 2008, 2007, and 2006 after-tax losses of $2,511 ($0.12 per common share —
basic and diluted), $7,141 ($0.33 per common share — basic and $0.32 per common share — diluted), and
$3,917 (50.18 per common share — basic and diluted) respectively, are reflected in discontinued operations.
The balance from discontinued operations recorded during the years ended December 31, 2008, 2007, and
2006 primarily relate to the Independent Aftermarket businesses which were discontinued by the Company
during 2006. (See Note 15 — Discontinued Operations)

Note 2. Summary of Significant Accounting Policies
Principles of Consolidation

The accompanying consolidated financial statements include the accounts of the Company and its
subsidiaries. All significant intercompany balances and transactions have been eliminated. In accordance
with Financial Accounting Standards Board (“FASB™) Interpretation No. 46R, Consolidation of Variable

Interest Entities, we also consolidate any variable interest entities of which we are the primary beneficiary, as
defined.

Use of Estimates

The preparation of the financial statements in conformity with accounting principles generally
accepted in the United States requires management to make estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes. Actual results could differ from those estimates.
Cash and Cash Equivalents

The Company considers all highly liquid investments with original effective maturities of three
months or less to be cash equivalents.
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Inventories

Inventories are stated at the lower of cost (first-in, first-out method) or market and consist primarily
of (i) component electronic equipment repair parts for the Logistics segment and (i) new and used
transmission parts, cores and finished goods for the Drivetrain segment. Consideration is given to
deterioration, obsolescence and other factors in evaluating the estimated market value of inventory based upon
management’s judgment and available information which includes assumptions about market conditions,
future demand and expected usage rates which may vary from those estimated.

Property, Plant and Equipment

Property, plant and equipment are stated at cost less accumulated depreciation. Depreciation is
computed using straight-line methods over the estimated useful lives of the assets for financial reporting
purposes, as follows: three to ten years for machinery and equipment, three to five years for autos and trucks,
five to seven years for furniture and fixtures, up to 39 years for buildings and the lesser of 10 years or the
remaining term of the related lease, including any periods covered by reasonably assured lease renewals, for
leasehold improvements. Depreciation expense was $14,419, $14,630 and $13,523 for the years ended
December 31, 2008, 2007 and 2006, respectively. Maintenance and repairs are charged to expense as
incurred.

Internal Use Computer Software

The Company accounts for these costs in accordance with the provisions of Statement of Position
(“SOP”) 98-1, Accounting for the Costs of Computer Sofiware Developed or Obtained for Internal Use.
Accordingly, the Company expenses costs incurred in the preliminary stage and, thereafter, capitalizes costs
incurred in developing or obtaining internal use software and Web site development. Such capitalized costs
are included in property, plant and equipment as part of machinery and equipment and are amortized over a
period of not more than five years.

Foreign Currency Translation

The functional currency for the Company’s foreign operations is the applicable local currency.
Accordingly, all balance sheet accounts have been translated using the exchange rates in effect at the balance
sheet date, and income statement amounts have been translated using the average exchange rates for the year.
The translation adjustments resulting from the changes in exchange rates have been reported separately as a
component of stockholders' equity. The effects of transaction gains and losses, which were reported in
income, were not material for the periods presented.

Debt Issuance Costs

Debt issuance costs incurred in connection with the Credit Facility (see Note 8 — Credit Facility) are
being amortized on a straight-line basis over the life of the Credit Facility. As of December 31, 2008 and
2007, debt issuance costs of $350 and $507, are reflected net of accumulated amortization of $436 and
$279, respectively.
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Goodwill and Other Intangible Assets

In accordance with the provisions of Statement of Financial Accounting Standards (“SFAS”) No.
142, Goodwill and Other Intangible Assets, the Company tests its goodwill and other indefinite lived
intangibles for impairment annually as of the last day of the third quarter of each year unless events or
circumstances would require an immediate review. Goodwill is tested for impairment at a level of
reporting referred to as a reporting unit, which generally is an operating segment or a component of an
operating segment as defined in paragraph 10 of SFAS No. 131, Disclosures about Segments of an
Enterprise and Related Information and paragraph 30 of SFAS No. 142. In accordance with paragraph 30
of SFAS No. 142, certain components of an operating segment with similar economic characteristics are
aggregated and deemed a single reporting unit. Goodwill amounts are generally allocated to the reporting
units based upon the amounts allocated at the time of their respective acquisition, adjusted for significant
transfers of business between reporting units. The goodwill impairment test is a two-step process which
requires the Company to make estimates regarding the fair value of the reporting unit. The first step of the
goodwill impairment test, used to identify potential impairment, compares the fair value of the reporting
unit with its carrying value, including goodwill. If the fair value of the reporting unit exceeds its carrying
amount, goodwill of the reporting unit is considered not impaired, thus the second step of the impairment
test is not required. However, if the carrying amount of the reporting unit exceeds its fair, value, the second
step of the goodwill impairment test is performed to measure the amount of impairment loss (if any), which
compares the implied fair value of reporting unit goodwill with the carrying amount of that goodwill. If the
carrying amount of reporting unit goodwill exceeds the implied fair value, an impairment loss is recognized
in an amount equal to that excess. In estimating the fair value of its reporting units, the Company utilizes a
valuation technique based on multiples of projected cash flow, giving consideration to unusual items, cost
reduction initiatives, new business initiatives and other factors that generally would be considered in
determining value. Impairments are recorded (i) if the fair value is less than the carrying value or (ii) when
an individual reporting unit is disposed of. The annual step one impairment tests made by the Company as
of September 30, 2008, indicated the fair value of both the North American Drivetrain and Logistics

reporting units exceeded their carrying value.

Subsequent to the September 30, 2008 impairment test, significant adverse changes in the business
climate in the North American vehicle indusiry occurred due to the economic slowdown, placing
unprecedented distress on the Company’s customers and supporting supply base. These changes in the
business climate and the resulting reduction in estimated future revenues for the North American Drivetrain
business were determined to be indicators of impairment as described in SFAS No. 142 and as such, the
Company performed an interim step one test for the potential impairment of the goodwill related to the
Drivetrain business. In estimating the fair value of the North American Drivetrain reporting unit, the
Company used a weighted average of the income approach and the market approach. Under the income
approach, the fair value of the reporting unit is estimated based upon the present value of expected future
cash flows. The income approach is dependent on a number of factors including probability weighted
estimates of forecasted revenue and operating costs, capital spending, working capital requirements,
discount rates and other variables. Under the market approach, the Company estimated the value of the
reporting unit by comparison to a group of businesses with similar characteristics whose securities are
actively traded in the public markets. The Company used peer company multiples of earnings before
interest, taxes, depreciation and amortization (“EBITDA”) and revenues to develop a weighted average
estimate of fair value for the market approach. The resulting estimate of fair value of the reporting unit did
not exceed its carrying value, requiring the Company to perform a step two measurement of the impairment
loss. In step two, the implied fair value of the goodwill is estimated by subtracting the fair value of the
reporting unit’s tangible, recorded intangible and unrecorded intangible assets from the fair value of the
reporting unit. The impairment loss, if any, is the amount by which the carrying amount of the goodwill
exceeds its implied fair value. As a result of the step two valuation, the Company recorded a goodwill
impairment charge of $79,146 in its Drivetrain segment during the fourth quarter of 2008.

The Company’s fair value estimate of goodwill for the North American Drivetrain reporting unit
was based upon level three inputs, as defined in SFAS No. 157, Fair Value Measurements, as unobservable
inputs in which there is little or no market data, which required us to develop our own assumptions as
described above.
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Effective with the filing of this Form 10-K, the Company has changed its method of applying
SFAS No. 142 by changing the date of its annual goodwill and other indefinite lived intangibles
impairment assessment from the last day of the third quarter to the first day of the fourth quarter. The
Company believes this change is preferable due to the timing of its normal business process for updating
annual and strategic plans, which are finalized each year during the three months ending December 31. As
a result of this change, beginning in 2009, the Company’s annual impairment testing procedures will be
conducted during the fourth quarter of each year with the results disclosed in its Annual Report filed on
Form 10-K. This change has had no impact on the Company’s consolidated financial statements.

Based upon the Company’s annual goodwill impairment tests made as of September 30, 2006, the
Company recorded goodwill impairment charges of $11,722 and $2,870 in its Drivetrain and Logistics
segments, respectively. Because key new business opportunities considered in the 2005 goodwill
assessment in both the Drivetrain segment’s United Kingdom-based operation and the Logistics segment’s
automotive materials reclamation operation did not materialize, and other near-term growth opportunities
were considered limited, the Company concluded that the fair value of these reporting units no longer
supported the recorded goodwill. The fair value of the reporting units were estimated by applying a range
of multiples to adjusted EBITDA.

Per the provisions of SFAS No. 142, the Company"s definite lived intangible assets, consisting of
a non-compete agreement, is being amortized over its estimated useful life. (See Note 5 — Goodwill and
Intangible Assets.)

Impairment of Long-Lived and Intangible Assets

Long-lived assets and identifiable intangibles are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount of the related asset may not be recoverable.
Recoverability of assets to be held and used is measured by a comparison of the carrying amount of the asset
to future undiscounted cash flows expected to be generated by the asset. If the asset is determined to be
impaired, the impairment recognized is measured by the amount by which the carrying value of the asset
exceeds its fair value. For a discussion of impairments to property, plant and equipment recorded by the
Company, see Note 15 — Discontinued Operations and Note 18 — Exit, Disposal, Certain Severance and Other
Charges.

Asset Retirement Obligations

The Company follows FASB Interpretation No. 47 (“FIN 47”), Accounting for Conditional Asset
Retirement Obligations — An Interpretation of FASB Statement No. 143, which requires entities to record a
liability equal to the fair value of the estimated future cost to retire an asset, if the liability’s fair value can
be reasonably estimated. The Company’s asset retirement obligation (“ARO”) liabilities are associated with
estimated costs to restore certain leased facilities to a condition specified in the lease agreement. The
Company estimates the fair value of these liabilities based on the current condition of the property. In
future periods, we may make adjustments to the ARO liability as a result of the availability of new
information, changes in labor costs and other factors. The estimate of the ARO liability is based on a
number of assumptions requiring professional judgment, and we cannot predict what revisions to these
assumptions will be required in future periods. In connection with property leases, we record the ARO as a
liability and also record a related asset in an amount equal to the estimated fair value of the liability. The
capitalized asset is then depreciated on a straight-line basis over the estimated useful life of the asset. Upon
retirement of the asset, any difference between the actual retirement costs incurred and the previously
recorded estimated ARO liability is recognized as a gain or loss in the consolidated statements of
operations. As of December 31, 2008 and 2007, the fair value of ARO liabilities were $381 and $419,
respectively.
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Following is an analysis of the ARO liability:

2008 2007
Asset retirement obligations at beginning of year.........c.coreonreencnene. $419 § 387
Liabilities ICUITE ....evvrerieeerreireceeee ettt s s aens 22 -
Payments made ..o (89) -
ACCIEHION EXPEIISE ...eeveeeneteririeeeneeeercrcieteserererinssasssesestsessesnessessesesessosens 29 32
Asset retirement obligations at end of year........c.coeeveeeieienincnieeenennnn $ 381 $419

Concentration of Credit Risk

Financial instruments that potentially subject the Company to a significant concentration of credit
risk consist of accounts receivable from its customers including AT&T, TomTom, Honda, Ford, Allison,
Chrysler and GM, which are located throughout the United States and, to a lesser extent, the United
Kingdom. The estimated fair value of these financial instruments approximate their carrying values as of
their respective balance sheet dates. The Company performs ongoing credit evaluation of its customers and
maintains sufficient allowances for potential credit losses. The Company evaluates the collectibility of its
accounts receivable based on the length of time the receivable is past due and the anticipated future write-off
based on historic experience. Accounts receivable balances are written off against allowance for doubtful
accounts after a final determination of uncollectibility has been made. The credit risk associated with the
Company's accounts receivable is mitigated by its credit evaluation process, although collateral is not
required. The Company grants credit to certain customers who meet pre-established credit requirements.

Accounts receivable is recorded at the time of revenue recognition and is reflected net of an
allowance for doubtful accounts of $469 and $583 at December 31, 2008 and 2007, respectively.

Revenue Recognition

The Company recognizes revenues when all of the following conditions are satisfied:
(i) persuasive evidence of an arrangement exists; (11) the price is fixed or determinable; (iii) collectibility is
reasonably assured; and (iv) delivery has occurred or services have been rendered. In addition, the
Company separately classifies its shipping and handling costs reimbursed by its customers as revenue and cost
of sales in its consolidated statements of operations.

Warranty Cost Recognition

The Company accrues for estimated warranty costs as revenue is recognized.

Costs Associated with Exit or Disposal Activities

In accordance with the provisions of SFAS No. 146, Accounting for Costs Associated with Exit or
Disposal Activities, the Company recognizes a liability for costs associated with exit or disposal activities
in the period in which the liability is incurred. The Company classifies the costs associated with exit or
disposal activities as a part of exit, disposal, certain severance and other charges on its consolidated
statements of operations, within cost of sales and operating expenses. (See Note 18 — Exit, Disposal,
Certain Severance and Other Charges.)

54



Stock- Based Compensation

Effective January 1, 2006, the Company adopted the fair value recognition provisions of SFAS No.
123R, Share-Based Payment (“SFAS No. 123R™), using the modified prospective transition method. Under
the modified prospective method, (i) compensation expense for share-based awards granted prior to
January 1, 2006 are recognized over the remaining service period using the compensation cost calculated for
pro forma disclosure purposes under SFAS No. 123, Accounting for Stock-Based Compensation, and
(i) compensation expense for all share-based awards granted subsequent to December 31, 2005 are based on
the grant date fair value estimated in accordance with the provisions of SFAS No. 123R.

Also in 2006, the Company elected to adopt the alternative method provided in FASB Staff Position
No. FAS 123R-3, Transition Election Related to Accounting for the Tax Effects of Share-Based Payment
Awards for calculating the tax effects of stock-based compensation pursuant to SFAS No. 123R. The
alternative transition (i) provides a simplified method to establish the beginning balance of the additional paid-
in capital pool (“APIC Pool”) available to absorb tax deficiencies recognized subsequent to the adoption of
SFAS No. 123R related to the tax effects of stock-based compensation, and (i) determines the subsequent
* impact on the consolidated statements of cash flows of the tax effects of stock-based compensation awards
that were partially vested upon adoption of SFAS No. 123R.

During the years ended December 31, 2008, 2007 and 2006, the consolidated statements of
operations reflect compensation cost related to stock-based payments, which includes stock options and
Restricted Stock (defined below), of $2,774 (net of income taxes of $1,629), $2,636 (net of income taxes of
$1,490) and $1,740 (net of income taxes of $1,016), respectively. The Company classified the pre-tax stock-
based compensation cost of $4,403, $4,126 and $2,756 for 2008, 2007 and 2006, respectively, as part of
selling, general and administrative expense in its consolidated statements of operations. Per the provisions of
SFAS No. 123R, tax benefits resulting from tax deductions in excess of the compensation cost recognized for
those options are classified as financing cash inflows.

The fair value of stock options granted was estimated by using the Black-Scholes option pricing
model assuming no expected dividends and the following weighted-average assumptions during the time
periods indicated:

For the years ended December 31

2008 2007 2006
Expected VOIatility .......ccecevuecncornenenrrernessresesee e 34.39% 31.38% 38.11%
Risk-free INterest rates .........oereeveereecrerererreeeeeeesesesreens 2.67% 4.87% 5.01%
EXpected term ....c.ceceieeeieiiereieiieii et 3.9 years 3.9 years 3.7 years

Expected volatility: For all periods presented, the expected volatility assumption is based on the
historical volatility of the Company’s stock over a term equal to the expected term of the option granted.

Risk-free interest rates: For all periods presented, the risk-free interest rate is based on the implied
yield on a U.S Treasury constant maturity with a remaining term equal to the expected term of the option
granted.

Expected term: The Company’s expected term represents the period that the Company’s stock
option awards are expected to be outstanding. For purposes of applying the Black-Scholes option-pricing
model, the Company has identified two groups of optionees with similar option exercise and forfeiture activity
experience. The expected term of stock option awards granted is derived from historical exercise and
forfeiture experience for each of the two groups of optionees and represents the period of time that stock
option awards are expected to be outstanding for each optionee group. On an annual basis, based upon this
historical exercise and forfeiture experience, the Company calculates a weighted average expected term for
each of the two groups.
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Forfeitures rate: Compensation expense recognized in the consolidated statements of operations for
each of the three years in the period ended December 31, 2008 is based on awards ultimately expected to vest
and it reflects estimated forfeitures. SFAS No. 123R requires forfeitures to be estimated at the time of grant
and revised, if necessary, in subsequent periods if actual forfeitures differ from those estimates.

For stock-based awards granted by the Company with graded vesting provisions, the Company
applies an accelerated attribution method and separately amortizes each vesting tranche over its particular
vesting period.

The Company also awards shares of its common stock to certain directors and employees in the
form of unvested stock (“Restricted Stock™). These awards are measured at the market value of the
Company’s common stock on the date of issuance.

Fair Value Measurements

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements, which defines
fair value, establishes a framework for measuring fair value in U.S generally accepted accounting
principles, and expands disclosure about fair value measurements to include the methods and assumptions
used to measure fair value and the effect of fair value measures on earnings. In October 2008, the FASB
issued FASB Staff Position No. 157-3, Determining the Fair Value of a Financial Asset When the Market
Jfor That Asset is Not Active (“FSP 157-37). FSP 157-3 clarifies the adoption of SFAS No. 157 in a market
that is not active. The Company’s adoption of SFAS No. 157 on January 1, 2008 did not have a material
effect on its consolidated financial statements.

The carrying value of assets and liabilities in the accompanying consolidated balance sheet for
cash and cash equivalents, accounts receivable, inventories, prepaid and other assets, refundable income
taxes, accounts payable, accrued expenses, and income taxes payable at December 31, 2008 and 2007,
approximate fair value because of the short maturity of these instruments.

New Accounting Standards

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets
and Financial Liabilities—including an amendment to FASB Statement No. 115, which permits entities to
choose to measure many financial instruments and certain other items at fair value that are not currently
required to be measured at fair value. The statement is effective for fiscal years beginning after
November 15, 2007. Under the provisions of SFAS No. 159, the Company may not elect the fair value
option for financial assets and liabilities related to its nonqualified deferred compensation plan. The
adoption of SFAS No. 159 had no material effect on the Company’s consolidated financial statements.
(See Note 13 — Employee Retirement Plans.)

In December 2007, the FASB issued SFAS No. 141 (Revised 2007), Business Combinations.
SFAS No. 141R significantly changes the accounting for business combinations. Under SFAS No. 141R,
an acquiring entity will be required to recognize all the assets acquired and liabilities assumed in a
transaction at the acquisition-date fair value with limited exceptions. SFAS No. 141R changes the
accounting treatment for certain specific items, including (i) acquisition costs are generally expensed as
incurred, (ii) noncontrolling interests (formerly known as “minority interests™) are valued at fair value at
the acquisition date, (ii1) acquired contingent liabilities are recorded at fair value at the acquisition date and
subsequently measured at either the higher of such amount or the amount determined under existing
guidance for non-acquired contingencies, (iv) in-process research and development is recorded at fair value
as an indefinite-lived intangible asset at the acquisition date, (v) restructuring costs associated with a
business combination are generally expensed subsequent to the acquisition date, and (vi) changes in
deferred tax asset valuation allowances and income tax uncertainties after acquisition date generally affect
income tax expense. SFAS No. 141R also includes a substantial number of new disclosure requirements.
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SFAS No. 141R applies prospectively to business combinations for which the acquisition date is
on or after the beginning of the first annual reporting period beginning on or afler December 15, 2008,
except for the accounting treatment for changes in deferred tax asset valuation allowances and income tax
uncertainties, which applies to acquisitions prior to the effective date. Earlier adoption is prohibited.
Based on the Company’s current operations, the adoption of SFAS No. 141R is not expected to have a
material effect on its consolidated financial statements.

In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and
Hedging Activities - an amendment of FASB Statement No. 133. SFAS No. 161 enhances required
disclosures regarding derivatives and hedging activities, including how an entity uses derivative
instruments, how derivative instruments and related hedged items are accounted for under SFAS No. 133
and how derivative instruments and related hedged items affect an entity’s financial position, financial
performance and cash flows. SFAS No. 161 is effective for the Company on January 1, 2009. The
Company has determined that the adoption of SFAS No. 161 will not have a material effect on its
consolidated financial statements.

In May 2008, the FASB issued SFAS No. 162, The Hierarchy of Generally Accepted Accounting
Principles. SFAS No. 162 identifies the sources of accounting principles and the framework for selecting
the principles to be used in the preparation of financial statements that are presented in conformity with
U.S. generally accepted accounting principles. The effective date of this statement was

November 15, 2008. The adoption of SFAS No. 162 had no material effect on the Company’s consolidated
financial statements.

Reclassifications

Certain prior-year amounts have been reclassified to conform to the 2008 presentation.

Note 3. Inventories
Inventories of continuing operations consist of the following:

December 31,

2008 2007
Raw materials, including core inventories ............... $ 57,621 $ 57,695
WOrK-I0-ProCess.......cococvercrinirrrrereresnesenssnsessessennene 760 1,467
Finished g00dS .....cooveeeeereeeeececeee e 4,953 4,832
$ 63,334 $ 63,994

As of December 31, 2008 and 2007, the raw materials inventory balances were net of inventory
reserves of $6,943 and $6,094, respectively.
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Note 4. Property, Plant and Equipment
Property, plant and equipment are summarized as follows:

December 31,

2008 2007
Land oot e § 2261 $ 2,463
Buildings.....coceveecceeeierirnriseee e 12,170 12,639
Machinery and equipment ...........ococvevvueveeereriei i 110,958 106,553
AUtos and trUCKS ...ceeviveieeeteececeeeee e 2,162 2,239
Furniture and fIXtUIES ......ccoeveveerevireeeeiee e, 3,127 3,124
Leasehold improvements...........c.ocoeovevevvereereecerieeeeeeeeeenne 17,334 15,886
Construction I PIOCESS .......ccevrerrrereverererererenereneneeerennrerenons 852 1,268
148,864 144,172
Less: Accumulated depreciation and amortization........... (96,136) (87,710)
$ 52,728 § 56,462

For the twelve months ended December 31, 2008, property, plant and equipment and accumulated
depreciation decreased by $5,593 and $4,792, respectively, due to changes in the foreign exchange
conversion rate between the U.S. dollar and Great Britain pound.

Note 5. Goodwill and Intangible Assets

Goodwill

The change in the carrying amount of goodwill of continuing operations by reportable segment
and a reconciliation to the consolidated financial statements is summarized as follows:

Logistics Drivetrain Consolidated
Balances at December 31, 2006 and 2007.......... $ 16,238 $116,137 $ 132,375
TMPAITNENL ....ccoooorere s - (79.,146) (79,146)
Balance at December 31, 2008 .......ccooeeeoevnnnn.. $16,238 $ 36,991 $ 53,229

Intangible Assets

The Company’s intangible assets of continuing operations, consists of a non-compete agreement.
The non-compete agreement is being amortized over its estimated useful life. As of December 31, 2008
and 2007, intangible assets of $55 and $211, are reflected net of accumulated amortization of $1,518 and
$1,413, respectively. The non-compete agreement costs will be fully amortized by December 31, 2009.
Note 6. Accrued Expenses

Accrued expenses of continuing operations are summarized as follows:

December 31,

2008 2007

Payroll, employee benefits and related costs.........cccovvnivivireenenereerenne. $ 13,682 $21,912
Customer related allowances, discounts and other credits.................... 4,388 3,565
WATTANLY ..ottt e ne e aan 1,885 2,154
Exit, disposal, certain severance and other charges.......................... 1,522 101
Liability for InSUred 108SS€S.....cvevvveivierieieeeeeeeeeeeeeeeeeeeeee et v e 1,100 1,484
OTRET...cviiiieeetecetce ettt et s s et e s e s s s e searenns 3,286 5,279

$25,863 $ 34,495
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Note 7. Warranty Liability

The Company offers various product warranties for transmissions and engines sold to its
customers in the Drivetrain segment. The specific terms and conditions of the warranties vary depending
upon the customer and the product sold. Factors that affect the Company’s warranty liability include
number of products sold, historical and anticipated rates of warranty claims and cost per claim. The
Company accrues for estimated warranty costs as sales are made and periodically assesses the adequacy of
its recorded warranty liability, included in accrued expenses, and adjusts the amount as necessary.

Changes to the Company’s warranty liability of continuing operations during the years ended
December 31, 2006, 2007 and 2008 are summarized as follows:

Balance at December 31, 2005 ... evioieericeeeeeeceeecee et eeeeetr e ste et asesrae e e s e eeeaesneeas $ 2,499
WAITANTIES 1SSUEA o.ocvvveeeeiiieieie et cetee ettt eeree e ete e etveeeeneeeabaeessaeeessaaeesssessaessbaeesssarasseensbsaens 1,292
Claims paid / settlements (1,297)
Changes in liability for pre-eXisting Warranti€s........c.cccoevereereeerneieneneserenminiosnnereeieseseenans (509)
Balance at December 31, 2006 ..........vioiiiiiiiiieie et esee e esteesseeesreeseeessesssaessseesesseansaenens 1,985
WAITANEIES ISSUEA ..veieviiiieeeiriiceie et ccteeeeteeeereeeretreestreeesnresesseesasessnnssasseesteeasssesnsbaessseessasens 1,592
Claims Paid / SEHIEINETILS ...o.veeeiieieieeeieeeeie st eee et er et estesee et etbesressaestesaesnneseerbesasesstensenseannenee (845)
Changes in liability for pre-existing Wartanties........covverereeeecenueinereinescnieieeninesesnsesiensens (578)
Balance at December 31, 2007 ..ot eeteseetee e etaeestrsesas s e ratesertaeerneeaarseeentns 2,154
WAITANES ISSUEA ....eeueeiiiiieeeeiieieiteeeseeteeseestesaeereasesaestsessastesseansessessesssensansenseastesaseneessaensenas 951
Claims Paid / SEHICINENLS .......ccveiereerecteieeeeetreeren e et ses e e b e seesbe s te st eesn e s ressemesaneseane (666)
Changes in liability for pre-eXiSting WaITADES . ........cceveeereereerereeieneseesresesseesiresseeeensenee (554)
Balance at December 31, 2008 ... ..ottt eeeeare e s eeeerseeeesrareee e e aneneeeennaseananneees $ 1,885

Note 8. Credit Facility

On March 21, 2006, the Company executed a credit agreement and related security agreement
with certain banks that provide the Company with a $150,000 five-year senior secured revolving credit
facility (the “Credit Facility”). The Credit Facility can be increased by up to $75,000 under certain
circumstances and subject to certain conditions (including the receipt from one or more lenders of the
additional commitments that may be requested).

Amounts outstanding under the Credit Facility generally bear interest at LIBOR plus a specified
margin or the prime rate plus a specified margin, depending on the type of borrowing being made. The
applicable margin is based on the Company’s ratio of debt to EBITDA from time to time. Currently, the
Company’s LIBOR margin is 1.0% and its prime rate margin is zero. Additionally, the Company is
required to pay quarterly in arrears a commitment fee based on the average daily unused portion of the
Credit Facility during such quarter, currently at a rate 0.20% per annum. The Company must also pay fees
on outstanding letters of credit at a rate per annum equal to the applicable LIBOR margin then in effect.

Amounts advanced under the Credit Facility are guaranteed by all of the Company’s domestic
subsidiaries and secured by substantially all of the Company’s assets and its domestic subsidiaries' assets.
The credit and security agreements contain several covenants, including ones that require the Company to
maintain specified levels of net worth, leverage and interest coverage and others that may limit its ability to
create liens, make investments, incur indebtedness, make fundamental changes, make asset dispositions,
make restricted payments (including dividends) and engage in transactions with the Company’s affiliates
and affiliates of its subsidiaries. —The Company was in compliance with all debt covenants at
December 31, 2008.

Amounts outstanding under the Credit Facility are generally due and payable on the

March 31, 2011 expiration date of the credit agreement. The Company can elect to prepay some or all of
the outstanding balance from time to time without penalty or capacity reduction.
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As of December 31, 2008 and 2007, the Company had no amounts outstanding under the Credit
Facility and had letters of credit issued against the Credit Facility of $890 and $1,490, respectively. As of
December 31, 2008, the borrowing capacity of the Credit Facility was $149,110. (See Note 20 —
Subsequent Event.)
Note 9. Income Taxes

Income tax (benefit) expense from continuing operations consists of the following:

For the years ended December 31,

2008 2007 2006
Current:
Federal......cccovvvevivinineniiiececc § 16,083 $ 20,496 $ 10,106
St 2,729 2,796 1,090
FOI@IZN cueuviieeeireesiereeee ettt (65) 317 241
Total current ........ccovvvverivieeeeieeecieeeeeeeeen, 18,747 23,609 11,437
Deferred:
Federal.......cooovvviiviieiieeccec e (20,630) 4,615 4,870
SEALE...ccvererririeseceeteee ettt (1,465) (382) (409)
FOr€ign c.cocveniiieeieeeereecteee e 925 110 (2,887)
Total deferred .........coveveverinievcniniieieieeer, (21,170) 4,343 1,574
$ (2,423) $ 27,952 $13,011
Income (loss) from continuing operations before income taxes is summarized as follows:
For the years ended December 31,
2008 2007 2006
DOMESLIC ..cvverrerererrrereeeere e $(23,107) $ 75,416 $ 43,821
FOreign ...oovvivcenciieneceeeeeeeeeeee e (2,005) (342) (9,152)
Total .o $(25,112) $ 75,074 $ 34,669

The reconciliation of income tax (benefit) expense computed at the U.S. federal statutory tax rates to
income tax (benefit) expense from continuing operations is as follows:

For the years ended December 31,

2008 2007 2006
Amount Percent Amount Percent Amount Percent
Tax at U.S. statutory rates.. $(8,790) 350%  $26,276 350%  $12,134 35.0%
State income taxes, net of
federal tax benefit............ 943 (3.7) 1,587 2.1 699 2.0
Foreign income taxes......... 131 0.5) 17 - 458 1.3
Increase in valuation
allowance.........coeevvvenenee. - - - - 54 0.1
Nondeductible expenses .... 119 (0.5) 128 0.2 108 03
Federal and state credits..... (155) 0.6 (500) 0.7) (183) 0.5)
Nondeductible portion of
goodwill impairment....... 6,240 (24.8) - - - -
Other...ccoorvrrrnreieieienne, 911) 3.6 444 0.6 (259) 0.7)
$(2,423) 9.7% §27,952 372%  $13,011 37.5%
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Deferred income taxes reflect the net tax effects of temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes and the amounts used for income tax
purposes. The Company evaluates its deferred tax assets and liabilities at each reporting period in order to
properly reflect their tax effects at the currently enacted tax rates. Effective April 1, 2008, the tax rate in the
U.K. was reduced to 28% from 30%.

Significant components of the Company's deferred tax assets and liabilities are as follows:

December 31,
2008 2007

Deferred tax assets:

Inventory ObSOlESCENCE TESETVE ... . cvviiiieccre e ceeeeneaeneens $ 1,997 $ 1,998

Product warranty accruals ........occeieveevererenineceerinienenesenssesiens 659 734

Exit, disposal, certain severance and other charges accruals...... 809 281

Other nondeductible aCCruals ..........oovveveeeviiivrerieeeeee e 6,815 4,932

Credit carryfOrwards......cuuirecrerereeercriiecereireeeee e sseveassesenenens 376 996

Net operating loss carryforwards ..........coecervveererennriernneenns 7,693 6,194
Total deferred taxX @SSELS.....c.evivveceierieeiieeriseerr et eeests st v e nes 18,349 15,135
Deferred tax liabilities:

Amortization of intangible assets ..........cecevrereerrireecrrrenneenenes 8,613 26,533

Property, plant and equIPmMENt.............c.ccoveeverevieeriirerieerieesrenenns 2,542 2,071
Total deferred tax Habilities .......cooeveveeeveeerereeceee et 11,155 28,604

Valuation allOWance .........cooeceveeveeeeeeeeeeceeee et (6,334) (6,445)
Net deferred tax asset (Hability).........cooceeeeeemerrecrceerceneeirierenneennes $ 860 $ (19,914)

As of December 31, 2008, the Company had state loss carryforwards of approximately $13,637
(expiring in varying amounts from 2013 to 2028) attributable to states in which the Company’s primary
operations are located. In addition, the Company has state loss carryforwards attributable to states in which
the Company no longer conducts business that are subject to a full valuation allowance. During 2008, the
Company created state operating loss carryforwards of $696. During 2007, the Company utilized income
tax benefits associated with continuing operations of $813 from federal operating loss carryforwards, and
$42 from state operating loss carryforwards. Also, the Company has foreign net operating losses which
have an indefinite carryforward period.

During 2007, the Company utilized Alternative Minimum Tax (“AMT”) credit carryforwards of
approximately $850. Also, during 2008 and 2007, the Company completed a study of research and
development credits and recorded a tax benefit of $122 and $295, respectively, available to offset its
current federal tax payable. The Company, through its subsidiary in the U.X., has surplus Advance
Corporate Tax (“ACT”) of approximately $323 available as a direct offset to future U.K. tax liability. The
Company’s surplus ACT can be carried forward indefinitely. The Company did not utilize any tax benefits
associated with its ACT carryforward in 2008, 2007 or 2006.

A valuation allowance has been established for the tax benefits associated with certain state loss
carryforwards as realization is not deemed likely due to limitations imposed by certain states on the
Company’s ability to utilize these benefits. A valuation allowance has also been established for certain
foreign tax benefits due to similar limitations imposed by the foreign tax jurisdiction. The Company
believes that, consistent with the U.S generally accepted accounting principles, it is more likely than not
that the tax benefits associated with the balance of loss carryforwards and other deferred tax assets will be
realized through future taxable earnings or alternative tax strategies.

During 2008, the Company’s income tax valuation allowance decreased by $111 to $6,334 from

$6,445, primarily due to the expiration of certain state net operating loss carryforwards that had full
valuation allowances recorded against them.
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As of December 31, 2008, there were approximately $2,504 of accumulated unremitted earnings
from the Company’s U.K. subsidiary with respect to which deferred tax has not been provided because the
undistributed earnings of the U.K. subsidiary are indefinitely reinvested.

In June 2006, the FASB issued Interpretation No. 48 (“FIN 48”), Accounting for Uncertainty in
Income Taxes - An Interpretation of FASB Statement No. 109. FIN 48 clarifies the accounting for
uncertainty in income taxes recognized in an enterprise’s financial statements in accordance with SFAS No.
109, Accounting for Income Taxes. This Interpretation prescribes a recognition threshold and measurement
attribute for the financial statement recognition and measurement of a tax position taken or expected to be
taken in a tax return. This Interpretation also provides guidance on derecognition, classification, interest
and penalties, accounting in interim periods, disclosure, and transition.

In connection with the Company’s adoption of FIN 48, as of January 1, 2007, the Company
recorded a net decrease to retained earnings of $184 and reclassified certain previously recognized deferred
tax attributes as FIN 48 liabilities related to the recognition and measurement of positions the Company had
taken with respect to certain tax credits allowed in its state income tax filings with the State of Oklahoma.
The total liabilities associated with unrecognized tax benefits that, if recognized, would impact the effective
tax rates were $1,637, $1,608 and $1,719 as of December 31, 2008, December 31, 2007 and
January 1, 2007, respectively.

A reconciliation of the beginning and ending balance for liabilities associated with unrecognized
tax benefits is as follows:

2008 2007
Balances at beginning of Year................ccoceceeeecvnrieeevvvenreeeeeenenns $ 1,608 $1,719
Tax positions related to the current year .........c.cocoeevvevereeverennnn. 29 73
Settlements with tax authOTIHES. .........cveveveeeeeecieireeee e — (184)
Balances at end 0f Year......cocoovoevveeeieeeceeee et $ 1,637 $ 1,608

The last year of the Company’s tax returns that was examined by the IRS was 2004, and all years
up through and including that year are closed by examination. The Company’s primary state tax
jurisdictions are Illinois, Missouri, Oklahoma, and Texas and its only international jurisdiction is the United
Kingdom. The following table summarizes the open tax years for each major jurisdiction:

Open Tax
Jurisdiction Years
Federal......ccocovevviverecvirenene, 2005-2007
IHHNOIS v, 2007-2007
MISSOULT «.ovverrevereenreereeneene, 2005-2007
Oklahoma........c.cccovvrevrernenene, 1999-2007
TeXaS .eeerreeerecrrieeeee e, 2004-2007
United Kingdom..................... 2007-2007

Consistent with its historical financial reporting, the Company has elected to classify interest
expense related to income tax liabilities, when applicable, as part of the interest expense in its consolidated
statements of operations rather than income tax (benefit) expense. The Company classifies any income tax
penalties as part of selling, general and administrative expense in its consolidated statements of operations.
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.Note 10. Stock-Based Awards

The Company provides stock options and other incentive stock awards (“Stock Awards”) to
employees, non-employee directors and independent contractors under its 2006 Stock Incentive Plan (the
“2006 Plan™), its 2004 Stock Incentive Plan (the “2004 Plan™), its 2002 Stock Incentive Plan (the “2002
Plan™), its 2000 Stock Incentive Plan (the “2000 Plan”), its 1998 Stock Incentive Plan, which expired on
March 16, 2008, (the “1998 Plan”) and its 1996 Stock Incentive Plan, which expired on July 29, 2004, (the
“1996 Plan™) (collectively the “Plans™), all of which have been approved by the Company’s stockholders.
The 1996, 1998, 2000 and 2002 plans provide for granting of non-qualified and incentive stock option awards
while the 2004 and 2006 plans provide for the granting of non-qualified stock option awards but not incentive
options. Stock options under the Plans are generally granted with an exercise price equal to the market price
of the Company’s common stock on the date of grant with vesting periods that have ranged from six months
to five years, as determined by the Board of Directors or the Compensation and Nominating Committee of the
Board of Directors. Options under the Plans expire ten years from the date of grant. Upon exercise of stock
options or granting of Restricted Stock, the Company issues new shares of its common stock. The 2006,
2004, 2002, 2000 and 1998 plans authorize the issuance of 1,100,000, 1,000,000, 1,000,000, 750,000 and
1,200,000 shares of the Company’s common stock, respectively. Shares available for grant under the Plans in
the aggregate were 493,728, 842,169 and 1,195,679 as of December 31, 2008, 2007 and 2006, respectively.

Stock Options

A summary of the Plans’ stock option activities during the year ended December 31, 2008 is
presented below:

Weighted-
Weighted- Average
Average Remaining
Exercise Contractual Aggregate
Shares Price Term (in years) Intrinsic Value
Outstanding at January 1, 2008 ............ 1,514,727 $21.84
Granted at market price......cocccoeeeuceeunene. 288,777 $22.10
EXErcised......coovveurvereeerecnerrsensersessanes (19,166) $13.23
Forfeited .....oovrmeceeeereeeeereneneencncnrnines (28,336) $28.12
EXPIred .....vceeereeeeecerermreeneeireneneneenenenes (8,980) $23.31
Outstanding at December 31, 2008 ....... 1,747,022 $21.87 6.0 $ 754
Vested and expected to vest at
December 31, 2008 .........coeeceeeeennne 1,738,290 $21.88 6.0 $754
Exercisable at December 31, 2008....... 1,247,422 $21.07 49 $ 754

The aggregate intrinsic value in the table above represents the difference between the Company’s
closing stock price on December 31, 2008 and the exercise price of each stock option, multiplied by the
number of in-the-money stock options. This amount changes based upon the fair market value of the
Company’s common stock.

The total intrinsic value of options exercised during the years ended December 31, 2008, 2007 and
2006 was $160, $3,119 and $3,778, respectively. The weighted average fair value of stock options granted
during the years ended December 31, 2008, 2007 and 2006 is estimated at $6.74, $8.79 and $8.67,
respectively. The Company estimates that as of December 31, 2008 it had $1,598 of total unrecognized
compensation cost related to stock options granted under the Plans, which is expected to be recognized over
the weighted-average period of 1.3 years.
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The following summarizes information about options outstanding as of December 31, 2008:

Options Outstanding Options Exercisable
Weighted-
Average Weighted- Weighted-
Range of Remaining Average Average
Exercise Contractual Exercise Exercise
Prices Shares Life Prices Shares Prices

$ 5.00-% 8.00 31,000 2.35 years § 5.06 31,000 § 5.06
§ 8.01-8%12.00 82,000 3.28 years $10.09 82,000 $10.09
$12.01 - $18.00 518,312 5.85 years $1546 488,312 $15.37
$18.01 - $27.00 616,506 7.66 years $22.96 243,703 $23.38
$27.01 - $32.00 499,204 4.89 years $30.16 402,407 $30.07
1,747,022 6.03 years $21.87 1,247,422 $21.07

Restricted Stock

The following summarizes the status of Restricted Stock as of December 31, 2008 and changes
during the year ended December 31, 2008:
Weighted-Average

Number of Grant Date

Shares Fair Value
Unvested balance at January 1, 2008 ...........cocoocoovevevevcreerennnn. 224,625 $25.83
Granted........ooeovvvveeeeeeneenn, reeeeereen e be—eer et a e s e e e e eens 140,417 $21.39
VESEEA. co vttt s v s es e s (96,040) $23.96
FOIfeited. ...t (27,476) $26.43
Unvested balance at December 31,2008 ........ocvoveeerererernn. 241,526 $23.93

The Company estimates that as of December 31, 2008 it had $2,759 of total unrecognized
compensation cost related to Restricted Stock granted under the Plans, which is expected to be recognized
over the weighted-average period of 1.3 years. The total fair value of shares that vested during the years
ended December 31, 2008, 2007 and 2006 was $2,201, $2,312 and $1,375, respectively. During the years
ended December 31, 2008, 2007 and 2006, the Company recognized compensation expense of $2,607
(81,645 net of income taxes), $2,542 ($1,624 net of income taxes) and $1,509 ($953 net of income taxes),
respectively, related to Restricted Stock awards. The weighted average grant-date fair value of Restricted
Stock granted during 2007 and 2006 was $28.43 and $24.51, respectively.

Note11.  Repurchases of Common Stock

On February 28, 2008, the Company’s Board of Directors authorized a plan for the Company to
repurchase up to $50,000 of its common stock during 2008. The repurchases were made (i) pursuant to a plan
complying with Rule 10b5-1 under the Securities Exchange Act of 1934, and (ii) in accordance with Rule
10b-18 under the Securities Exchange Act. Pursuant to this program, the Company purchased 2,489,671
shares of its common stock at an aggregate cost of $50,075 including broker commissions and transaction
fees, during the year ended December 31, 2008.

During the years ended December 31, 2008 and 2007, certain officers and employees of the
Company delivered to the Company 22,784 and 17,026 shares of the Company’s common stock in payment
of $515 and $487, respectively, of minimum withholding tax obligations arising from the vesting of Restricted
Stock awards. Per the stock incentive plans under which the stock awards were granted, (i) the withholding
tax obligation was based upon the fair market value of the Company’s common stock on the vesting date and
(i) the shares returned to the Company in satisfaction of the withholding tax obligation were returned to their
respective plan and are available for future grant. Also during 2007, 336 shares were returned as payment of
$10 towards an outstanding employee advance.

64



In addition, 27,476 and 7,978 shares of the Company’s common stock were returned to treasury, at
no cost, due to the forfeiture of Restricted Stock awards during 2008 and 2007, respectively.

Note 12.  Earnings Per Share

The following table sets forth the computation of basic and diluted earnings per share from
continuing operations:

For the years ended December 31,

2008 2007 2006
Numerator:
Income (loss) from continuing operations .............c.cuu..... $ (22,689) $47,122 $21,658
Denominator:
Weighted-average common shares outstanding................. 20,877,564 21,806,115 21,714,161
Effect of dilutive securities: Common stock
EQUIVAIENLS .oevviriiicveiereecece s . - 337,608 213,131
Denominator for diluted earnings per common share .......... 20,877,564 22,143,723 21,927,292
Per common Share — DaSIC....ccveveveeceeeeeeeeeeeeeeeeeeeveeeaeeeseneses $ (1.09) $ 2.16. $ 1.00
Per common share — diluted.......ooveeeeeeeeeeeeeeeeeeeeeeveeeseeereereenns $ (1.09) $ 213 $ 099

Due to the loss reported in 2008, the 2008 share calculation excludes the antidilutive effect of
stock options and Restricted Stock which would have been 207,861, had the Company not reported a loss.

Note 13. Employee Retirement Plans

The Company’s defined contribution plan provides substantially all U.S. salaried and hourly
employees an opportunity to accumulate personal funds for their retirement, subject to minimum duration
of employment requirements. "As determined by the provision of the plan, contributions are made on a
before-tax basis and the Company matches a portion of the employees' basic voluntary contributions.
Company matching contributions to defined contribution plans were approximately $1,545, $1,346 and
$1,134 for the years ended December 31, 2008, 2007, and 2006, respectively.

During 2005, the Company adopted a nonqualified deferred compensation plan for certain
employees and directors. Under the terms of this plan, funds are withheld from the participant’s pre-tax
earnings, a portion of which are matched by the Company, and are placed into a trust in which the use of the
trust assets by the Company is restricted to future distributions to plan participants. Distributions, as specified
by the plan participants, are made upon the participants’ termination from the plan or over contractually
defined pay dates ranging from less than one year to twelve years from December 31, 2008. The assets of the
trust primarily consist of mutual fund securities and are available to satisfy claims of the Company’s general
creditors in the event of its bankruptcy. The Company applies the provisions of EITF No. 97-14, Accounting
Jor Deferred Compensation Arrangements Where Amounts Earned Are Held in a Rabbi Trust and Invested.
Accordingly, the deferred compensation obligation has been classified as a liability and is adjusted, with a
corresponding charge (or credit) to compensation cost, to reflect changes in the fair value of the amount owed
to the employee. The Company consolidates the assets and liabilities related to the nonqualified deferred
compensation plan into its consolidated financial statements. At December 31, 2008 and 2007, the trust’s
assets were $5,126 and $3,019 and the corresponding compensation liability, included in the long term portion
of deferred compensation, was $5,107 and $3,000, respectively.
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The Company classifies these investments as available-for-sale securities, with unrealized holding
gains and losses reported net of tax in accumulated other comprehensive income (loss). The following is a
summary of the trust’s assets:

December 31,

2008 2007
Co5t basis Of INVESIMIENLS....cc.ueiveireeeereeviericerreecateeseeeeseeerseveranesvesesnees $3,612 $3,043
Gross unrealized holding ains........ccoecvvcviicniiicces - 10
Gross unrealized holding 10SSES ....co.ecevviiiriiiicerienneerceecece, (486) (34)
Aggregate fair Value.......ocivvceecriinccc e S 5,126 $3,019

During 2008, the Company’s gross realized gains and losses from its available-for-sale securities
were $64 and $184, respectively, and were classified in other income, net. Prior to the 2008, gross realized
gains and losses from these investments were negligible.

In addition, the Company’s subsidiary located in the U.K. provides a voluntary retirement benefits
plan for its employees. Company-matching contributions to this plan were approxxmately $333, $370 and
$334 for the years ended December 31, 2008, 2007 and 2006, respectively.

Note 14.  Accumulated Other Comprehensive Income (Loss)

The balances included in accumulated other comprehensive income (loss) were as follows:

December 31,

2008 2007
Foreign currency translation adjustments..........coceevereerevcsarescrercrcnnnns $ (710) $ 3,781
Unrealized loss on available-for-sale securities, net of income taxes ... (259) (15)
Accumulated other comprehensive income (108S) ......cocececeererneccrnencne $ (969) $ 3,766

Note 15.  Discontinued Operations

During 2008, the Company concluded that the potential return on the investment for the NuVinci
CVP project was not sufficient to continue development activities. As a result, the Company sold certain
tangible and intangible assets related to NuVinci to Fallbrook Technologies Inc. for a total of $6,103
($4,151 paid in cash and an 8% promissory note in the principal amount of $1,952 which was paid in full
on December 31, 2008). As part of this decision, the Company recorded pre-tax charges of $1,911 during
2008 related to the exit from this project, including charges of (i) $1,020 for termination benefits, (ii). $469
for certain inventory deemed unusable by Fallbrook, (iii) $228 primarily related to the write-off of
capitalized patent development costs, and (iv) $194 related to the disposal of certain fixed assets. Net sales
for the NuVinci CVP project were $752, $1,535 and $83 for the years ended December 31, 2008, 2007 and
2006, respectively.

During 2006, the Company discontinued its Independent Aftermarket businesses. These
businesses, which had incurred losses since their beginning, remanufactured engines and distributed non-
OEM branded remanufactured engines and transmissions directly to independent transmission and general
repair shops and certain aftermarket parts retailers. The Company received proceeds of $2,051 for the sale
of the Independent Aftermarket engine business and ceased the operations of the Independent Aftermarket
transmission business, with the exception of contractual obligations for the warranty replacement for units
sold prior to its closure. During 2008 and 2007, the Company recorded pre-tax income of $53 and a pre-tax
charge of $613, respectively, primarily related to the run-out of warranty claims on sales made prior to the
closure of the Independent Aftermarket transmission business. During 2006, the Company recorded a pre-
tax charge of $13,261 related to the exit from these businesses including (i) $9,779 for the write-down of
inventory to estimated net realizable value, (i1) $1,385 for the impairment of goodwill, (iii) $775 for the
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write-down of property, plant and equipment, (iv) $707 of severance costs, (v) $398 for the write-down of
accounts receivable, and (vi) $217 of other costs primarily related to a settlement with a customer.

Net sales for the Independent Aftermarket businesses were $8,030 for the year ended
December 31, 2006. As of December 31, 2008 and 2007, the cuwrent liabilities of the discontinued
Independent Aftermarket businesses were primarily related to a warranty accrual to service the run-out of
warranty claims on sales made prior to the closure of the transmission business.

During 2004, GM resourced its remanufactured transmission program from the Company’s
facility located in Gastonia, North Carolina, and correspondingly, the Company closed this facility. Upon
the closure of the facility in the fourth quarter of 2004, the operations of this operating unit within the
Company’s Drivetrain segment were reclassified as discontinued operations. In connection with the
Gastonia facility closure, the Company recorded a pre-tax charge of $28,773 during 2004. During 2006,
the Company recorded a charge of $44 (net of income taxes of $24), related to the closure of this operating
unit.

In October 2000, the Company sold its ATC Distribution Group business unit (a distributor of
remanufactured transmissions and related drivetrain components to independent aftermarket customers now
owned by Transtar Industries, Inc.), classified the results of this business as part of discontinued operations,
and recorded a pre-tax loss of $141,429 from the sale of this business. During 2006 the Company recorded
income of $60 (net of income taxes of $30) based upon updated information regarding obligations for
certain costs related to the sale of this business.

Details of the loss recorded from discontinued operations are as follows:

For the years ended December 31,

2008 2007 2006

NuVinci:

Loss from sale and eXit .......cccvvreveeeeeeeeecreerceeerceceneen. $ (1,911 $ - S -

Operating 10Ss «..c.covvveviriericeee et (2,418) (11,689) (6,422)

Loss before income taxes ......oovevevereveceeicreceeeeeesre s, (4,329) (11,689) (6,422)

Income tax benefit.........cccceeeeeeicericicciciieeeee e 1,818 4,548 2,505

Loss from NuVinci project, net of income taxes................... (2,511) (7,141) (3,917)
Independent Aftermarket:

Gain (loss) from closure and sale of businesses.................... 46 (266) (13,261)

Operating income (10SS) ..ooooveverreereeeeeeeeiere et eee e 7 (355) (1,576)

Non-operating inCOME..........cveveereerereecereeeeeeeteeeeeeereeeseens - 8 143

Income (loss) before income taxes .......ccocoeecvrereriveresrrcecennen. 53 (613) (14,694)

Income tax (expense) benefit.........ccoweeerereeereeeeeveeceveirivienen. (22) 239 4,960

Gain (loss) from Independent Aftermarket, net of income

EAXES .o.oceecvieeerereeeeeearir e ce et s sttt e et saebesseee b e st s eans 31 (374) (9,734)

Gastonia Operations:

Other costs and EXPenses «....cocevvereereevereeenreeeereeeeessenenens - - (68)

Loss before inCOMe taxes......covveveereevereevieiiecreeveeeseraenenn - - (68)

Income tax benefit.......ooeveirieinieiineeeceee e - - 24

Loss from Gastonia operations, net of income taxes............. - - (44)
ATC Distribution Group:

Income before INCOME tAXES...............rveeeeerreeereresrererensenes - - 90

Income tax eXpense.......cccevveerrireerevninsrerees e - - (30)

Gain from ATC Distribution Group, net of income taxes..... - - 60
Loss from discontinued operations, net of income taxes......... $ (2,480) $ (7,515) $ (13,635)
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Details of assets and liabilities of discontinued operations are as follows:

December 31,

2008 2007
Assets:
NuVinci:
Accounts receivable ... e $ 52 $ 476
INVENLOTY oot - 1,601
Prepaid and other @SSets ............ccecevrrreerininicnrnnn e - 331
Property, plant and equipment, net ..o - 4,525
Intangible assets, NEt ... e - 681
Total assets of discontinued OPErations ...........cccvevvicvevnnceneniincsnennns § 52 $7,614
Liabilities:
NuVinei;
Current Habilities .....c.coeeueeieiieiee et eie e sieses e en e easb e eeens $ 363 § 506
Independent Aftermarket:
Current HabilitIeS .........ovveveeererevecececeereeeeeeeserstesesesesesesteesssssssssssenees 90 283
Total liabilities of discontinued OPErations..........cceceereerirervererrcereenana. $ 453 $ 789

Note 16. Commitments and Contingencies

The Company leases certain facilities and equipment under various operating lease agreements,
which expire on various dates through 2019. Facility leases that expire generally are expected to be renewed
or replaced by other leases. Future minimum rental commitments under non-cancelable operating leases with
terms in excess of one year are as follows:

Operating

For the vears ended December 31, Leases

2009......crennn. et Rt s 7,291
2000 et e s e et et sbs st et a e s s e e b e sasaentasaee 3,685
200 T ettt et st a e e s r et n e 2,649
2002 ettt et e e st a e n e ne s e ranannes 2,439
2003 ettt ettt e aereaeane 2,129
2014 and thereafler .........oovevvererierecreeiesreeeie e ere e seans 3,029
Total minimum lease payments...........ccovevvveieniniesniieiscnnen. $21,222

Rent expense for all operating leases approximated $10,892, §9,245 and $8,805 for the years ended
December 31, 2008, 2007 and 2006, respectively. The Company has several operating leases that expire in
2009 and 2010 with rental commitments of $4,190 in 2009 and $724 in 2010. The Company expects to renew
most of these leases with the exception of the lease for the Springfield, Missouri facility, which has a 2009
rental commitment of $568 and is being closed in 2009 (see Note 18 — Exit, Disposal, Certain Severance and
Other Charges). The foregoing table does not reflect the expected renewal of the expiring leases.

From time to time, the Company has been, and currently is, involved in various legal claims arising
in connection with its business. While the results of these claims cannot be predicted with certainty, as of
December 31, 2008, there were no asserted claims against the Company that, in the opinion of management, if
adversely decided, would have a material effect on the Company’s consolidated financial statements.
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The Company is subject to various evolving federal, state, local and foreign environmental laws
and regulations governing, among other things, emissions to air, discharge to waters and the generation,
handling, storage, transportation, treatment and disposal of a variety of hazardous and non-hazardous
substances and wastes. These laws and regulations provide for substantial fines and criminal sanctions for
violations and impose liability for the costs of cleaning up, and damages resulting from, past spills,
disposals or other releases of hazardous substances.

In connection with the acquisition of certain subsidiaries, some of which have been subsequently
divested or relocated, the Company conducted certain investigations of these companies' facilities and their
compliance with applicable environmental laws. The investigations, which included Phase I assessments by
independent consultants of all manufacturing and various distribution facilities, found that a number of these
facilities have had or may have had releases of hazardous materials that may require remediation and also may
be subject to potential liabilities for contamination from off-site disposal of substances or wastes. These
assessments also found that reporting and other regulatory requirements, including waste management
procedures, were not or may not have been satisfied. Although there can be no assurance, the Company
believes that, based in part on the investigations conducted, in part on certain remediation completed prior to
or since the acquisitions, and in part on the indemnification provisions of the agreements entered into in
connection with the Company's acquisitions, the Company will not incur any material liabilities relating to
these matters.

In connection with the sale of the ATC Distribution Group, a former segment of the Company’s
business was discontinued and sold during 2000 (the "DG Sale") and now owned by Transtar Industries, Inc.,
the Company agreed to certain matters with the buyer that could result in contingent liability to the Company
in the future. These include the Company's indemnification of the buyer against (i) environmental liability at
former ATC Distribution Group facilities that had been closed prior to the DG Sale, including former
manufacturing facilities in Azusa, California, Mexicali, Mexico and Dayton, Ohio, (ii)any other
environmental liability of the ATC Distribution Group relating to periods prior to the DG Sale, subject to an
$850 deductible ($100 in the case of the closed facilities) and a $12,000 cap (except with respect to closed
facilities) and (iii) any tax liability of the ATC Distribution Group relating to periods prior to the DG Sale.

Note17.  Segment Information

Within the Company, financial performance is measured by lines of business. The Company
aggregates certain of its operating units to form two reportable segments: the Logistics segment and the
Drivetrain segment. The Logistics segment provides value-added warehousing, packaging and distribution,
reverse logistics, turmnkey order fulfillment, electronic equipment testing, and refurbishment and repair
services. The principal customers are currently in the wireless, consumer electronics and automotive industries
and include AT&T, TomTom, Nokia, LG, T-Mobile, TiVo, SonyEricsson, GM and Delphi. The Drivetrain
segment primarily sells remanufactured transmissions to Ford, Honda, Allison, Chrysler, GM and certain
foreign OEMs, primarily for use as replacement parts by their domestic dealers during the warranty and/or
post-warranty periods following the sale of a vehicle. In addition, the Drivetrain segmen